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Year at a glance

Making progress on our key priorities

Improving the
environment

Water quality
and resilience

Net zero
environmental
gains

Addressing
customer
affordability

Record
capital
investment

Financially
resilient

100%

bathing water
quality - second
consecutive year

Augmented
supply and
storage

schemes

Sustainable
living
Championing
renewables

Reversing
carbon
emissions

Below
inflation

bill increases
for 2023/24

c.£358

million
capex in 2022/23

Double digit

RORE
11.1%

4£.6%

¢.30%
reduction

in storm overflow use

New
resources

repurposing
of quarries

Carbon footprint
reduced
by ¢.40%

since 2021

Second
issuance

of

¢.50%

increase
in 2022/23

60.8%
gearing
year on year
reduction

c¢.50%
reduction

in wastewater
pollutions in 2 years

Driving
demand-side
initiatives

80%
of catchments
improved

c.£85
million

customer support
to date

Investing over

£750million

over the next two
years

Pension
scheme in
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Chair’s letter

Gill Rider
Charr

“We continue to focus on leading a sustainable
business that delivers for customers, celleagues,
our shareholders and the UK.”

Thank you to our employees

1 would like to start by recognising everyone who works for Pennon.
They deserve credit for what we have achicved this year. With over
3000 people, and nearly the same number of supply chain partners, it's
their dedication, carc and consideration for customers and each other,
as well as thelr passion for the places they live and wark in, that has
enabled us to deliver anather year of robust results, It has not always
been easy for them with the media headiines shining a spotlight on what
we can and need to do better. On behalf of the Board, | thank you all, and
we are proud of what you do.

Challenging times for the UK Water sector

We have made steady progress in delivering our strategy, and our
operational commitments across all paits of the Group, with strong
leadership from our Executive Team However, there is more we need
to do, more rapidly, to moderise cur Victorian sewage system, and 10
protect the environment

The Board are focused on planning, prioritising and investing in the
changes needed. We are listening to our customers, stakeholders and
regulators. We all share the same view, this 1s a multi-generational
challenge, and one that will take time to achieve sustainably We can and
must make progress in the short-term too.

Our focus has been on reducing the use of storm averflows and we have
seen a 30% fall in numbers Continuing an this trajectory will achieve our
planned 50% reduction by 2025. We also continue to reduce pollution
levels with sustained improvements of 50% over each of the past 2 years.
Thig is integral to improving our EPA perfarmance, This remains a key
area of focus for the Board

The effects ot chimate change have also been felt severely in the South
West, given our topography and 860 miles of coastline and adjacency
to the Atlantic Ocean, We have experienced extreme weather patterns,
from storms to freezing temperatures and sustained periods of drought.
Itis clear we all need to do more to safeguard the planet for future
generations and we are making progress with our Net Zerc ambitions
1o 2030,

The drought has brought into ¢lear focus how irmportant it is that we are
able to supply warld-class drinking water to all aur customers We are
thercfore investing in additional water resource capacity for Cornwall
and Devon. We are also on track to deliver new water treatmeant works
for Bournemouth custormers.

Finaily. it has been pleasing to see continued progress and growth
in our non-household ratail businesses Pennon Water Services and
water2business, with strong customer service.

Many are struggling financially in these challenging
economic times.

The cost of living crisis has continued to waigh heavy on mary

Cur region, given its depandency on agriculture and tourism, can
experence socio-economic challenges Our Board commitment to
eradcate water poverty has remained a priority. We have kept bill
ircreases below the rate of inflation, lower than the average sector il
rises secn elsewhere and in other utilities. We have focused on those
most 'n need with over 110000 customers benefiting from our broad
range of affordability initiatives.

We also recognise that the same cost of living pressures are being felt
by our employees and it was nght therefore that we have awarded our
highest ever pay award to those earning the least and those focused on
delivering for our customers and comemunitios. We aiso continue 10 be a
Inving wage foundation employer for all
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Strengthening our Board, championing diversity

This coming year will be my last ag Chair, and | am grateful to work
alongside a talented and diverse Board. This year we have focused on
Board succession, and | am pleased to welcome Dorothy Burwell and
Loraine Woodhouse as new independent Non-Executive Directors.
Loraine will succeed Neil Cooper as Audit Chair when he stops down this
summer, having served on the Board since 2074 alongside me. | would
like to thank Neil far his wise counsel and careful stewardship over many
years and in his role as Senior Independent Director.

For the first time in Pennon’s history, more women now serve on the
Board than men, and Susan and | continue to be strong advocates for
championing inclusion and diversity | am encouraged by the good
progress being made across the Group, in building a more inclusive
culture, and particularly in our graduate and apprenticestip programmeas
as we build the workforce we noed for the future. We are making

our largest ever investment in skills and people, with a doubling of
apprenticeships and graduates to 1,000 and we will also offer 5000 work
placements over the same period We do this, because it is impartant

we have people with the right skills to deliver for our customers and

the environment, and also in doing what's right in a region where one in
three constituencies score above the national average for deprivation.

The Group continues to deliver on its commitments to
our wider stakeholders.

We continue to grow a sustainable business that delivers for customers,
colleagues, our shareholders and the UK. Our loyal shareholders include
UK pension funds, savings funds, charities, employees and customers
Pennon's dividend policy of CPIH + 2% reflects the Board's continuing
confidence in the longer-term sustainable growth strategy, and in
recegnition of the angoing investment required to deliver for the future.

The Board is recommending a final dividend of 22.77 pence per share
for the year ended 31 March 2023, Together with the interim dividend of
1296 pence per share paid on 5 April 2023, this gives a total dividend for
the year of 42.73 pence.

In summary

Pennon is ready to lead through to the next phase of the water sectar’s
cvolution. Coupled with our ongoing investments in people, assets and
continuing strong financial and operational discipline, we are confident
we will continue to grow and deliver for all our stakeholders.

Gill Rider
Chair

31 May 2023

Yau can read more on how we are engaging with our stakeholders in our
Section 172(1) staterment on page 112
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Chief Executive Officer’s review

Reflections on the Year

As | reflect back on the year, this has been an extraordinary ane, in
which extreme weather patterns have tested our operational resilience.
At the same time, inflationary pressures have tested our financial
resilience. We have been able to respond to both with agility and pace,
pivoting to focus on the things that matter right now, and tackling the
biggest challenges head on. Whether it’s the use of storm overflows,
waler resilience, the cost of living crisis or climate ¢change, we are
investing mare than ever before. We couldmt do any of this without

the support, dedication and pionecning spirit of our 3000 ermployees,
who see opportunities wherg others see challenges, and 1 am s0

proud of ‘Team Pennor’. We continue to invest in our leaders of the
future, doubling our apprenticeship and graduate schemes to 1000 by
2030. This year, we were awarded Gold membership of the 5% club, in
recognition of aur efforts to provide "garning and learning oppartumizics”
10 our employees. And we have also strengthened our executive
capability across the year, with new appaintments, and as we have
successfully integrated Bristol Water into the Group.

/ e have been wéir’ laced to respond

Pur business model engires we have the headroom and capacity 1o be
fleet of foot, tackling challenges head-on and taking oppartunities when
they arise. Overall wé are investing more than ever before, re-hasghping
M capital investmeng 1o over £350 million in the year to becorie th

Susan Davy
Chief Executive Officer

“In an extraordinary year, we have tackied the

challenges head on, responding with agility and
pace, as we have pivoted to focus on the things
that matter most.”
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Living by our values

It's also a year In which the UK Water sector has been rightly challenged
to clean up its act. The use of storm overflows has become the
unacceptable face of a Victorian sewage system, once revered across
the globe. Like all water companics in the UK, we've relied on starm
overflows to prevent sewage filling our streets and flooding our houses.
The release from storm overflows can result in diluted raw scwage

going into our rivers and seas and it is not acceptable, it puts at risk the
bathing water quality standards, it is wrong and it must stop.

The Board and | are clear that we can and we need to do more to protect
our environment.

As CEQ, it's my role to set the tone from the top, to lcad by example

and champion living our values. It's also right that we reset to build trust
in the sector, and for our customers and communities to feel listered

to. For this reason, with the full support of the Board, and given the
cost-of-living crisis weighing heavy on many customers, | will not be
taking either my annual bonus or long-term incentive award for this year.
Instead, the funds will go where it's needed most, to our customers, as
part of our unique WatcrShare+ scheme

Tackling challenges head on

Looking beyond the headlines, there has been progress. We are building
momentum and making record levels of investment. One year ago, we
launched WaterFit, our plan for healthy rivers and seas as part of 2 £100
miilion of investment to 2025 focused on the protection of our 860 miles
of coastline and rivers in the South West. This includes an additional
c.£45m reinvestment of out-performance.

This includes the things our customers care about most such as bathing
water quality, where for the second year running, we have achieved
100% as measured by the Environmental Agency, and in their tosting of
harmful bacteria in our seas. This comparas to 70% scross the rest of
the sector,

For 2022, overflow spills reduced by 30% and we remain on target to
reduce spills by 50% by 2025. Whilst undoubted|y the drier weather
will have played a part, the majority of the Improvements are down to
nterventions made whether capital investment to increase network
capacity or through proactive maintenance.

With 100% monitoring of storm overflows now in place, a year shead of
plan, we launched WaterFit Live, giving customers and visitors near time
information about therr favourite bathing beach, and storm overflows,

as well as the detailed investments we are making to reduce overflow
spills across the region’s coastline by 2025, with 49 beaches prioritised.
Through #Your beach, Your Say. Cur investment, we will empower our
customers and communities to work together to plan cur next phase

of improvements.

0 £100m

investrment planned
to 2025 to protect
our coastline and rivers

We continue to drive down pollution levels, as we committed to. with

a 50% overall reduction since 2020, a 75% reduction in the number

of serious incidents and maintaimng our record of zero category 1
incidents. Continuing this trajectory to 2024 will see us achieve the
lowest number of absolute pollution numbers. Our focus continues In
rising main replacements, installing 8000 sewer depth monitors and
continuing eur investment in technology and innovation, We anticipate
that this performance will see us regain our EPA rating of 2 star for 2022
and we remain focused on achieving & star for 2024,

Against our pledge to reduce our impact on rivers by one third by 2025,
we are well on our way to mitigate impacts from our own assets and
practices. Through sewer separation and four phosphorous schemes
completed during the year our impact has reduced from 19% to 12.6%.
In addition, our pilots on the rivers Dart and Tavy to explore how

we might achieve the region's first bathing quality river, are well
underway. Given this 1s a community-led designation process, we

have been bringing together stakeholders and community groups

to work collaboratively.

This was also a year where in addition to drought, we saw some of the
worst storms, with freezing temperatures, rapid thawing and flooding.
It's clear that the impact of climate change is here now, and we all need
to play our part in protecting precious resources. Delivering on our Net
Zero 2030 commitment is more iImportant than ever, and we are making
good progress in all 3 areas of our promise to the planct — sustainable
living. championing deliverables and reducing carbon emissions. We are
investing ¢.£180m in renewable encrgy generation, having made the
first acquisition of a PV solar site. with mare planned to counteract the
ongoing volatility of the energy markets. We have improved 80% of the
catchments we work in, through activities such as peatland restoration
and tree planting. We have also reduced our carbon emissions by ¢.40%
since 2021,

The weather impacts, and need to pivot, ensuring we have focused
on the areas that have mattered most, has impacted our stretching
business plan delivery, with SWW at 70%, and Bristol Water at 65%
of ODls,

Water resilience and water quality

Water is essential for life. The supply of clean and safe drinking

water remains our top priority and it's easy for this to have become
overshadaowed in people’s minds given the attention on storm overflows.
We can never be complacent and it's the reason we take a ‘quality first”
approach to ensuring we can always provide clean and safe drinking
water to our custemers. We operate across & unique topography where
over 90% of water resources are derived from rivers and reservoirs,
None of our strategic reservoirs are directly connected o treatment
works, and therefare the efficacy 15 directly driven by the health of the
rivers, This means it's the low river flows that will drive the depletion of a
reservoir, which act as a storage facility in drer months.

The last six months of 2022 were exceptional. We experienced the
hottest, driest. weather on record and a consequence of climate change.
A combination of a lack of rain, the fourth driest period in 13C years,
cxtreme heat, with high levels of sail moisture, and increased demand as
a result of population growth, uniquely converged to put pressure on one
of our five strategic reservoirs. Colliford reservor, serving Cornwall, was
depleted as we sought to continue to protect the river health in

the region,
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Chief Executive Officer’s review continued

===

130000 free water
saving devices issued
as part of our ‘Stop the
Crop’ campaign

The pace and speed in which we have been able to deploy innavative
solutions, using tried and tested models elsewhere in our region, and
with shareholder support was key. In the space of less than a year, we
have built 25% more expanded capacity for Cornwall and 12% for Devon,
and with a £125 million investment to ensure future resilience. Using
our learnings from the Isles of Sciily’s successful use of desalination,
this is now an important compenent of our future water resource
strategy, and we are well into progressing plans. Cur proactive and
speculative acquisition of disused mining quarries over the past 15
years, re-puiposing thern as water resources, meant we could provide
additional storage in the second half of the year, and we continue to do
50, alongside building new pipelines. We have increased our leakage
actwvities, as well as fixing customer side leaks for free, and have
rautinely fixed three times the planned levels averaging around

2,000 3 month.

On the demand side, the success of South West Water's unique and
innovative Stop the Drop campaign, where the campaign gained traction
as the collective might of the peaple came together to see a sustained
reduction in customer demand (¢ 5%) over the period, has been a

useful learning We continue to engage with our customers to influence
behavioural change, through our now ongoing customer campaign

Save Every Drop, and in issuing over 130,000 free water saving devices
from water butts to shower heads. At the same time, we are focused on
reducing our own usage on our Sites.

Against a warse cradible planning scenario, we are better positioned
because of the actions we have already taken, and what we plan to do
Furthermore, our acquisition of Bristol Water, driven by synergies and
strategic water resource benefits. and our commitment to progress the
Cheddar 2 reservoir, will bring benefits to the Greater South West over
the longer-term including the ninghbouring Wessex region

Susan at the ‘Topping Out’ ceremony for the Centre for Resilience in
Environment, Water and Wastewater (CREWW), Exeter University

Financial Resilience

Driving out-performance give us the flexibility to deliver more withina
regulatory delivery period. Gur RORE performance for 22/23 continues
to be strong with South West Water achigving 111% and Bristol Water
46%. This supports our cumulative Group RORE position of 87%,
equating to £192 million and an increase on £149 million in 2021/22. This
out-performance, combined with the strength of our balance sheet. is
supparting ¢.£300 millon of additional and accelerated initiatives. We
havc alsa been able to absorb the impact of elevated inflation on power
and interest costs during the year, reducing our gearing to 60.8% as well
as ensuring our pension scheme remains in surplus.

We are a stronger business as One Pennon.

In February we successfully concluded the licence and statutory
transter of Bristo! Water, successfully TUPEiIng employees inte South
West Water. As part of One Pennon, it is now easier to share best
practise, for example aur approach to Quality First, in ensuring clean
and safe drinking water is at the top of our priorities. In April, Ofwat
also announced their draft Aceelerated Programme, which includes an
additional £125 milhon investment to 2030 and just under half will be
delivered in the current regulatory perod. This builds on our existing
investments in the region including Green Recovery, WaterFit and
Stop the Drop imtiative.

At the same time, we are making complementary investments in
renewal energy generation and storage. Qur £160 million investment
will significantly accelerate the Group's 2030 Net Zero target for 50%
self-generation as well as reducing our reliance on the volatility of global
power markets.,

Furthermore, aur sustainable and profitable B2B businesses,

Pennon Water Services and Water2business, with a combined market
share of 12% continue to win contracts and are driving strong
financial performance.

The Group continues to deliver on its commitments to
our wider stakeholders.

Our purpose, Bringing Water to Life, supporting the lives of people and
the places they love for generations to come. is at the heart of what
we do and why we do it. We continue to focus on being a sustainable
business that can deliver for colleagues, customers, our shareholders
and the UK a5 a whole, with sustainable financing and accreditation
with the Fair Tax Mark. Our supportive shareholders include UK pension
funds, savings funds, charities, employees and uniquely for Pennon,
our customers. Across the UK, the number of private individuals with
sharehaoldings has been declining for some years. Last year it was
reported that c15% of the UK stock market was held by individual
shareholders, In the 1960s, that number was ¢ 50%
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We believe there is a place for both, a5 do our customers, As a direct
resu't of cur innovative WaterShare + scheme, giving customers a stake
and a say N their water company, we now have four times as many
customer shareholders as we do institutional shargholders. With our
second issuance, 1in 14 households in the South West Water region
opted ta take shares as opposed ta maorey off their ill, and we were able
to include Bristol Water customers for the first time With this ownership
model, it means that we spend more time directly engaging with our
customers, at quarterly public meetings and at our customer AGM, so
we can hear directly what matters most And, in this cost-of-living crisis,
we believe every customer should benefit from what we do. We have
therefore ensured annual bill levels increases have remained well below
inflation levels and the c.7% average annual increases scen across the
sector, as we double the number of customers on suppaort tariffs, and in
eradicating water poverty.

We alsg believe in investing for the future for the good of the sectar

Our 25-year partnership with the University of Exeter, CREWW - the
Centre for Resilience in Environment, Water and Wastewater, is warking
to resolve some of the most pressing global challenges in the sector, not
just in the UK but globally Bringing together some of the best minds

in Geography, Biosciences, Engineering, Economics and Psychology,

we are [ooking to find answers ranging from how we can ensure there

is enough water to cops with population growth and climate change,

to how we prevent pollution and eliminate micro-plastics in our water
supply. Qur hope is that CREWW will become a beacon of change for
the scctor, in the UK and globally, whilst at the same time driving benefit
and investment back into the South West as projects incubators for idea
generation and commercial oopartunities.

Looking ahead

In summary, aur full year rosults reflect resihent performance, ina
challenging year and in which we have pivoted to focus on what matters
most today, and in building our capabilities for the future.

As we look forward to our next price review, which we submit in October
2023, the Board is very focused on ensuring we can continug to develop
innovative and sustainable solutions for the issues the sector faces and
in delivering rmore for our customers, communities and the environment.
We are currently undertaking our most comprehensive customer
engagement programme aver, as this is the key to unlocking both
ambitious and credible plans, supported by our WaterShare+

Advisory Panel

We want to ensure we continue to deliver world class drinking water,
boosting water resources and resilience across the greater South

West for the longer term, We also plan to refiect the unigque needs of
our region, and in particular our 860 miles of coastling, building on

our expertise in biodiversity, catchment management and Net Zerp
capaoilities. And, with a focus on ensunng aur plans are affordatle,

we will explore a suite of charg rg cotions and tariffs, reflecting our
customer demagraphics, as well as cort:nuing to evelve our affardability
toolkit, protecting the most vulnerable and eradicating water poverty.

As One Pennon, with a strong balance sheet, financial and operational
resilience, we are well placed to deliver a sustainable future for all

Susan Davy
Chief Executive Officer

31 May 2023

Susan addressing the annual
Pennon Hemesafe Conference
in Bristol
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Our business model

Qur business model is shaped by our purpose - Bringing Water to Life, supporting the lives of people
and the places they love for generations to come. This means we are not only seeking to create value
for our stakeholders today but reinvesting in our business in a carefully planned and sustainable way

for the future.

Delivering services through all stages of the natural water cycle

gww  South West Water
Rw Bournemouth Water
BRL Bristol Water
wr B2B Retailers

Wastewater
treatment and
recycling

Woe treat wastewater to 3
high standard at our 653
wastewater treatment
works before returning
treated wastewater to

the environment, safgly.
Bioresources created
during the treatment
process are a valuable
source of both nutrients and
energy and contributes to a
cirgular economy.

SWw

Wastewater
collection

We maintain and operate ¢.23000km of sewers in
the South West regicn, removing waste f-om the
homes and properties of our customers
Through our programme of proactive interventions.
informed by extensive data and Al we keep our
néetwork in the best possible conditien, identifying
and repairing issues alongside an sxtensive
sewer cleaning programme

Sww

Bringing water to life -
supporting the lives
of people and the places
they love for generations
to come

Water resources

Ensuring an available and sufficient supply of raw water is critical
to ensuring a continuous supply to customers. Our operations
play a vital part in maintaining the level of river flows and their
ecological health — from the love! of water we release from

our reservoirs into rivers, to the level wa ahstract and take to

our treatment plants. Protecting the region’s precious natural
resources is at the heart of what we do.

B BRL

SWW

Water treatment
and distributicn

We take water from our
reservoirs, river and
groundwater sources and
transport it ta our treatment
works, where it is treated to a
high standard using a number
of processes Once the water
i3 clean. safe and reliabie we
transport this to customers’
homes and busiresses through
our ¢25000km of water p ces

SWwW BW BRL

Services to homes, businesses
and our wider communities

We manage an extensive network to deliver uninterrupted
supplies to our customers whilst keeping customers’ bills
afrordable. Qur househald and ousiness reta | contact centres

are focused on providing excelient end-to-end customer
experiences, From providing water and sanitation, through to
ervironmental protection, recreational facilities. education, local
jobs and investment for future generat'ons The services we
provide are essential for the health and economic welibeing of aur
local com~un ties.

SWW Bw BRL WR
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Role of the Group
The Group provides strong pillars of strategic direction, financial management, risk management and governance.

Combined with the Group’s robust fundamentals this creates resilience in a challenging economic environment

and drives long-term sustainable growth.

Qur key strengths and resources

Environmental -
Natural Capital

High-quality assets

« Investing in world-class
facilities and plants, using
innovation and technology
t0 help safeguard our
natural resources.

Environmental stewardship

» Constantly secking more
sustainable ways of working
to protect, enhance and
reduce our Impact on tha
natural environment.

Social -
Social and Human Capital

Strong reputation and
customer service record

= High levels of employee
engagement and accreditation
as best place to work.

A stake and a say

« Qur unique WatcrShare+
framework offers customers
a greater stake and a say
through Pennon share
ownership or bill reductions,
alongside a dedicated
customer ACM.

Governance -
Manufactured, intellectual and Financial Capital

Effective governance

= A strong governance framework supporting rabust
decision-making and performance management.

= Comprehensive risk managemeant processes.

» Fair tax mark acereditation,

Efficient financing

+ Sustainable financing framework.
= Low effective nterest costs

Strong acquisition expertise

« Track record of success in acquisition integration

Strang relationships with our suppliers

« Always ensuring their performance meets our
axpectations, upholds cur standards, aligns with our
policies, protects human rights and promotes goed
working conditions.

Benefits and value we create for:

Environment

2030

Net Zero commitment

220,000

trees planted to date, on
track to plant 250000
by 2025

Customers

100%

with an affordable bill
by 2025

Investors
>50%

forecast growth to 2025 in our water
businesses' regulatory capital value (RCV)

Communities
>4,000

pupils helped by our
educational programmes

Talented people

c.3,000

Largest private sector
employer in the region

Suppliers

c.2,900

suppliers in our Group supply chain

Regulators
Regular and proactive contact and engagement

with Regulators

Find gut more about how we engage with our stakeholders on page 27,

Underpinned by our purpose, twin-track growth strategy, continuous innovation and environmental commitments

Pennon Group plc | Annual Report and Accounts 2023
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Our strategic framework

We are continuing to drive progress on our three strategic
priorities through our strategic framework.

Our three-pillar strategy

1 Growth in Environmental Infrastructure

Through the successful delivery of our twin-track strategy - driving both
organic and acquisitive growth underpinned by our disciplined capital
allocation, we will continue to create jong-term sustanable value,

Our logical and acerative water scquisitions have detvered significant
value for our stakeholders along with meaningful bengfits for customers
and shareholders.

Qur value-enhancing Investment in rénewable energy generation and
storage will provide attractive, sustainable relurns into the long term, and
fast-track the achievement of our Net Zera 2030 commitments.

We are well underway in delivening on our largest envirenmental
investment programme which also reflects the delivery of additional and
aceelerated investments including Green Recovery, WaterFit, our Save
Every Drop water resilience investment and Ofwat's recently announced
Accelerated infrastructure Delivery

Progress against our strategy

>50%

RCV growth over K7, driven by our twin-track strategy

c.£1.5bn

our largest environmenta!l investment programme,
including additional and accelerated initiatives

£160m capital allocation

in renewable energy generation - 1st .40 GWh
site acquired

2 Pioneering Solutions

We continue to pursue a relentless approach to improving operational
performance through innovative solutions thal drive the best outcemes
for all stakeholders Qur pilot, test and deploy approach 1o innovation
helps us to mitigate risk for customers, communities and the environment

Qur new WaterFit Live tool, launched in early 2023, demoenstrates our
commitment to increased transparency, empowering customers and
stakeholders to hold us to account on our performance and aflow them

to make informed decisions on water-based recreation. It features a new
intgractive map that provides customers and visitors Lo the region with
more information on the performance and location of storm overflows

at all designated bathing waters, as well as the investments South West
Water 15 making now, and in the future, to reduce overflow spills across the
region'’s coastline by 2025.

As a purpase-led businass, we think differantly about the relatianstup

wie have with our customers through gur innovative and ploneenng
WaterShare+ scheme developed to give our customers a greater stake
and & say In aur husiness. We are delighted that since 2021 almost 90000
customers have opted to become shareholders through WaterShare+.

Progress against our strategy

£40m

returned to customers in K7 through our unigue
customer sharing mechanism WaterShare+

Centre for Resilience in Environment Water
and Wastewater — our joint venture with the University
of Exeter

Developing innovative solutions to water resources
including desalination and re-purposing quarries

3 Leadership in UK water

The Group has continued to deliver resifient services through extreme
climate variability and high demand. Alongside this, we have delivered
some of pur best erwironmental performance to date, weloding our best
ever wastewater treatment works compliance, a reduction in wastewater
pollutions. and outstanding bathing water quality across the region,

Currently. over c110000 customers benefit from cur broad range of
afforzability mititives, and we cantinue to work hard 1o deliver quality
services at an efficiens cost. so ~at ulls remain afferdatle In 2022/23,
custemer bills in the South West Water region were lower than they were
10 years ago. and £30 lower than in 2021/22 and. recognising the cost-of-
Iving pressures customers are facing, bills across the Group for 2023/24
will see below-inflationary Increases

Dnving outperformance across the Group gives us the ability to deliver
mare within a requlatory delivery period. As a Group, we are strategically
positioned to outperform in the current macro-economic environment,
Cur flexible financing strategy and diverse debt portfalo, with a relatively
lower leve! of ndex-linked debt compared to the mdustry average allows
us to outperform, and is reflectad in our strong return gn regulated equity,
with outperformance enabling reinvestment in additional imtratives.

Progress against our strategy

100%

bathing water quality across the region for the second
consecutive year

¢.10.5% in 2022/23

Continued doubling of base returns on
regulated equity across the Group

c.£85m

of customer support delivered to date
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Informed by our engagement with our wider stakeholder group and what they want
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Reflected in our approach to sustainability and ESG commitments

65% ¢c.£700k 31% 100% £1.5bn >50% ¢.70%
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of ODls in 2022/23

reduction in investment into women in of our supply 202G-25 environmental 202-2% growth

Scope 2 market-  our communities leadership chain engaged  investment programme  in regulated on track or ahead
based GHG roles with our code - our Jargest to date capital value of target in SWW,
emissions of conduct with c.656% at

in 2022/23 Bristol Water
Strategy in action...

Investing in renewables — WaterFit Live Driving synergies - Bristol {| Ensuring future water

energy generation

We have set aside £160m to
invest in renewable energy and
have identified a pipeline of
solar opportunities.

In May 2023 we acquired a c40
GWh site in Dunfermline which

is ready 1o build with consents

in place. and is expected 1o
commence genaration in 2024
The site also has the capacity for
a two-hour BO MW battery that
will support the UK Grid's move
to renewables and provide a
healthy return.

In March 2023, we launched
WaterFit Live, an interactive
digital system which shares

with customers the status of
their local bathing waters and
whether there is any impact from
a storm gverflow.

WaterFit Live is another milestone
in our progress to protect the
environment by reducing storm
overflows, enhanced monitoring,
providing clear and transparent
reporting for our customers and
increasing our investment to
improve perfarmance.

Water acquisition

We are making strong progress
with our integration blucprint
Bringing together the two water
busINesses 10 mprove customar
service, strengthen our teams and
share and implement learnings.

The licence change and statutory
transfer completed on 1 February
2023, bringing Bristol Water under
the South West Water licence.
Qur proven integration blueprint
consists of three phases.

The first, focused on integrating
our aack office teams, is

largely complete, and we are

well underway in developing

a combined plan for PR24 to
deliver the best outcomes for alf
stakeholders. Phases two and
three will focus on Operations
and Customer Services

resilience

Ag part of our continued
investrnenl in waler resilience, we
purchased Mawks Tor Reservaoir
on Bodmin Maor in Cornwall

in March 2022. To tackle the
drought we have deployed a

twin track approach of demand
and supply side investments
gugmenting storage schemec,
expanding the treated water
netwark and repurposing disused
quarries. The interventions deliver
an increase in supply when it 1s
neaded mast that equates to 25%
of Cornwall's demand and 12%

of Devon's demand. To target
water efficiercy we are deploying
initiatives such as 'Stop the Drop’
and ‘Save gvery Drop’ alongside
our troader water efficiency
campaigns aimed at helping
customer reduce demand.

Read more oh the progress we are
making to become Net Zera an
pages 42 10 43.

Read more on our WaterFit programme Read more on the integration of our

progress on page 25.

teams in our People section on
pages 31 to 39.

Read more oh how we are tackling
climate challenges and water resilience
on page 41,

Pennon Group plc | Annual Report and Accounts 2023 1



Ambitions to 2050

Qur Strategic Direction to 2050 sets out our ambition for the water provide a resilient service in the future. Achieving that ambition vill
system of the great South West, the lcadership and action we will also require fundamental changes to the ways that we. our customers
take, the action needed from athers, and the opportunites we must and stakeholders all use and interact with cur services and the aquatic
collectively grasp If we arg to ensure high-quality, reliable and rasilient environment. The ways in which we are meeting these challenges
water services for future generations. Qur ambition is 1o protect together are described in more detail at httpsy//www southwestwater
and enhance the environmeant at every stage of our operations and co.uk/about-us/doguments/business-plan-2020-20257.

Water resources
Resilient water resources through

healthy catchments
Services to nature and

the environment What we will do
Protect and enhance
natural resources

= Meet all water needs for homes, businesses and
the envirgnment

« Create greater capacity through a diverse
portfolio of water sources, strategic regional
resources and interconnecters

+ Protect and boost niver flows

What we will do

» lncrease biodiversity, through
further habitat creation
and improverncnt

« Decarbonise cur operations and
net zero emissions

« Use our land and resources to
generate rencwable energy

+ Reduce leakage in the natwork and at
customers homes

Bringing water to life -
supporting the lives
of people and the places

Water treatment and distribution

they love for generations Top-quality
to come water supplies
What we will do

+ Ensure world-class drinking
watar that meets stringent water
quality standards

= Progressively address
emerging risks

» Create resilient, smart networks
with real time tracking and
management of water pressure,
flow and quality

Wastewater collection

Controlled & treated
wastewater flows

Services to homes, businesses

What we will do
and our wider communities

= Evolve aur water recyceling T ted customer &
rus

and sewerage system to

meet the needs of our community experience
communities and
the environment What we will do

« Enhance sustamable = Boost active participation of customers
drainage to reduce risk of ard commun-ties i1 the sectar
flooding and pollution + Mace it easy for customers to reduce

= Return treated water safely to their water consumption and manage
tre environment their water bills

« Promote progressive charging so that
evary customer ras a fair anz affordahle
water bill
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Clear near-term environmental targets and milestones

contributing to our long-term ambitions to 2050

Underpinned by our ongoing, long-term investment programme

N 2023

2025 2030

2050

Committed to further
enhancing our disclosures
consistent with the Task
Force on Climate-related
Financial Disclosures

2025 targets for selected
0ODls and operational
activities, including
commitment to eliminate
water poverty by 2025

2025 targets for ESG
priority measures

Committed to setting

both near and long-term
Stience Based largets
(SBTY in accordance with
the Science Based Targets
Initiative’s Corporate Net
Zero Standard

Reinvesting £170m
of our current
RORE outperformance

Read more:

TCFD disclosures
targets page 74

SBT commentary page 43

100% bathing water
quality standards met
all year round

Cur WaterFit plan targets
significant investment

tn 2025 to furthor
protect river and

coastal water quality

Read more:

ESG priorities
targets page 66

(Dl targets page 25
WaterFit plan

Our biodvarsity strategy
page 41

125,000 hectares
of habitat and land
management improved

Single-digit spills, if any at
all coastal locations
2030 Net Zero target

for our operational
carhon emissions

2030 Net Zero plans
pubiished by our regulated
water business

TCFD metrics and targets
including commitment 1o

self-generate up to 50% of
renewable energy by 2030

Read more:

Net Zero strategy pages
47 ta 43

TCFD disclosures page 74
WaterFit plan

2045 Race to Zero
commitment to reduce
greenhouse gas emissions
(GHG) across our entire
value chain

Read more:

Net Zero strategy and
Race to Zero commentary
pages to 43

Pennon Group plc | Annual Report and Accounts 2023

50% ieakage
reduction and 1/4
consumption reduction

Zero ecological harm
from wastewater spills
and discharges

375,000 hectares
of habitat and land
management improved

2050 ambitions working
in harmony with the
water cycle with near-
term targots 2020-2025,
rmedium-term targets
2025-2035 and long-term
targets 2035-2050

Read more:

Cur 2050 ambitions
targets page 12
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Market overview

Pennon is one of three FTSE-listed companies supplying water and
wastewater services across England and Wales. Pennon’s group of

companies provides water and wastewater services to a population of c3.5 Infrastructure
million across the South West of England. Pennon provides their services 2 Pioneering Solutions
in the context of key trends and challenges faced in the local market and 3 Leadership in UK water

by the wider water industry. In 2023, Pennon has noted the following key

trends and challenges in the market.

Key — Strategic priorities
1 Growth in Environmental

Accelerating
climate change

Link to strategy

1,2,3

Impact

We are already experiencing the impact of climate
change These impacts are set to increase, with
temperatures anticipated to be at least 15-2°C
above pre-industrial levels by the end of this century.
This is not just a longer-term problem, but & vory
real issue for us today as the 2022/23 drought in our
region has shown.

The South West of England is particularly vulnerable
to climate change, given its 860 miles of coastline,
and adjacency to the western approaches of the
Atlantic Ocean - this exposes the arca to impacts
fram rising sea levels and storm intensity and we
are already starting to observe significant and
unpredictable impacts on cur operations.

How we are responding to 2050

We will need to optimise investment in asset

health and resilience, through integrated long-term
planning that will defiver the right levei of investment
to ensure that our assets and networks are able

to cope with more extreme weather and demand.
We will need to work collaboratively in the building
of new developments in our region. optimising

lozal water cycles through investing in re-use and
recycling of water, as well as natural assets.

We glso need to think about how our infrastructure
is impacted by the services we rely on - such as
elactricity to power our pumps and treatment
processes. We have developed a systems thinking
approach to consider the resilience of our oparations
in the context of this wider system.

Rapidly evolving

customer
expectations

Link to strategy

2,3
B

Impact

Putting the customer first has long been a focus
of the water sector, as we look to provide excellent
service and address issues first time. Customer
expectations are rapidly gvohaing in the

following areas

Our operations — Customers expect a
continuaus, seamless service with us afso being a
farce for good in our communities.

+ Transparency and ethicalness - we necd to
be increasingly transparent about cperations,
performance, and services,

Parsonalised servicas - Customers are more
empowsred than ever by digital technalogy, and
expect personalised products and services to
meet their needs.

» Smart technology - Smartphones and social
media are transformmg how and how often we
engage with customers.

« Environmaent - Customers are increasingly
environmentally aware and expect us to be
custodians of our local environment.

How we are responding to 2050

We will boost active participation of customers
and communities in the sector and ehsure every
customar can afford to pay the- water bill

We will make it easy for customers to reduce therr
water consumption and manage their water bills.

We will decarbonise our operations and increase
biodiversity, using nature-based solutions
as a default.

Growing
population
and changing
demographic

Link to strategy

1,2,3

impact

The global and local popllation and demographic
is chang ng. Official forecasts suggest 8~ additiona’
530,000 people will be living and working in our
region by 2050, adding to the £35 milion who
currently live in the regions we serve. As a coastal
region, our resident population swells during the
year as 10 milion visitors come to enjoy the Soutn
West. During the Covid-19 pandemic, we saw nearly
Falf of the anticipated 2050 growth in populatian
due across the region, concentrated n the tourism
areas of Devon and Carnwall due to e increase in
home warking and an increase in staycations,

How we are responding to 2050

A growing popu'ation puls pressures on existing
water sources, 85 more peonle need access to
clean, safe water, Our twin spproach is to reduce the
dermand and leakage of water. whilst also building
new sources of water supply, Building on the three

disused quarries that have been repurposed into
reservairs far drinking water, we will build new
sources from desalination plants through to new
reservoirs We will nalve leakage by 2050 and help
customers to use less water — as we ook 1o drive
cansumption down by one guarter through water
saving initiatives. The roll out of smart meters wil)
help reduce consumptior and address customar
side leakage — up 1o ong third of all leakage.

A growing population adds ta the lgads that our ’
sewers and wastewater recycling centres need to !
process, and we will Invest to meet those demands

As areas become more urbanised due 1o growth,

green spaces do naturaily shrink. We have ambitious
plans to reverse this trend, and bu'd more green
spaces which wil' allow surface waters to drain away ¢
naturally rather than run into our sewerage systems.
And iy moving small isplated communities from

seplic tanks and soakaways to full treatment works,

we can protect rivers N the local ervironrment

%

Annual Report and Accounts 2023 | Pennon Group ple




Desire for
environmental
improvements

Link to strategy

2,3

Impact

A healthy environment is important for our region,
and in the face of climate change, ccological decline
and greater recreational use of rivers and seas,
customers and stakehaolders rightly tell us that

they expect environmental leadarship from us

as a priority.

Our research tells us that customers have a more
positive attitude ta companics that support social
and environmental issues

Our customers recagnisc the value of investment
to deliver services which also provide social and
environmental benefit

How we ara responding to 2050

Our strategic direction recogrises the importance
of re-connecting the water cycle, and water cycles
operate within catchmant,

Catchments are the natural way to consider the
marine environment. Better coordinated action
at the catchment level by those who use water or
nearby land is a great enabler for change.

Engagernent and collaboration are at the heart
of catchment-based approaches. Catchment
work requires joint delivery by all stakeholders
within a catchment, supported by regulators and
palicymakers. This would ensure we address

all pressures placed on the water environment
including from water company activities, but also
difuse pollution fram both agricuitural and
urban sources.

Changing supply
chain

Link to strategy

1,2,3

Impact

We serve ¢35 million paople & day, through oug
3000 talented employees and nearly the same
number of supply chain partners across the South
Wost. Working together, we have reduced cost
and improved sarvice te our customers, keeping
increases to customer bills below inflation whilst
delivering record levels of investment.

But across the country and in the South West -
supply chains are under pressure as they face the
twin challenge of:

» Ramping up to deliver boosted investment to
deliver improved interconnectivity, transport links,
anvironmental improvements and Net Zero.

» Increasing costs of materials and
commaodities, higher rates of inflation
and the recassionary cnvironment.

How we are responding to 2050
We are focused on working with supply chains to
build resilience and work together for success:

» Improving end to end visibility of our future
investment plans.

Working cotlaboratively to build talent, especially

specialist skills:

« Adopting innovations. machine learning and Al

« Building future readiness for potential shocks
and uncertainties.

Technology
advances

Link to strategy

2,3

Impact

Big Data, digital technologies and open data are
being leveraged to increase rchiability, optimise
assets, improve supply chains, and boost
customer relationships.

Some key technology trends which impact us are:

« The availability and accuracy of sensars that
collect and transmit data is improving.

» The ability to collect, store and analyse data
has expanded.

« Big Dats, digital twins and computing algorithms
are being developed which translate unstructured
data sets inte actionable inteligence.

These trends will only increase as there 15 mors
integration of the Internet of Things, faster access
to the Intermet, and advances in the computational
power of computers and mainstrearn devices.

For customers this means that we can predict
operations| problems and fix them before they have
an impact, it allows us to be transparent, to be agile,
and therefore, build trust and legitimacy.

How we are responding to 2050

We will drive technology, leveraging data and the
supply chain. We will need to collect and analyse
mare data to understand better and manage our
systems in real time. We will make more data publicly
available as a way of stimulating new ideas and
partnerships so we can provide better services for
customers and better protection of the envirenment.

We will continue to work with our colleagues
across the sector in shared research and learning
through organisations such as UKWIR (UK Water
Industry Research).

At the very heart of our approach is intelligent

asset management — we will invest further in our
telemetry, operational control systems, meters and
network sensors to provide greater automation, real
time system feedback and inform decision-making.
We will also replace our asset and work management
systems and data analytics capahilities to provide
actionable insight, bath for us and our customers,

The Upstream Thinking Argal Reservoir project
delivered in partnership with the Cornwaii
Wildiife Trust

Pennon Group plc | Annual Report and Accounts 2023
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Market overview continued

Evolving
government
infrastructure
policy

Link to strategy

1,2,3

Impact

In just over 30 years, over £200bn of private

sector investment has enhanced water sector
infrastructure across the UK, benefiting consumars
now and for generations to come But there is

more 1o de as infrastructure continues to form the
backbone of a successful nodern economy. The
government has sot out ambitious goals for the
cconomy and environment, putting infrastructure at
the heart of its ptans These goals include:

« Environment - a 25-ysar plan to improve the
environment by remaving harmful abstractions,
improving discharges and reducing water Jost
through leaks and used by customers.

+ Net Zero - ambitious targets have been
set, backed by green jobs that can support
clean growth

= Leveling Up - Investing to unlock growth create
opportunities, and jobs. boosting education and

living standards, in areas wheare these are sct
apart from the rest of the nation.

« Sustainable housing - 250000 homes need
to be built each year across the UK to avoid
sp rall rg prices and maintan affordable homes
These homes need to be sustainable - reducing
water and energy use, boasting biodiversity, and
mimimising waste

How we are responding to 2050

Our future plans include large-scale infrastructure
projects to deliver environmental improvements,
including two new reservoirs for the region. We
are being clear an the scale of investment that is
needed as part of supporting steps to streamiine
infrastructure decision-making whilst maintaining
transparency and objectivity.

Alongside, we are enhancing wastewater treatment
as part of government plans to unlock growth in
those areas whore enviranmental issues are slowing
down development,

Evolving
employment
market

Link to strategy

1,3

Impact

Employment market flexibility and diversity has
been steadily increasing, with more people than
ever working in self-employment, part-time jobs, and
under zero-hour contracts.

An important consequence of these changes is
ensuring the skills and talent for the futurc. As
sustainability and the gnvironment becomes more
irmportant. and as technological advancement and
artificial intelligence are increasingly common in
the workplace, new and niche skills become more
important, STEM based accupations, such as digital
literacy and ICT skills, are emerging areas of focus.

Good employers will take ownership for future
proofing skills and talent to refloct the new ways
aof working.

How we are rasponding to 2050
We plan to harness energy and creativity by crealing
great spaces to work end promote diversity to bring
tagether a mix of minds and representation of the
communities we serve, We recognise the need to
deliver on total wellbeing by being at the forefront
of mental health as well as a leader in health and
safety performance and zifering the maost flexible
family friendly benefits We will continue to work with)
schools. colleges, and universities in our region

to create Pennon-sponsored skills academias

to lead on the skills agenda in the region and
across the wider supply chain in building emerging
talent pipelines,
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Key Performance Indicators

We measure our performance against our strategy through a range
of non-financial and financial metrics. Operating in the UK water
sector means we have a number of performance commitments,
Outcome Delivery Incentives (ODIs) to meet the requirements of
our regulators.

aduBUIaAGS  jioday slBerens

Non-financial metrics

Clean, safe and reliable water

Water quality (CRl score)

Compliance Risk Index {CRI} is

Supply interruptions

The performance across the

the Drinking Water Inspectorate’s (Duration per property Group was impacted by ground
measure of water quality. per year) movement over the summer
. rmonths as well as the extremne
In 2022/23 we have continued ) !
. . . . periods of cald weather and rapid
with our ‘Quality First
) thaw over the winter months. As
transfarmation programme and
) - a result, the number of bursts
performance in South West Q ) )
: . 3 increased, with a number of
Water has improved. In Bristol a8 _
5% 8 larger more complex events to
Water, our score has been 8 & 2 o
) ) S a & respend to, which increased the
Impacted by the drier summer — 3 - e . . :
. 9 =) ~ 2 8 duration of interruptions.
where demand increased over & e g
. —_— O
i &
g 3 3‘! g8 e g the summer increasing the 28
o oo o o output and pressure on our a
South West Water Bristal Water network, Across the Group we South West Water Bristol Water
@ 2020 @ 2020 continue to invest in advanced ® 20/ ®20/21
82020 $ 202 treatment including ceramic @/ :iyzz
® 2022 & 2022 membranes granular activated @ 22/23 /23
carbon and other innovations to
drive improvements.
Taste, smell and We recognise that customers Leakage (3-yr average - Reducing leaks is & critical
colour (contact per expect their drinking water to Megalitres per day) component of ensuring a
. look an te gr d this sustainable water .
1000 population) isim odt tsf n ?ne‘atta'rL in ‘ SUPRY
! tp ra . : tg\n:|m g\'t : In 2022/23, we enhanced our
cus omer‘s tr;s int iqtéa ity o leakage reduction activities
9” supplies. Frosst © Group over the summer manths to
\mprovementz 1nour t-reatment suppart high demard mesting
prucesies an ”‘a”ag‘”g our our regulatary targets despite
net\fmor cont\fnue to Improve the colder winter. In Bristol Water,
performance for custamers. leakage increased in the year
driven by an increase in bursts
- ) o O o this year,
485 3I8F §8g Sg53
South Wast Wate- Bristol Warer South West Water Brisiol Water
® 2020 @ 2020 & 20/21 @20/
& 2001 20 @22 @222
92022 @ 2022 ®22/23 ®22/23

Unplanned outages (%)

Mains repairs
(Number of repairs

Aszset Health is essential for ensuring a robust supply of water to

our customers

per 1,000km) 2022/23 perfarmance was again impacted by the colder winter weather
with mains bursts increasing across the Group. In South West Water our
unplanned outages continued to outperform our targets for the year,
however an unplanned and complex event at our largest treatment
works in Bristol Water increased this measure during 2022/23.
5 & o
R~ .
=] ~ LT 3
3 8§ b EF B8E
— - Read more an pages 22 to 26 for further detail on our operationai perfarm 3
South West Water Bristol Water South West Water Bristol Wate” pag Juraperational o2 ance
®20/1 ®20/2 ® 20/ ® 20/
& 21/22 & 222 9 /22 ® 222
®22/23 ®22/23 ®22/23 ®22/23
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Koy Performance Indicators continued

Protecting the environment - robust wastewater delivery

Pollution incidents
(number of
wastewater incidents)

-]
-
B8

2258

2020 2021 2022
@ Actual

Qur targeted Pollutions Incident
Reduction Plan is delivering
results with a 50% reduction
over The 1ast two years — but we
know there is mare to do and we
continue to target a further step
change in performance.

We measure the compliance

of our discharges against our
permits. 2022 has seen our best
ever score which is expected

to be upper gquartile across

the industry.

Numeric Compliance (%)

99,04%
97.46%

4
&
2020 200 2022
@ Actual

Biodiversity (Hectares)

—z 3 g

111,515

g 8

20/ 2122 22/23
® Actual

We are continuing our piencering
catchment management
approach with over 111,000
hectares of fand restored,
including 300 hectares of
peatland restoration ahead of
ourtarget.

Envirenmental Performance Assessment

A combination of a basket of measures, the EPA is the Environmeant
Agency's assessment of environmeantal performance. We have seen
improvements across all these measures resulting in a provisional 2 star
rating this year; with a planned strategy of achieving 4 star by 2024,
there 1 much to focus on.

Internal sewer flooding
(Incidents per 10,000
sewer connections)

External sewer flooding
(Number of incidents)

0 -4 8 z
3 2

g 0§ 8 i% =
20/ 2022 22/23 20/ 21422 22/23
@ Actual ® Acual

Sewer flooding is a key area that significantly impacts on customers.
2022/23 has continued our positive performance with a further reduction
ininternal incidents - cantinuing our best ever performarce. External
flaoding incidents have however increased with the drier weather over
the summer increasing the number of blockages and flooding during the
wetter winter months.

Sewer collapses
(Incidents per 1,000km)

Sewer blockages
(Number)

3 il =]

Ly ]
§ B & 5 s
20/4 0722 22/23 20 21122 22/23

@ Actual

@ Aciual

These measures reflect service impacts to our customers as well as
being a lead indicator of asset health. We have seen an increase in these
measures with the exceptionally dry weather over the summer months
increasing blockages — although both measures have met target.

Read more on pages 22 to 26 for further detail on our operationzal performance.
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Nelivering for our customers

Overall satisfaction
with PSR (%)

32 35 88 2

South West Water Bristol Water

We have over c 112000
customars on the Priority
Services Register (PSR) across
the Group and we measure
custorner satisfaction with these
services each year. South West
Water at 31% and Bristol Water at
88% are both ahead of our target.

Customer Measure of Experience (C-MeX)

C-MeX 15 Ofwat's measure for customer experience both for those
cuslemers who contact us as well as the perceptions of all our
customers, Across the Group, our C-MeX rankings have remained

consistent year-on-year.

12th 6th

®20/21 ® 20/

9 2/22 ® 21722
®22/23 ®22/23
Customer affordability

(%)
L B 1 g"
28 & 2 & ¢
SaJth West Water Bristol Water
@ 20/ ® 2021
92122 9 21/22
922/23 ® 2223

We arc targeting zero water
poverty by 2025 and our range of
affordabiliy schemes are helping
around M3000 customers. Sauth
West Water and Bristol Water
have a measure which assesses
customer affordability which is
IMproving year-on-year.

Developer Measure of Experience (D-MeX)

D-MeX is Ofwat's measure of service experience for developers which
directly compares us with our peers

11th i 4th

Bathing waters

LIS
g5 8z 83
2020 2021 2022

@ Met standards (%)
@ Good/exellent (%)

South West Water has over 860
miles of coastline to protect,
representing over one third of
the UK's bathing waters. in 2022,
1C0% of cur bathing beaches
met the high standards set for
water quality for the second year
118 row.

Our new investment programme,
‘WaterFit' is focused on
protecting rivers and seas. During
2022 the average number of
spills reduced by ¢ 27% and we
continue to deliver our plans to
reduce to an average of 20 spills
by 2025,

Average Spills

g 2 g
g 8 €

2020 200 2022
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Key Performance Indicators continued

Financial Metrics

1
Annual
Operational
+£1,650.4m
_ - : Statutery profit on discomtinued
301'52376 : aperations
B ,
22003
€ N -e - - O 0 =
—3-3 N N-g——a-4
28 g 8B 8 g ¥
201819 200/t 202021 2021722 202223

Salg of Vindor

@ Statutory {continuing/ @ Underlying” (continuing/

Profit before tax (Em) olole)]

Why is this KPl important to us?

Profit before tax is a key measure of the Group’s financial
perfarmance afrer deducting all operating and finance costs.
Underlying Profit before tax is measu-ed ta exclude any distorting
non-anderlying tems as explained in our Alternative Zerfo-mance
Measures on pages 220 to 223
Link to remuneration,
bonus/LTIP

Annual honus
parformance measu-e,

Our performance in 2023
Commentary on performance
Js set out in the Group Chief
Financial Officer’s report on
pages 44 to 31

[ —

discontinuad) discontinued)
o ] @ L] -
= d : g g ] b g
201819 209720 L2020/ 200422 2022{2¥

New regulatory penad

@ South Wes: Water @ Bristol Water

Return on regulated equity (RORE)* (%) 0151
(WaterShare)

Why is this KPl important to us?

Return on regulated equity (RORE) expresses the return the water
businesses have managed to earn abeve and beyond expectations
set by the regulator through financial and cperational performance
as explained in aur Alternative Performance Measuras on pages
220t0 223

Qur performance in 2023 Link to remuneration,
This reflects 5 deubling of . bonus/LTIP

base returns Commentary '

on performance 1s set oLt in H

the gperational performance

rev ew on pages 22to 26 :

LTIP performance measare.

* o] - @ 9
[ o o L 5
2018/19 2079720 Wxof 20727 2022023

Alignment with strategy
O.r KPls are aligned to our threg long-term sirategic pnorities.

() Growih in Erviran~enal Infrastr _cture
@) Pineering Solutions
@ Leadarship in UK Wa%er

Return on capital employed (ROCE) (%) (Gl

Why is this KPl important to us?

ROCE provides s maasure af te return being gene-ated by the
Group compared to the total equty and debt capital deployad to
generate that retur™,

Our performance in 2023 ' Link to remuneration,
Commentary on peformance bonus/LTIP

is set aut in the Graup Cref v L7IP perfarrarice measure.
Financial Offizer s report on

pages 44 e &l .

Maasuras with this s,mzal are defreg n the Alternative Perfermance hMeasures JAPMSS a5 0.:2lired on pages 220 to 223

Caloulated cairg Wate-Share methodolog, using K7 CPIH farecasts
Cumulaiive <7 measure

oo —

perfcrmance mmeas."es secuon on pages 22510 223

Far further infzrmsticn or the relevance 10 Exscutive D rectors remuneration see page 134

Scouth West Warer ROCE measure used o 2020721 and 202722 Tris provides a comparauive f.oure 1o pravicus Grous perfarrance Sze calculatiens provided in the alermative
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Long-term
+393.0p
— + statutary EPS on
T discontinued ope-ations
— BL7
w
417 W 421
— o~ _— -
o
I g
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—FE—RYTge— %3 — "
w o N M ™ M n [
200819 2018/20 2020/ 2021722 202223

Sale of Vinder

@ Statutory {continuing/
discontinued)

@ Underlying” (cantinuing/
discentinued)

DG

Earnings per share {(pence)

Why is this KPl important to us?

Earnings per share {EPSYis 8 key financial metric indicating the
Group's profitability after tax and provides a relative measure of
prafitability in comparison ta tne Group's share price. Underlying”
EPS excludes the impact of potentially distorting non-underlying
items as explained in our Altetnative Performance Measures on
pages 220to 223

Our performance in 2023 ' Link to remuneration,
Commentay on performance 1 bonus/LTIP

s setoutinthe Group Cmef 1 LTIP perfor—ance measure.
Financial Officer’s report on -

pages 44 to 51 H

- % o0 x ~ % v X ]
i 2 3 :

) g4 NG 2 3 g d
2018419 2019/20 202061 2021722 2022/23

Sale of Vindor

@ Oividend per share

@ CBITDA dividend cover” (timeas)

Ol1O)

Dividend per share {pence)

Why is this KPlimportant to us?

Our sector-leacing dividend policy 1s 8 key measure of the success
of our sustairable growth strategy.

Our performance in 2023 ‘ Link to remuneration,
Commentary on perfarmance ; bohus/LTIP

is sel oyt in the Group Cnicf , LTIP sustainahie
Financial Officer's report an ' dividerd measure,
pages 44 10 b1 '

q
b
3 3 & k]
= - o =
2018419 2013/20) 2020/ 2021127 2022/23

Sale of vindor

Olele)

Group dividend cover (times)

Why is this KPl important to us
Group dividenc cover, ensures that the profitabilty of the Group
supports the sustainable delivery of aur dividend policy.

Our performance in 2023 . Link to remuneration,
Commenta-y an performance bonus/LTIP

Financial Officer’s report on dividerd measure.

is set out in the Group Cnief v LTIP sustainable
pagas 44 to 51 ;
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Operational review

Performance as measured by our outcome delivery incentives (ODls) was ¢.70% for South West Water,

and c.65% for Bristol Water,

2(22/23 has been dominated by the weather, with some of the hottest, driest, weather on record secn over the summer months, followed by rapid
periods of extreme low temperaturcs over the winter months The impact of the extreme weather varied across our regions — with a focus on water
resources in Cornwall, whilst temperatures were caldest in the east of our region.

Qur plans to improve our environmental performance continue at pace and our dedicated plans saw pollutions reducing by 50% over the first two years

and our treatrment works cornpliance improving to our best ever score.

Both regions have delivered cumulative RORE outperformance with South West Water's cumutative RORE of B0% representing s maore than doubling
of base returns, and Bristol Water's cumulative RORE achieving 52% also higher than base returns

Regulated Water

Clean, safe, reliable drinking water

Across the Group, we are committed 1o ensuring the continuous supply
of clean, safe, and reliable drinking water, whilst preserving the natural
resources within the South West. The hot, dry summer has impacted
the outcome of some of our water measures, however our dedicated
teams and angoing investments ensure that we arg able to respond ta
challenges now and inte the future

Water quality

CRI
The Compliance Risk Index (CRI) score as reparted by the Drinking
Water Inspectorate (DWI) measures water quality campliance.

In South West Water CRI was 2.39 and whilst above the industry target
of 2, is an improvement from 386 last year and expected to be better
than the industry average. Our ‘Quality First’ transformation programme
15 delivering results and the continued investrment in advanced
treatment technologies, including ceramic membranes and granular
activated carbar, 15 designed to ensure compliance measures improve in
future years.

CRI in Bristol Water at 460 is ahead of last year impacted by the drier
summer where demand increased over the summer increasing the
output from our works to near capacity levels and placing pressure
an our network. Further cnhanced maintenance and resilience
improverments are being delivered across our water treatment works
with specific sites targeted for improvement,

Taste, smell, and colour contacts

We recognise that consumers expact their drinking water to lock and
taste great and that this is important in maintaining consumers’ trust in
the quality of aur supplies and we continue to invest in all aspects of our
operations from source to tap to maintain that trust.

Pennon and Devon Wildlife Trust visiting a South West Water Green
Recovery Upstream Thinking preject in the Exe Catchment

South West Water contacts per 1000 population continue to decrease
to 151 from 155 and achieved the performance commitment target,
despite our maintenance flushing programmes being temporarily
suspended in the region over the hot dry summer to reduce demand on
aur water supplies. Bristol Water performance at 121 shows a continuing
improvement but is adverse to their target of 098 with increased
contacts due to air in supply We continue to progress well in delivering
enhanced manganesc removal schemes at Restormel and St. Cleer

i Cornwall. To address taste and smell. wa arc progressing further
significant investments in advanced granular activated carbon treatment
at Stithians in Cornwall and Littlehempston in South Devon, and are
installing temporary GAC treatment at Horgdown in North Devon to
provide great resilience over the coming summier.

The Postbridge Herbal Ley soil sampling & surveying trial funded
through the Pennon Green Recovery catchment management
programme in partnership with the Westcountry Rivers Trust

100%

monitoring of storm overflows in place

220,000

trees planted towards our 2025 target

9%

Reservoir storage at the end of March 2023
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Bournemouth Water treatment upgrades

As part of our business plan, we committed to building two state

of the art water treatment works in the Bournermouth area Good
progress continues on hoth of these schemes. At Alderney work has
continuad on site clearance, building foundations, and enabling works
as well as advanced procurement. Further design and piloting have
been completed at Knapp Mill to reduce power demand and chemical
consumption of the proposad scheme, as well as optimising the scape
Working with the |ocal council we expect to secure Planning Permission
by the end of June 2023

Reducing leakage and supply interruptions

Leakage

We recognise that the prevention of water being lost in leakage from our
pipes and assets is & key issue for all customers and is something we
work continuously to reduce.

At South West Water, the specific investments made since the start of
the regulatory period, teamed with the launch of our targeted action
plan, are delivering results. Knowing this is a pricrity area, we have
financed £100m on activities that reduce leakage over the last three
years. In 2022 we targeted further leakage activities, focused on the
Cornwall region to support supplies during the hot dry summer, which
included offering free leak repairs to customers, ncreasing detection and
repair resources in the region as well as using innovative technigues to
identify leaks - including satellite scanning. The rapid periods of extreme
cold inevitably increased |leakage over the winter, however the focus on
activity earlier in the yvesr resulted in achieving our three-year average
target, even with a yoar-on-year increase in leakage. Whilst we know
there 1s still more to do to find, fix and prevent leaks on our network, we
are encouraged by the progress made to date, and continue to focus cn
delivering further improvements to achieve a 15% reduction over the

K7 periud.

In Bristol Water, we also experienced a significant increase in the number
of major bursts in December when a deep freeze and subsequent thaw
put a strain an the water network. However, this leak outbreak was more

Our Awesome Water display at the Cornwall Show, Summer 2022

prolongad in ts effect with a marked increase in customer supply pipe
leakage As a result, the three-year rolling average target was missed.

Minimising customer supply interruptions

We understand the inconvenience that supply interruptions can cause.
The importance of ‘always on’ supplies, maintaining both pubhc health
and customer confidence is one of our key priorities. Acrass the Group
the hot dry summer followed by the extreme cold following by rapid
thaw has resulted in performance below target of 5 minutes 45 seconds
for both South West Water and Bristol at 8 minutes 42 seconds and 8
minutes 3 seconds respectively.

At South West Water, this weather caused an increase in the number
of bursts and interruptions during December, and two large diameter,
complex trunk mains failures accounted for c14% of the total
interruptions. This reflects the way in which performance against this
target can be impacted by a one-off 1Issue. We have set out an action
plan ta improve performance with our strategy of dedicated, in-house
supply continuity and alternative water supply team making long-term
improvements to customers and our innovative network training centre
ensuring we are managing our network effectively following repairs.

Bristol Water was also impacted by the freeze/thaw as well as increased
bursts over the summer months as the network was tested by extreme
demand and ground movement. Two significant mains burst cvents
accounted for c42% of the total interruptions.

Investing to secure resilience, now and into the future

Per capita consumption (PCC)

This is an important metric to halp the industry be more resilient into the
future and help incentivisc companies to conserve the natural resources
around us. Per capita consumption s measured in percentage terms
from a baseline.

In the year, South West Water has targeted demand reductions through
our extensive water efficiency pregrammes — giving away over 13C,C00
free water saving devices, successfully reducing demand in Cornwall
through our ‘Stop the Drop’ incentive and ongoing ‘Save Every Drop’
campaign Overall consumption has reduced, driven by lower numbers
of visitors to the region. although still significantly higher than historical
levels but the remaining demand from households has increased due to
the hot dry summer.

For Bristol Water, the impact of the hot dry summer continues to drive
high levels of household demand driving per capita consumption higher
than the target.

To help customers reduce their consumption, we provide free water
saving devices as well as donations to charitics supporting water
canservation to help promote and educate customers. This is in addition
to our schools cutreach programme, which aims to teach children about
the importance of looking after our natural resources.

Water availability

In 2022, some of the hottest, driest weather on record, coupled with
elevated demand from custorners and tourism in the region placed
significant pressure on our water rosources. As a result of this, for

the first time in 25 years, South Wast Water placed water restrictions,
through ‘Temporary use bans' on customers in our Colliford water
resource zone in Cornwall. All other areas, including Bristol Water had no
water restrictions.

Despite the challenging conditions, positively no customers were without
water, and we have established robust plans to recover reserveir storage
and manage suppiies during this year (as set out on page 41) including a
new raservoir on Bodmin Moor, winter recharges for Roadford reservorr
and a new treatment works and recommissioning abstractions at
Newquay in Cornwall.

Bristol Water’s water rescurces were robust to the hot dry summer with
reservoir storage at £100% at the end of March 2023
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QOperational review continued

Smarter healthier homes

As part of our Green Recovery plan, "Smarter. healthier hames” facuses
on investments that directly benefit our customers and help improve
supply resilience focused on instaflation of smart meters - enhancing
customer engagement to help them manage their water use and bifls
more easify. carrying out a supply pipe ‘adoption’ tnal to relieve ihe
worry of sudden unplanned financial demands arising from leaking
and/or fafled service pipes and embarking on g proactive lead pipe
replacement programme.

As part of the acceleration investment ahead of the next regulatory
pericd, we are expanding this programme into the Cofiiford arca with
an additional 4,000 smart meters and supply pipe reglacements, with
plang in the Bristol region to deliver around 2000 lead and supply
pipe replacements

Maintaining asset health

Mains repairs

The ground movement and pressure on the network during the hot dry
summer, and the colder winter weather, particularly the ‘freeze/thaw’
experience in December has impacted the number of mains bursts

this year.

In South West Water the work to optimise the operation and cont-al

of our network by pressure management and aother ‘network calming’
activities, particularly in the Colliford area to support drought activities,
meant that whilst the number of bursts significantly increased above
historical Ievels in December 2022 and carly 2023 our target for mains
repairs was met at 1411 repairs per 1000 km of mains.

The weather impacts in Bristol Water, have been similar, and whilst

we have continued to minimise high pressure risks where we can and
manitor the network for ‘transient” pressure spikes that can lead to
mains failures the impact of the weather resuited in a significant increase
N mains bursts, missing the target for the year,

Unplanned outages

Water treatment unplanned outage provides a means of assessing
reliability of our water treatment works It tracks the temporary loss of
praduction capacity across all water treatment works, resulting from
unplanned breakdowns and asset failure

South West Water's performance in 2022/23 has remained strong,
despite the significant challenges of high demand over the hot dry
summer and compares favourably with the rest of the industry. Our
'summer preparedness programme alongside our demand and supply
rmanagement during the challengmg summer resulted in unplanned
outages reducing again this year with a figure of 070% compared to the
industry wide target of 2.34%.

At Bristol Water, unplanned outage has increased 1n 2022/23 primarily
because of outages at our largest water treatment works, Purton,

due to pump falures when the treatment works was operating at nea-
capacity to manage supplies dunng drought conditions. These asset
failures account for 569% of the total 6 27% unplanned outage in
2022423 However, despite the higher level of unplanned outage
during an exceptionally dry year, customers were not impacted with
any restrictions

Mayflower Water Treatment Works in Plymouth

Regulated Wastewater

Protecting the environment - robust wastewater delivery

At South West Water, we continue to target and drive improvements
In wastewater services through innovation by constantly seeking out
new ideas, pioneering and piloting new technologies with a focus on
natuic-based solutions where possible and by enhancing governance
and working in partnership with others.

Reducing flooding incidents

Duning 2027/23 the number of internal sewer flooding cases decreased
again from last year with 083 incidents per 10000 sewer connections
(50 indvidual incidents). This is a significant outperformance against
target and places us as one of the best perfarmers in the industry on
this measure. External sewer flooding events were impacted by the

dry sumrmer which led to debris within the network that increased the
number of flooding incidents during the periods of significant rainfall
from November onwards. The largest increase was on transferred sewers
where smaller supply pipes were more impacted by these blockages.

Improving asset health

Sewer collapses & blockages

The dry summer weather has also increased the number of sewer
collapses and blockages that are a key cause of flooding, pollutions,
and service impacts to our customers as wel! as a fead indicator of
assets health

We have seen collapses increase to 83 (from 6.7) collapses per
1000km of sewers ahead of target for the year Whilst blockages also
ncreased to 7056 (from 6545) marginally adverse to the 7020 target.
We will continue with the proactive management of our network,
including a relentless drive to investigate, chean, and repair sewers.
This is supported by an enhanced programme of educational visits to
commarcial premises over sower misuse (fats, alls, and grease) and we
are developing our approach 1o target those properties that hatitually
block our sewers with debris.

Pioneering catchment management far aver 15 years

We maintain that our pioneering catchment management approach for
aver 15 years 1s fundamental to help unlock the environmental challenge
we all face. Approximately 111000 hectares have beer improved to

date with catchment management being undertaken across 80% of our
region, working with over 1700 farmers Qur continued commitmerit to
tree planting is ahead of plan with over 220000 trees planted towards
our 250,000 target by 2025
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The additional catchment management targeted in our Grean Recovery
initiative is also progressing well with 350 hectares of peatland restored
on Dartmoor and delivered with farmers.

Targeting improvements in EPA

A cambination of a basket of measures, the EPA is the Environment
Agency’s assessment of environmental performance. We have seen
improvements across all thesc measures this year with & provisional
rating of 2 star this year. With our stratogy of achieving 4 star by 2024,
there is much to focus on,

Pollution incident reduction plan delivering results

Saouth West Water's Wastewater Pollutiohs Incident Reduction Plan
continues to deliver results after being launched in September 2020 -
with a 50% reduction in incidents over the last 2 years. In 2022/23 there
were 108 Category 1-3 incidents - our lowest ever level. In addition, aur
rmore serious Category 2 incidents reduced by 75% and positively we
again had nong of the most serious (Category 1) events.

Whilst we have seen improvements our focus remains to continue this
step change in performance

Qur ongoing Pollution Incident Reduction Plan (PIRP) has continued

to deliver with key activities including additional telemetry on our
infrastructure with 1440 sewer depth monitars installed in tho year,
continued investment at around 50 pollytion hotspots to prevent repcat
events. MOT investment at pumping stations and treatiment warks and
using predictive analytics to support operations in managing ssues
before they anse. Our targeted rising mains replacement programme
has delivered at 18 higher risk locations with a further 18 planned

for 2023

Numeric compliance

Numeric permits place measurable conditians on the final effluent
discharged to the environment and measure compliance with these
conditions. This year our MOT programme, investment plans and
targeting third-party compliance have delivered our best ever score at
994% and 1s expacted to be in the tap Quartile far the industry

Rivers and coastal water quality

Qur WaterFit programme launched in April 2022 is focused on nurturing
healthy rivers and seas through reducing the number of storm overflow
spills, reducing our impact on rivers by ane-third by 2025, maintaining
our excellent bathing water quality standards all year round and
developing plans to target zero harm on river quality by 2030 with six
pledges underpinned by specific targets,

One year into our plan and we have been making great strides towards
our 2025 targets

Reducing spills from storm overflows

With 100% monitoring of storm overflows now in place, a year ahead

of plan, we have launched WaterFit Live, giving customers and visitors
live information about the storm overflows which impact the region’s 90
bathing beaches, as well as the detailed investments we are making to
reduce overflow spills across the region’s coastling by 2025. Through

our latest campaign #Your beach, Your $ay, Qur investment, we are
empowering customers and communities in working together to plan our
next phase of improvements. In 2023, we are expanding WaterFit Live to
all storm overflows across our assets.

For 2022, overflow spills have reduced by 30% on average

(from 389 to 28.5), and we remain on target to deliver an average

of na more than 20 spills across storm overflows by 2025, Whilst
undoubtedly the dry weather will have played a part, over half of the
impravements seen in the year are due to interventions we have made
- whether capital investment to increasa network capacity or through
proactive maintenance.

Record quality levels recorded at our bathing waters

South West Water has over 860 miles of coastline to protect,
representing over ane-third of the UK's bathing waters This is
samettiing we, and our customers, have always valued and prioritised.
In 2022 we achioved 100% bathing water guality - for the second year
running, with 99% meeting the more stringent good or excellent levels

We have continued to deliver our planned bathing water investment
schemes with 10 schemes at two sites in Bude, Cornwall, and Galmpton
in Devon delivery this year.

Driving river water quality improvements

As part of our Green Recovery investments, we have started our three-
year Rivers Dart and Tavy Inland Bathing Waters Pilot. The pilot aims to
increase our understanding of the water quality of these two iconic rivers
and build stronger relationships and collaborations with river users, local
communities, and stakeholders — with over 50 stakeholders joining our
Steering Group for the project.

asueuleAcn  jioday MBajens

We have developed an innovative approach to engaging with rivers
users through the ‘Hello Lamp Post’ platform - using QR codes located
at potential inland bathing sites and in other riverside locations to raise
awareness of river water gquality issues and capture people’s perceptions
of the river throughout the year In additien, monitoring of the first
bathing season has been completed through the use of real-time river
monitors and ‘spotsamples’ and in summer 2023, we will also be using a
state-of-the-art genetic monitoring technique to determine which types
of animals are contributing bacteria to the river water.

Delivering for shareholders

Continued RCRE outperformance underpins the Group's sustainable
dwvidend policy whilst enabling the reinvestment of efficiencies and
keeping customer bills low, with a double-digit RORE for South West
Water for 2022/23 of 11.1% and Bristol Water of 46%. During K7 to date
we have delivered Group RORE outperformance of 87% cumulatively,
cguating to ¢.£192 million - an fncrease on £143 million in 2021/22.
This consists of ¢ £13" million — Totex”, ¢.£200 million financing, net of
¢ £21 million QDI penalty’. This has enabled the funding of additional
initiatives, that are now well underway including:

UOPIBLLIOJUE JBI0  SIUILUDIEIS |EIDUEUL]

« ‘WaterFit - ¢.£45 million reinvestment of efficiencies to enharce
coastal and river water quality.

« Green Recovery - ¢ £82 million accelerated and additional spend on
initiatives delivering environmenta! benefits, including river water
quality pilots, smart metering, and peatland restoration.

+ WaterShare+ — acceleration of ¢.£20 million returns to customars
through our second issuance in K7,

ODI performance across the Group in 2022/23 has been impacted by
the freeze/thaw conditions across the region over the wirter months.
South Wost Water continues to build on its strong ODI performance,
with ©.70%" either on track, or ahead of target across a broad range

of challenging bespoke, common, and comparative measures. ODI
performance for South West Water during 2022/23 has resultedin a
penalty of c£4.2 million (2021/22 net reward ¢ £06 million). Bristol Water
is on track to achieve ¢65% of its ODIs and has resulted in a net financial
penalty of c.£5.8 million.

Our flexible financing stratogy and the company's diverse debt

portfalio, with a relatively lower level of index-linked debt compared

to the industry average altows us to outperform the cost ot debt
allowances Our efficient financing strategy continues to drve signiicant
outperformance with South West Water's effective interest rate at 55%
(2021/22 39%")

Whilst the elevated inflationary environment is placing significant
pressure on costs, including wholesale power, we continue to focus
on efficient Totex delivery, supported by our picneering approach to
innovation acress the Group.

1 Ireludes < £18 millen tax

2 Excludes the impact of the third-party Carland Cross event i 2021 which we are
seeking to recover from the third-party

3. ODls or track ar within regulatory tolerances

4 2021/22 water business comparator of 3 7% re-analysed to provide comparative
performance under post-integration South West Water Limited groJp of
comparies structure
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B2B retail services
Pennon Water Services (PWS)

PWS continued to deliver for business Customers via a suite of attractive contracted dual retail
tariffs, loyalty bonuses and value-added services, whilst also delivering year-on-year improvements

in its revenue, EBITDA and PBT.

Serving its customers

PWS maintained its focus upen high quality customer interactions,
resulting in & Trustscore of 4.8 out of 5 measured through the
independent review platform Trustpilot, comparing favourably to its
peers, Its farge strategic uscrs of water rated the quality of service
from their account team at 485 out of 5, demonstrating its ability to
provide tailored support services to meet varying business needs. Its
customer service 1eams issued over 300,000 custamer bills in the year
and answered over 90,000 phone calls, assisting with simple queries as
well as complex customer challenges relating to their site and its future
requirements. Its focus upon root causes of complaints into its own
service and those 1t recorded against wholesalers has supported a 16%
reduction in its volume of complaints compared to the prior year and a
24% reduction in escalated complaints.

Revenue Growth PBT
12% £1.8m
EBITDA Growth Trustpilot

26% 4.8/5

Financial performance

Revenue increased by 12% from £195 million in 2021/22 to £218 million
in 2022/23. A direct result of continued customer growth, low customer
attrition and customer consumption increasing.

EBITDA and PBT grew by 26% and 80% in the year respectively.
deranstrating operational efficiency agains: its higher revenues and the
success of its focus upon customer debt recovery and the support of
wholasaler incentive schamas, improving the accuracy and efficiency of
the deregulated market

Since the competitive market opened in 2017 PWS has switched over
21000 supply points. Its simple, clear and transparent approach ta
pricing has proven popular with businesses of all sizes, especially
strategic users of water who valug its expertise and suoport I
developing water strategies encompassing contingency plans and
measures designed to reduce consumption, save meney and minimise
carbon impact New contracts in the year included Places for People,
Frasers Hospitality and Frank Roberts & Sons.

Whilst growth in new contracts continued PWS maintained its low levels
of customer attrition. Since 2017 just over 11% of its deemed contract
customers have switched (o anather supplier, many a result of National
tendered procurement exercises at unfavourable marging where wo
opted not to compete. Our contiued focus upon value and service to
customers ensured we renewed 100% of our own tendered customer
base including the extension of contracts with amongst others Princes
Foods, Exxanhobil, Unilever. Walkers and Nu®ie'd —ealt~

As a result of new contract growth and low levels of attrition, PWS'
share of market consumption grew by over 9000 megalitres, taking
its cumulative position s nce the market opened to a most 50000
megalitres. the equivalert of 20,000 Clympic sized swimming pools.

Delivering Innovation

The deregulated market was in part set up to drive innovation through
competition. PWS has continued to seeck solutions to lower business
consumption over and above its package of leakage detection and
repair products,

Following a successful bid to MOSL's inaugural Marketing Improvement
Fund, PWS were awarded £350,000 to fund innovation projects for
sustainable projects to save water. In partnership with SDS a sustainable
drainage company PWS led a pioneering Rainwater Recovery project
which will see businesses benefitting from a free installation of retro
fitted, monitored rainwater recovery systems. These systems will store
and filter rainwater collected from underground attenuation tanks for
non-ootable business use The project offers a solution to a long-
standing UK sustainability challenge by using less potable water for
nan-potable purposes such as vehicle washdown, irmgation and toilet
flushing. This will reduce the amount of water wholesalers need to treat
and distribute whilst saving customers money by using less treated
water. Two systems for Plymouth Argyle and The Headland Hotel have
been commissioned and arc in operation with 40000 litres of potable
water saved to date.

Nan-patable water is captured from existing underground assets and
18 filtered, pumped and stored aboveground ready for non-potable
busincss use.

Outlook

Pennon Water Services remains well placed to deliver against its long-
term strategic objectives, growing grganically and sustainably, investing
In its people, systems, processes and innovative customer solutions

Water2business

Through our acquisition of Bristol Water, we acquired a 30% share

in water2business - led by a strong team who are also focused on
detivering an outstanding customer experience, with a Trustpilot score
of 43/5 With 5 cB6% market snare, waterZbusness offers taikored water
and wastewater managerrent helaing customers i~prove afficiency and
detiver savings. Water2business defivered resilient financial performance
during the year, contributing ¢.£0.3 million of associated companies
profit after tax to the Group's results, supported by the addition of

© 4400 new customers this year.

PWS took an active role in engaging with Ofwat, MOSL
and Defra Lo continue to evolve the water market for
all stakeholders
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How we do business

We believe that ESG is not a bolt on, it's woven into how we do business.

We understand that we don't have a!l the answers and are here to
serve our customers and local stakcholders; honce, we have created
a framework to ensure that all voices are heard. This framework s
underpinnad by our innovative WaterShare+ scheme, which was
developed in direct response to feedback fram customers who said
that they would like to share in our successes and have a greater say
in our busness

In 2023, 1in 14 customers in the South West Water region are Pennon
shareholdars and have the ability to have their say at our unigue
Customer AGM with further challenge coming from the independent
WaterShare« Advisory Panel. Those custormers who are not shareholders
and local interest groups have the ability to voice their concerns and
share ideas at our periodic Stakeholder Engagement Forums - sce the
spotlight section below.

QOur approach to business is based on a bedrock of good governance
and & desire to be an exemplar of corporate citizenship. To this end.

+ Wa are proud of the continued progress we have made this year to
diversify our Board through the appointments of Dorothy Burwell and
Loraine Woodhouse;

» We continue to commit to procuring 100% of our financing needs
through our Sustainable Finance Framework which aligns with the
ICMA Green Bond Principles, Social Bond Principles and the LA
Green Loan Principles: and

= We were the first company opcrating in the water industry to be
awarded Fair Tax status and have maintained this accreditation
ever since.

Now is the time to doubie down on our integrated approach to ESG in

. . Susan attending a Stakeholder Engagement Forum
order to meet the challenges faced in the communities we serve,

Qurimpact is greater when we work In partnership and we have
developed collabeorative solutions to address issues, working with our
customers, our people and landowners, some of which are highlighted
in following pages.

Spotlight on...

Stakeholder engagement forum

In 2622, we developed a Stakeholder Engagement Forum. The
Forum brings together ail of our stakeholders to listen, collaborate,
understand and knowledye share 4o make (Mmprovements across
the Great South West As 3 result of the Forum, we aim to:

= develop trust and confidence in Pennon Group as an
organisation, genuinely committed to protecting and improving
the environment, raising awareness of the activity already
being delivered;

» ensure that cur Group companies continue to be regarded
by our delivery partners as a credible and suitable funder (n
particular the Farming and Wildlife Advisory Group, Devon and
Cornwall Wikdlife Trusts, Westcountry Rivers Trust) as we seek to
expand our collaboration with them;

« understand pricrities, concerns and project pipelines of our
stakeholders in arder to reflect and respond in our strategic
plans, and identifying opportunities for our inveivemnent,

» identify and develop partnership collaboration opportunities to
tackle local wastewater flonding snd drinking water challenges,
including nature-based solutions, including delivery partners and
landowners; and

» dentify and create new forums where required and to respond

Read more about haw our Board and Executive engage with our
stakeholders in the Governance section which includes aur Section
172(1) statement on pages 112 and 113.

positively to invitation
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Delivering more for our

customers

Sustainable Development Goals

2022/23 highlights

« Average bills in the South West Water region reduced in the year
{< 10 years ago) whilst investing at record levels

= Further significant progress vs target of eradicating water poverty

by 2025 (¢.110,000 customers helped this year)

Significant funding since 2021 (£378k) for organisations that

support the community by saving water, and neighbourhood

community projects (146)

« 246 relationships established with local organisations to deliver
support to vulnerable customers

2023/24 priorities

» Deliver value-for-money for customers - annual bill increase below
inflation in year ahead

» Maintain investment in projects in our communities
» increase our support for our vuinerable customers

Placing our customers at the centre of
what we do

Stretching from Bristol to Bournemouth, Devon, and Cornwall,
including the Isles of Scilly, we serve a unique population. Our region,
given its dependency on agriculture and tourism, experiences large
socio-economic challenges, particularly in urban and coastal areas.

School outreach

In the year we launched our WaterFit Warriors programme,

to inspire thousands of water quality champiaons in schools

and communities across the region. Our Pennon educational
tearn spanning the Great South West has worked in 83 schools
teaching 4,051 pupils, and helped over 280 students through its
school taliks, work experience and mentoring programmes.
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We have seen the cost of living crisis put many of our custoinels i
extremely challenging financial circumstances, some for the first time,
placing even greater responsibility on the Group, to develop now,
inclusive and creative solutions.

Keeping Bills as Low as Possible: We continue to keep bills as iows

as possible with bills in the South West Water region being down £10 in
2022423 and remaining lower than 10 years ago, whilst the acquisition
of Bristol Water by Pennon has enabled us to deliver a reduction in
customer biiis, further aided by an innovative smoething of bill increases
across future periods to mitigate pressure on customers. Despite

record levels of investment the annual increase for 2023/24 will be
below inflation.

Sharing progress and innovation: Vo have accelerated innovative,
inclusive projects to reduce bills and support our customers — our
unique industry teading programmes, Watershara+ and our Stop the
Drop targeted water cfficiency incentive In Cornwall, has giver nearly
£50m back ta customers tnrough reduced bills du-ing these d'fficult
times, whilst also giving customers a greater say in our business and
incentivising lower water use to protect our environment for the
longer ferm.

Eradicate Water Poverty: We continuc 1o target support to those who
need it the most as measured through our industry leading ambition to
cradicate water poverty by 2025 which we are on track to achieve. This
is at the heart of our approach and we have already made great strides
with nearly 65,000 customars being helped through ane of our schermeas
from April 2020 to March 2023, with over £30m of support provided over
the same period.

The innovative usc of data is at the forefront of eradicating poverty,
allowing us to identify and reach out to the 'struggling silent’. During
2022-23 we have developed a cross sector leading data suite and
approach which has given us the ability proactively to identify customers
at risk of being in water poverty. This coupled with information provided
through cur data sharing agreements with government bodies and local
councils, has for the first time allowed us to auto-enral customers onto
support tariffs removing the need for customers to apaly.

This has reduced the barriers for customers in getting the right support.
allows us to reach the ‘struggling silent’ and ensures we are helping more
customers than ever before. The success of this approach can be seen
through the in year growth of number of customers on support tanffs by
12,452k (23%) with this sot to furthar increase by 77331 (26%) in 2023-24
across both South West Water and Bristol Water,

Our Affordability Toolkit: Goas beyond suppoert tariffs and provides
a range of measures for all customers designed to lower customers’
bills and provide support to those who need it the most. Metering and
giving customers the tools, advice and opportunity ta save water and
save money has not only bill but also cnviranmental benefits with over
133000 South West Water saving devices issued in 2022-23 alane.

Supporting Custoters in Vulnerable Circumstances: ‘We have
empowerec our staff ta 1dentify all types of vulnerability, fro— transien:
to long-term, to find the right support for our customers through
enhanced, innovative training and ongeing support. We have been
sLpported in the cevelopment of our Affordability and Vulnerability
Traning program, delivered to both Contact Centre and Field Staff, by
external partners such as the mental health charity MIND and Dementia
Friends. This has enabled us to provide additional insight and awarengss
for all customer service staff so that they are able to recognise potential
and emerging vulnerabilities.

Going Further: To date over 110000 customers have accessed or
unlocked financial suppert from our support tariffs, company furded
debt write off schemes and Income maximisation but we know there is
more to do as all customers are impacted by cost-of-living pressures.
However, it ramains wital that the most financially vulnerable in our
society receve the support they need and to do this we expect the
number of customers benefiting from support to grow by more than
50% to over 150k to 2025,

The Waterfit River Dart bathing water pilot with the Friends of the
River Dart and MP for Totnes, Anthony Mangnall

Supporting our local communities

The need to reach and support our commurnities when they nead our
help the mast anly strengthens our resaolve ta work harder. To help us do
thig, wa have launched our largest ever community outreach programme
with our significantly expanded Community Team, This team attended
247 events across the South West Water region in the year. where

our presence is most needed offering support and education and tre
opportunity to engage face to face

One of the measures of success of our Community Qutreach programme
is the number of our most vulnerable customers who are on our Hriority
Services Register. This currently stands at 8% for South West Water
customers and B.5% for Bristol Water, with custorner awareness of PSR
and the extra support and assistance we offer leading the industry as
measured by the CCW.

Our wader understand'ng of the affordatulity crisis and where we can
hefp extends to our community teams, who are constantly being trained
to have g deeper understanding of energy and other bills so that they
can alzo offer halistic advice

Through the Bristol Resource West Partnership, a partnership with Wales
& West Utilitics and National Grid. we are launching a trial of how encrgy
and water maessaging and support can be delivered together allowing us
to reach even more customers,

Community Funding

South West Water have launched two community funds which, since
2020421, have already provided £375k of funding and will continue to
provide support in the months and years ahgad:

= Water Saving Fund - a first of its kind £75,000-a-year Fund designed
to support community groups and registered non-profit organisations
within SWW's service area who can provide a benefit to the
cormmunity by saving tap water and demonstrating a reduction in
water use. This saving not only positively Impacts the enyironment
but saves custommers money on their bills.

= MNeghbourhood Fund - is all about supporting our local commurity.
We have madp £100000-a-year funding avallable for neighbrourhood
community groups which inspire physical activities. education, health
and wellbeing and defiver positive environmental outcomes.

1o date we have fundoed 148 newghbourhood projects with the aim of:

= Protecting nature for the benefit of community health and well-being.

« Providing new opportunities for people to learn and develop.

» Asgisting local projects which bring communities together.

» Supporting upkeep neighbourhood centres and facilities to keep
communities strong.
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Our customers continued

Our team ready to meet customers at the at the Trevithick Day,
Camborne, Cornwall

Partnerships

We understand the value of partnership working to deliver support to
our financially and non-financially vulnerable customers and have over
170 relationships in place with a variety of organisations across our
regions. These can be spht into six key groups.

So we can expand our partnerships, which have never been so
impartant, increase the support help us 1o reach out to the struggling
sitent” wha would not otherwise realisc they are entitled to support we
have initiated the facility for local partnerships/charities ta apply for
support on behalf of customers through a personalised web page called
our "‘WaterCarg Hub' which also incorporates our affordabitity toolk t

Some examples of the work we are undertaking with our partners in
regponse to the affordability challenge all custamers are facing include
the support we are providing to North Somerset Council's pubhic lving
rooms, which are warm spaces for our most vulnerable customers.

We are providing tunding to help run some of these living rooms.

64 40

local community council and

groups and government groups
foodbanks

charities housing associations
debt support NHS surgeries
partnerships

With the cost of energy soaring, we recognise that our most vulnerable
in society will bo choosing between heating and eating, o1 even both.

We have also partnered with Bournemouth and Poole Citizen's Advice
Bureau and Wessex Water te jointly fund a ‘Water Guru’ who warks with
customers in-nerson to advise f they might be etigible for suppart.

Throwgh our partnerships our community teams have also set up regular
stalls in local food banks, job centres and community affordability events,
as well as in public living rooms, to increase our visibility and swareness
in local communities and have sgreed with local food banks to provide
information packs on our affordability suppart in food bank narcels.

The Deaf Hub receiving funding from our Neighbourhood
Fund scheme
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We want to be the best place
to work for our

Sustainable Development Goals

2022/23 highlights

» Ranked 1st in the utility section of the FTSE Women Leaders Review
« Achieved external accreditation as a Great Place To Work

= Annocunced plans to double down on apprenticeships/graduate opportunities
and work placements to 1,000 and 5,000 respectively by 2030

Our People Strategy is all about,
‘talented people doing great
things for customers and

each other’

2023/24 priorities

For 2023/24 we will continue to deliver in line with cur Group People Strategy
and our Priotity Areas. These include:

+ Developing out leadership and management capability

» Refreshing our Group Values

= Continuing to invest apprentices and graduates

Pennon Achieves Gold Status

We were delighted to be awarded Gold Membership
status into the 5% Club, where members are united in
addressing the issue of poverty, a result of high youth
unemployment and in ensuring the right skitls in

the workplace.

We are the only utility sector company to achieve the
Gold Membership accolade,

Achieving Gold status demonstrates
our long-term commitment to
investing in structured Apprenticeship
and Graduate programmes for

our employees.
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Qur people continued

As one of the largest employers in the region, with over 3000
collcagucs, we have a responsibility and duty 1o make a positive societal
contribution. Qur goal is to be the Employer of Choice across our region
through prometing social mobility, prioritising Diversity and Inclusion by
addressing racial and gender inequality, and in providing safe, secure
and meaningful cmployment where all employees are paid fairly for the
work they do and where trust is high.

Over the past 10 years the South West has seen significant population
grawth. It's been estimated that more people moved to the region during
the pandemic and just after than had been anticipated by 2050, This
increase In population has an 'mpact on many different areas of society.
including employment, housing and opportunities far young people

Our Reward Stratoegy continues to evolve each year, noting the feedback
we receive from colleagues ensuring it aligns to our Peaple Strategy.
The key focus for this year has been on supporting colleagues during
the cost-of-living ¢risis. Prioritising those colleagues that need it most:
those earning up to £40000 (over 80% of colleagues) were awarded an
annual pay increase of 7% as well 85 a ane-off lump surm equivalent <o
three maonths backdated pay increase and an additional day's holiday
for this year, giving & total value of 3.2%. Those earning above £40000
have received a tapering award with employees earning over £80000
awarded 46%. During 2022/23 as part of the Bristol Water integration
work, we have used the strategy to review the remuneration elements
received by Bristol Water colleagues ensuring parity across the
organisation at total remuneration level. All colleagues arc now able

to participate in the all company share arrangements following the

roll out of the Share Incentive Plan across Bristol Water and the
Sharesave schemes.

With a double coastiine and dispersed population, many coastal towns
around the South wast suffer frar- high rates of povery, unemployment
and health risk factors, together with poer housing and public service
provision, poar public transport and communication connections.

One of our customer service advisors discussing the benefits of
smart meters and affordability initiatives with a customer

All this goes to show that whilst the greater South West region has
traditianally had a reputation as a well-off area, in reality the picture 15
far more complex. This places an even greater responsibifity on Pennon,
as the largest private sectar employer in the region. and given the wider
supply chain we support.

At Perinon we take our social stewardship role seriousiy, whether that's
through supporting the Green Recovery of our region with a £82million
investmeant in economic and public health projects, and in creating up ta
500 jobs directly and in the supply chain. Bristol Water's Social Contract
seeks ta do the same. Established in 2013 it looks at the key community
wellbeing challenges and identifies specific projects in response. It aims
to have a positive impact on customers, communities, colleagues and
the environment,

Our approach to Human Capital secks to go further, supporting
Community Investment and social mobility across the Greater South
West by creating education and employment opportunities across our
reglon, ensuring we pay our employees a fair wage for doing a fair day's
work and therefore be well placed to be able to make a wider societal
contribution, and delivering our Diversity and Inclusion strategy by
prioritising diversity of thought, gender and ethnicity to promote social
mability and opportunity for all.

This is all part of a wider strategy to be the employer of chaice in the
region, and in creating a Great Place to Work.

Over 100

Mental Health First Aiders trained

1,000

new apprentices and graduates by 2030

Across the Group we have developed a coherent approach te leadership,
culture, talent, and skilts development which will net only help us unlack
the full potential in our business, ensuring we arc match fit taday, but
also In anticipation of future challenges.

Over the past two years, we have been focused on making a step change
In our aperoach 1o leadership, culture, talent, and skills This ensures we
are well ptaced to meet the challenges of today and also in anticipation
of future chalienges, as the Group evolves.

Ensuring our peaple are at the heart of all these key areas of focus will
maan we continue to successfully deliver for all our customers and
stakeholders that rely on us. Qur people are our groatest asset. We

are proud of the values we live by in all that we do and we have been
delighted 1 how our employees have risen to the challenges we have
faced throughout the last year and in going abave and beyond to deliver
for cur business and our customers

We continue to deliver across all areas of our Group Peaple Strategy.
ensuring we remair focused on the right areas and meet both tne
external and internal opportunities and chailenges we face. In the battle
for talent. it's clear that the most successful organisations wilt be those
who can lesd anc galvan se others around a sense of missior, offer
purpaseful opportLnities at work, make a broader societal contribution
with strang values, and have the appropriate infrastructure in place to
invest heavily in skills and developrment programmes

On 1 =ebruary 2023, Bristol Wate- colleazuas sSicially became part of
the Group, belping us transition into the rew One Pernon team as we
successfully transferred our Bristol Water ¢olleagues into South West
Water, Ag One Pennon, we have orought together the best-of-the-best
to share cur expertise and best practices, bulding on our respective
strengths and our strong hentage in delivering aur essential water
services for those who rely on us every day

The integration of Bristo! Water has acted as the sprirgboard to review
and restructure our organ.sation design across the business to ensure
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Onsite at Mayflower Water Treatment Works in Plymouth, Devon

we develop the most efficient operating model for the future, while
embracing the best of both Bristol Water and South West Water.

We continue to work to develop strong relationships with our
employees and Trade Union Partners, ensuring we are engaging with
these impaortant stakeholders in our business in all aspects of our
Pecple Strategy.

As a purpose-led organisation, Pennon has strong values and ethics
which are important barometers in fostering the culture and beliefs

that we require to be successful. One of the key reasons why we usc
Great Place to Work to survey our employees 1s that it is one of the few
providers that seeks to measure values and ethics. These are notoriousiy
difficult areas ta measure as they are impacted by incividual's personal
values and ethics,

Our focus in 2023 will be to engage with colleagues to redefine our
values, in support of the Group's Strategic Direction following our
acquisition of Bristol Waler there s a0 opportunity to review both
organisations’ current values and develop a combined set of values.

Qur 2022/23 Great Place To Work (GPTW) Colleague Survey took place
for all Pennon Group smployess, With a record participation rate of
85%, and a trust index score of 5%, Pernon has successfully achieved
CPTW accreditation for the second time in a row. This is a strong result,
given that typically, whilst the journey to becoming 8 GPTW is generally
associated with big picture actions, maintenance is harder, with more
targeted interventions,

We are delighted to be formally recognised as a Great Place To Work
for the last two years, but we are determined to keep improving and we
are focusing on colleagues ‘doing the right thing across all areas of the
business through:

= our Speak Up process where employees can highlight a potential
problem or issue

« our improved disciplnary and grievance processes

+ our Quality First Drinking Water Services programme prioritises
always doing the right thing and never compromising on guality

» our HomeSafe programme that is focused on the nan-negotiables
around safety

= our new STREAM performance review process encourages quarterly
review meatings, helping ensure we deal with problems quickly
and effectively

» the launch of three internal training programmes dasigned to help
in this area, covering People Management, Inclusive Leadership and
Bullying and Harassment.

Listening and acting on employees’ views

Under the Financial Reparting Council's (FRC) code of standards.
companies are required to explain how they are incorporating employee
views in Board decisions. You can read more on how the Board arc
engaging and making decisions in our Section 172(1) statement on
pages 114 and 15,

Over the course of this year, we have continued to develop and evolve
the opportunities for employees’ views and input, as well as enabling
employee forums across the Group to ensure employees are represented
and have opportunities to understand and feed into discussions on
matters that impact them and the work they do.

RISE - Our Employee Engagement panel

During the year we have cmbedded our relaunched Employee
Engagement panel, RISE. The new RISE forum is inclusive and
employee-led, with each arga of the business establishing its own panel
that feeds into a larger, Group-wide panet chaired by the Group Chief
Executive Officer. During the year we have integrated Bristol Water
employee members into the forum and addressed impaortant topics
including cost-of-living, our future working arrangements, onboarding,
induction and colleague communications. Throughout the vear, wa have
increased our RISE members to over 100 members, giving employees an
even stronger voice

Speak Up

Our Speak Up whistleblowing policy continued to operate throughout
the year, providing another engagement channel. Speak Up helps to
create an open, transparent and safe working environment, where
employees feel able 1o speak up and are supported if they do so. Read
mare on Speak Up on page 119 in the Corpaorate Governance Report.

Additionally, all employess are invited to pose questions or comments to
our senior leaders through our new Open Door communication channels.,
This new approach brings together several employee cormmunication
channels and encourages employees and senior leaders to keep
connecting more,

Enhancing our employee communications

During the year, we have enhanced and grown many of our employee
communications and engagement channels

Our regular Big Chat video calls with our CEO and the Executive

team continue to be very well supported by employees with strong
engagement. ttems discussed largely focus on the topical business
issues of the time plus key employee highlights. We have also brogdened
the group of speakers, invelving colieagues from all areas and levels
across the company.

Our Time to Talk sessions focus on a broad range of topics and are
supported by many external specialist speakers and facilitators. Topics
discussed include mental health, the cost-of-living crisis, financia!
wellbeing, apprenticeships and business specific initiatives Including
nature and catchment management.

Quir internal communications tool and discussion platform, Yammer,
is growing in popularity and is now uscd regularly by over 2000
Group employees.

For our remote teams working tirelessly around the clock, we host
regular breakfast meetings supported by our senior leaders. These
have proved to be helpful in aromoting more effective two-way
communication with front-line operational teams.

WaterWorks is a new monthly performance measures dashboard
which helps employees keep updated on how we are delivering for our
customers, communities and the enviranment.

Wa continue to recognise our HomeSafe Heroes and celebrate the work
of our colleagues across the business who make sure that everyone
goes home safe every day.
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Our people continued

Customer Service heroes at the Royal Cornwall Show, Summer 2022

We have a strong comrmitment to investing In the development of our
employees and in building and recognising talent across the Group.
Training and developmant are available for employees at all levels within
the Group and are actively encouraged 1o participate. Cur aim is to
increase productivity, job satisfaction and safety, and to equip the next
generation of leaders and employees with appropriate knowledge, skills
and the competencies they need to thrive

As a businass we joined the 5% Club, an organisation with over 750
members that aims to address the issue of poverty arising from high
youth unemployment and a shortage of the right skills for the workplace
of today and tomorrow. This year, we were delighted to be awarded
Gold Membership status into the 5% Club as we have around 10% of
our employees undertaking apprenticeships or on a formal structured
graduate programme We were the only utility sector company to
achiove the Gold Membership accolade. Achieving Go'd status
demonstrates our lang-term commitment 1o investing in structured
Apprenticeship and Graduate programmes for our employees.

During the year, Pennon also scooped two awards at the National
Apprenticeship Awards Pennon won Large Employer of the Year at the
regional finals and was also awarded Highly Commended in Recruitmeant
Excellent category. We are defighted that our apprenticeship programme
was recognised for these awards as it confirms the high quality
pregrarmme we offer and showcases the talented apprentices we have.

Throughout 2023/24, we delivered 15,458
training days for our 3,143 employees,
ensuring that on average each employee
received 36 hours of training - 5 days.

Our Graduate programme

in our 2022 Annual Report, we explained how we had launched our new
Graduate Management Programme and set a long-term commitment
to recruit 100 graduates by 2025 The programme has proved such

a succass in attracting both female and ethnically diverse talented
graduates, we have doubled our commitment to recruiting 200
graduates by 2030.

Since the launch two years ago, the graduate programme has recruited
55 talented graduates, with over half being female and slmost 60% being
ethnically diverse or international graduates. Attracting larger numbers
of fernale and ethnically diverse empioyees has been a core part of our
People Strategy. We are delighted our graduate programme is helping
deliver this outcome whilst providing high-quality career opportunities
for all these indviduals.

Apprenticeships

In addition to our graduate programme, we have a long-standing
commitment to apprenticeships. This year we have doubled our
cornmitment and target for apprenticeships/graduate opporiunities and
now pledge to support 1000 roles by 2030. Attracting and developing
the next gencration of talented employees is vital in building resihence
in our warkforce and ensuring we can deliver the essential services aur
custarners and communities descrve,

Last year we supported a further 141 new apprentices across the Group.
This brings the total number of new apprentices we have supported
since 2021 to 342, we are ahead of schedule to achieve our 2030 target.

Leadership development

We have continued to invest in our senior leaders to pravide structured
assessment and development apporturities for our senior leaders.

This programme supports leaders across the whote Group and was
one of the first activities offered to Br stol Water employeas as part

of the integration

One of our hard working apprentices
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Prioritising health and wellbcing

Qur Wellbeing strategy 1s a core arca in our People Strategy to ensure
our people know that wo care about them It is estimated that in any
given week, one in six people of working age expericnces a commoen
mental health problem like stress, depression or anxiety. Maost of us will
understand, from personal experiences or friends and family, the huge
persanal cost that this can bring.

Qur Wellbeing strategy focuses on the following four main areas:

Mental

Taking care of our minds, coping
effectively with life and creating
satisfying relationships

(o Physical

Taking care of our bodies,
acknowledging the importance of
activity, nutrition and sleep

¢» Financial

Taking care of our financial
wellbeing, being in control over our
financial future

é‘)ﬁl Community

Encompassing the major external
and internal factors such as
social health

Separately, data from Champion Health, our online wellbeing platform
pravider, supports the outcomes from the Great Place to Work survey.
93% of employees who completed the Health Assessment were
mativated to change, with their three key areas being improving energy
levels, reducing stress and improving mental wellbeing.

Chir approach to wellbeing, iIncorporates a number of intiatives including:

+ Mental Health First Aiders: We have trained over 100 Mental Haalth
First Aiders across the Group - one for every 30 employees, shead of
our target of one for every 50 employees

» Wellbeing Champlons: We have established a network of weltbeing
champions across the business 1o help us engage colleagues.

« Time To Talk: Regular sessions where colleagues are invited to join
onlne webinars focusing on a range of health and wellbeing issues,
primarily focused on mental heaith

« This is Me: a podeast with colleagues talking about their awn health
and wellbeing experisnces and how they have dealt with them,

= Champion Health: Our Champion Health partal gives colleagues
a broad range of resources, advice and guidance across al! areas
of wellbeing from healthy recipes to fitness regimes, mental heaith
support and health assessments. It is free to both employees and
thair families.

= FinWell partnership: We have launched a new partrership with
Finwell a financial weltngss arganisation 1o provide employees with
help, support and advice about their personal finances.

+ Inside Out partnership: Cur close partnership with the Inside Out
Leaderboard provides a tangible way of demonstrating leadership,
commitment and action to the mental heslth agenda,

+ EAP Halpline: Cur Employeae Assistance Programme (EAP) had a 6%
uptake compared to the industry average of 139%. The service is also
available for employees’ families.

HomeSafe - our flagship health and safety programme

The Group's flagship health and safsty programme, HomeSafe, continues
to provide the framework for driving significant improvements in all
hesith and safety activities, delivering a 14% reduction in our Lost Time
Injury Frequency Rate (LTIFR) in the year.

We continue to drive a culture where every persen takes ownership

to ensure they and their colleagucs go home safe every day, After
delivering our best perfarmance in 2021/22 recording the lowsst number
of lost time incidents over, we set the ambitious target to have our best
year ever once again, while continuing to drive change and improvement
against each of the six HomeSafe strategic pillars, improving risk
management and reducing harm.

Qur Leakage Detection Team
in the field
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Our people continued

We set out to achieve this through.

« continued Senior Manager face-to-face engagement.

» implementing a robust and consistent approach to incident
investigations leading to improved wdentification of the root cause of
incidents, tackling these quickiy.

integrating bost practice knowledge with Bristal Water and
implementing these quickly acrass the Group.

We have takan the best-of -the-best approach in many areas ncluding
improved minimum PPE standards and HomeSafc concepts. Two areas
in particular we have quickly standardised are the approach to point of
work risk assaessment and investigations accountability.

‘ﬂ Managing risk
ﬁ Sharing and learning
% Working together

Protecting health

@ Enabling leaders

o@b Being resilient

HomeSafe Heroes

we are proud of our people and celebrate positive health ard
safety behaviours through our HomeSafe Heroes programme.

To supplement this, at our inaugural HomeSate conference we
invited our teams and our supply chain to nominate people for a
variety of awards. In the category for HomeSafe champion’, Gwen
Lovegrove was nominated by several members of his tearr. Owen
joined us in June 2022 and has brought a fresh erergy to health
and safety within his team. Owen constantly questions why things
are done the way they are. to ensure that he knows how to carry
out the work safely, and also to try and find better safer ways of
working. Owen has led from the front with the Take b approach

1o completing tasks, ensuring that methadology 18 both safe and
efficient. Owen ensures the right tools and eguipment are availsble
| and in good condition before starting the task. This leadershio Fas
had a positive impact on the wider team,

Through Owen's relentless pursuit of safety improvements the

whole team and now more engaged with identifying further health
and safety improvements. Owen was prasented with his HomeSafe
Champign award at the Health and Safety conference in February,

1— —

recewing his trophy fro™ Adele Barker, Group Chie Paopla Officer

Qur Bristol Water Bar at the North Somerset Show, Summer 2022

We implemented the Take & for Safety approach to paint of wark risk
assessment that was active and delivering benefits In Bristol Water.
We launched this to the Group at our inaugural Group Health and
Safety Conference in February 2023. This saw over 170 colieagues and
members of our supply chain come together for an interactive day
focused on the Take 5 concept and the fact that, while no one believes
an incident will happen to them, it really can. The audience enjoyed a
presentation by the Pennon Board Health and Safety Committee Chair,
Jon Butterworth, who shared his safety expertise and experience to help
enthuse cveryone to be 8 driver of change and become

HomeSafe pioneers.

The second area 1s bringing in the simple 2.2 2 approach to
investigations ensuring a timely response to incidents, Investigations,
learning and improvement, with a two-hour natification, two-day initial
investigation and two-week finalised report and action plan developed.
We have developed and refined our HomeSafe bitesize programme
across the year and now have active modules for employees to use to
increase knowledge. awareness and accountability 1o ensure everyone
goes home safe every day These modules are manager-led within
teams, focused on the core principles, while supporting managers to
focus these on specific activities their teams carry out The bitesize
programmes work for all employees. regardiess of role or location.

We have increased our assurance through the year with aur heaith
and safety experts completirg over 500 individual unannounced site
and activity audits across Bristol Bournemaouth. Devon, Cornwall and
the Isies of Scilly. These audits focused on adherence with our Life
Saving Rutes in HomeSafe as part of our Managing Risk Strategic Pillar
Minor improvements were identified and regolved with the local teams
immediately, with no major non-canformarices found.

Lost Time Injury Frequercy Rate (LTIFR) continues to be the Group’s
primary measure of health & safety performance. Against our ambition of
our best year ever for the new Group composition, we delivered a 12.5%
reduction in actual LTI numbers, with 28 LTls in the year, compared to 32
last year and an LTIFR of 0.59,

In addition to our supply chain partners’ involvement and support at
the health and safety conference, wa have held two dedicated Tier
Tand Tier 2 supplier health and safety days in the year, improving
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collaboration and showcasing innovations to reduce risk and increase
productivity. One of our Strategic Partners, Kier, hosted a ‘Krer Live'
event at Exeter Racecourse in August to showease innovations in health
and safety aligned to improved productivity, with particular focus on
excavation safety and working in the highway.

Future plans

Our targets are ambitious, however ensuring everyone who works for

us, with us or interacts with us goes HomeSafe every day is naramount,
and that requires us to have ambitious plans. HomeSafe is not a project
to be completed 1t continues to be the way we work and deliver all our
performance commitments. We recognise any injury is one too many and
have very ambitious HomeSafe 2025 plans to improve health and safety
across the Group, requiring us to have our best yoar ever, year-on-year.

We have delivered on this for two consecutive years, We have sot out our

roadmap to 2025 that becomes ever mare challenging and ambitious.
However, we will refentlessly pursue improvement towards ensuring
everyone goes home safe evory day.

Diversity, equity and inclusion

As one of the largest employers in the Great South Wesi, we have a
responsibility to promote social mobility, address incquality and drive
inclusivity across our region.

We cortinue to champion diversity and promote an inclusive workplace,
We have published our Gender Pay Gap repaort for the sixth year and arc
delighted to voluntarity publish our very first Ethnicity Pay Gap report
These can both be found on ocur website: www.pennon-group.couk

It is important to be open and transparent about the gender and cthnic
diversity of cur employees and this report is a key tool for us to do that,
whilst also allowing us to share the measures we have taken and will be
taking to continue to creatc @ more diverse workforce across all roles
and levels within the organisation.

We also understand the importance of inclusion in retaining our people,
ensuring our employees feel valued, have a sense of belonging and feel
able to be themselves,

Following the acquisition of Bristol Water, we arc now working to build
a sustainable worldorce underpinned by our investment in new talent
programmes, with focused support and development for our female
colleagues and colleagues from underrepresented backgrounds.

WorkFit candidate Hannah celebrating t year working as a Customer
Service Administrator

It takes tme to build representation at management and senior
levels, which can often be one of the causes of & pay gap, but we are
cormmitied to attracting, retaining and developing talent from

all backgrounds,

We arc defighted to have becn fighty commended in the finals in the
Balance in Business Awards. These awards focus on gender balance at
Executive and Senior Leadership level with support of the FTSE Women
Leaders Review.

We arc pleased with the recent progress made but know there is more to
do inincreasing the diversity of our workforce during the coming year.

Creating a diverse workforce

If there was ever a time for us to put gender and ethaic diversity at the
top of our agenda, then that time is now. Building a sustainable, agile and
diverse workforce is 8 key pillar of our People Strategy

We are one of a handful of top FTSE businesses to have both a female
CEQ and Chiair and have more womean art the Baard thar men for the
first time in Pennon’s history. Ranking in first position in the Utilities
section of the FTSE Women Leaders Review, we are exceeding the
40% target We are pleased 1o have made further improvements during
the last year in two primary metrics - the percentage of the Executive
Committee and direct reports {increasing to 472% from 44.4%) and the
percentage of women on the Board (increasing to 556% from 42.9%3,
and we achieved the 7th highest score in the FTSE 250, Gur all-
employce female representation across the whole group has increased
to 314% this year from 29.5%

Once again, we werg listed in the 2023 Bloomberg Gender Equality
Index, as one of almost 500 companies globally committed to disclosing
their efforts to support gender equality thraugh policy develepment,
representation and transparency. We have continued ta make further
prograss against this measure for transparency in gender data reparting.
Cur overall score increased to 70% from 65% last year with our
disclosure score exceeding 97%.

Pennon largely operates and employs people in the South West of
England which traditionally has some of the lowest proportions of
ethnic diversity in the country. However, as a responsible business, we
believe we have an important rals in ensuring we support mability of
all types. Over the last two years, we have increased our proportion

of ethrically diverse employees significantly, from c05% to 3% This
increase has come from our more-tergeted recruitment approaches
clearly acknowledging we welcome applications from ethnically diverse
applicants. as well as from the Bristol Water acquisition. Despite the
good progress we have made during the last year. there is still much
mere to do if we are to achiave aur ambition to have a much more
diverse workforce,
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Our people continued

Recruitment

During the last year, we have redefined our Employer Value Proposition
to be more attractive to a wider range of talent pools. We launched our
new recruitment campaign #justaddwater as well as our now careers
website to attract a more diverse applicant group.

We have also reviewed our approach to monitoring diversity and
Inclusion with a specific focus on job applications. We use a software
gender decoder tool which allows us te check all our job adverts for
masculinity to reduce the potential risk of alienating female applicants
Similarly, we ensure a large proportion of our images used in the adverts
are of ethnically diverse employees, which encourages more diverse
candidates to apply We are pleased that we are sceing significant
increases in the number of applications we are receiving from ethnically
diverse applicants and females into what is still a male-dominated
industry. Last year, around 28% of job applicants were female and around
26% were ethrically diverse. Additionally, offering dedicated support 1o
new employees through the graduate programme and supparting the
10,000 Black Interns Programme have further bolstered these numbers

Our employee network groups

We recognise and appreciate the importance of creating an enviranment
in which all employees feel valued, included, and empowered to da

their best and share new ideas Emplayee networks play a key role in
encouraging and supporting employees in bringing the best varsion

of themselves to work. contributing to an inclusive environment and
building a sense of community Our employee networks provide peer-
to-peer support and improved awareness, contribute 1o the broader
Diversity, Eguity and Inciusion enhancements and have delivered
business improvements in how we work together, The employee network
groups support: Race, Ethnicity and Cultural Heritage, LGBTG+, Women,
Menopause, Grief, Financial Wellbeing, New Parents, Carers and

New Starters.

Change the Race Ratio initiative

In 2020, Pennon pledged its support to the Change the Race Ratio
initiative, a campaign to increase racial and ethnic participation in the
senior leadership of companies, as a route to encouraging more diversity
at all levels and was the first water company to do so. During 2022/23,

One of our water treatment
technicians onsite

our pledge and ongoing commitment continued to help shape our
business activities and decisions,

10,000 Black Interns initiative

We are pleased 1o be a proud supporter and sponsoring business

of the 10,000 Black Interns initiative, During 2022, we successfully
completed mine internships which provided opportunities far individuals
ta expenence working in their chosen career functions. Following
successful completion of their internships, most students returned

to university to complete their degrees. Two have already graduated,
and we were delighted to see them successfully apply for roles an our
graduate programme. Fhis important schame nat only offers black
students an opportunity to undarstand our business but also te improve
the levels of ethric diversity across our industry.

Diversity awareness and training

We have continued our programme of Unconscious Bias training and
have rolled this out to the majority of our senior leadership and hiring
managers during the year. We have held Lived Experience group
sessions to understand what it is like to work at Pennon for employecs
from minority groups. The outputs have been shared with our Diversity
Committee to understand these perspectives and consider appropriate
actions when issues are raised.

Our Gender Pay Gap

Since our last report, the composition of the Group has further evelved
with the acquisition of Bristol Water pl. Shortly after the 2021 snapshot
date, the Group completed the purchase, welcoming over 500 additional
colleagues. This is therefore the first year of including Bristol Water in
the Pennon Group results.

Our 2022 mean and median pay gaps have both seen an impravement
since 2021 which shows positive steps in the right direction,
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Highlights include:

Improvement of nearly 10% in the
mean gender pay gap in Pennon
Water Services

Improvement of 1.38% in the mean
gender pay gap in South West Water

This has led to a mean gender pay gap of 8.41% for Pennon Group
overall, with our median gender pay gap improving 3%. Mora can be read
on our performance and plans on our website

Ethnicity Pay Gap

In 2022, we have voluntarily produced and published our Ethnicity Pay
Gap for the first time, which shows a pay gap of 10.3%. There is still
more for us to do in this area, including increasing the employee self-
disclosure diversity rates across the Company and continuing to attract
more ethnically diverse candidates at all levels across the Group.

Furthermare, by offering dedicated support to new employeas thraugh
the graduate programme and supporting the 10000 Black Interns
Pragramme, these approaches have both helped to further attract
ethnically diverse applicants As many of these applicants are recruited
and progress their carcers, we anticipate them having a further pesitive
IMpAact on our ethnicity pay gap

Social Mobility Pledge

We continue to be a proud signatory of the Social Mability Pledge and
have set further commitments across the Group during this year to
strengthen our resolve to deliver for our customers and communities
and support the drive to address social injustice. During the year we
have doubled our commitment to apprentice and graduate recrutment
and set new targets to suppert 1,000 apprentices and 200 qraduates
on structured programrmes by 2030 We have set a new commitrnent
and target to offer 5,000 work placements for young people by 2030,
significantly growing our pravious work in this area but, we believe this 1s
vitally important in helping young people understand our Company and
the water industry and supporting them in their carly careers.

One of our skilled lab technicians

Slave-Free Allfance membership

Perinon has maintained its membership of the Slave-Free Alliance,
which is part of Hope for Justice, the gichal anti-slavery charity. Our
membership demonstrates our commitment to the highest employment
standards far both our direct employees and thase within our supply
chain. Our Modern Slavery Report is published annually and can be
tound on our website www.pennon-group.co.uk

Human rights

We are fully supportive of the pringiples set out in the UN Declaration of
Human Rights, and the Group ethics policy outlines the high standards
of employment practice with which ail employees of Pennon Group

are cxpected to comply. The Group also supports the International
Labeour Organization’s core conventions for the protection and safety

of employees wherever they may work throughout the Group. These
standards are also embedded in our sustainable supply chain and
documented in cur procurement policy and Code of Conduct for supply
chain partners.

Onsite at Banwell Water Treatment
Works, North Somerset
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environment

Sustainable Development Goals

The natural environment of the
South West is incredibly special.
From our precious National Parks
and Areas of Outstanding Natural
Beauty, to beautiful beaches.

Focused on initiatives to improve the \we're proud to call it home.

2022/23 highlights

+ 15,696 hectares of land management was improved, including
over 300 hectares of peatland restoration. This now brings the
cumulative total to 111,515 ha, as of the end of financial year 22/23,
bringing us closer to our end of AMP7 target of 123,209 ha.

» With the help of our delivery partners we planted a total of 72,398
trees, far exceeding our annual target by nearly 50%. This now
brings the cumulative total to 220,187 trees planted, well on our
way te achieving our end of AMP7 target of 250,000 trees planted.

+ We published our Biodiversity Strategy called “Growing Nature™
which is a strategy to grow nature on our land and beyond

+ We are becoming increasingly transparent, including increased
Sustainability Reporting, which can be found on pages 67 to 95

2023/24 priotities

» Continuing to deliver land management, peatland restoration and
tree planting targets in collaboration with our delivery partners

« Delivering a new programme of biediversity enhancement
schemes at targeted sites across the region, including the creation
of wet woodland

+ Continuing to improve the environmental impacts of water
company operations across the region, including the installation
of eel screens, eel and fish passes and the exemplary control of
invasive non-native species

Drought presented opportunities
for Pennon to further expand our
control of invasive non-native
species (INNs)

Burrator reservoir levels dropped to under 40%, which increased
the risk of stress in the population of American signal crayfish
in the reservoir which could cause them to move and spread,
something which landowners are legally obliged to take action
to prevent. Pennon worked with leading crayfish specialists and
carried out a pilot large scale controf of these highly invasive
animals. With 2,470 trap days, nearly 6,000 crayfish were
caught. This control programme will be repeated next year.

The Bude canal was virtually devoid of water, presenting an
unusual opportunity to carry out Zebra mussel surveys to
determine their exact location along the canal. We used novel
methods to promote awareness of INNS and hiosecurity,
including sniffer dogs to locate invasive species. Pennon is
proud to have the most sites in the AQUA (Aquatic Quality
Award) biosecurity accreditation scheme and remains the
only organisation to have any gold Awards - at Roadford

and Burrator reservoirs, We also have 7 silver and 22

bronze accreditations. We continue to work with a range of
stakeholders, especially supparting INNS Site Guardians,
anglers and watercrafi users (boals, cances, wind surfers, stand
up paddleboarders), both locally and nationally.
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Water resilience
and drought

20722 saw some of the hottest. driest, weather on record as a
consequence of climate change. A combination of a lack of rain - the
4th driest summer in 130 years, the hottast summer, low levels of soil
maisture and increased demand exacerbated by the impact of the
pandemic and heatwaves, uniquely converged to put pressure at just
one of our five strategic reservaoirs, at Colliford, Impartantly, no-one
servec by Calliford, or across our region, or visiting our regian, suffered a
loss of supply or dips in water quality.

At the same time, we maintained the environmental compensation
relgases from our reservairs throughaut 2022, essential to river health,
and have continued to do so in dry periods of 2023, We are investing
£125m to increase our access to water suppliers when we need them
mast. In 2022/23 we have invested to secure the equivalent of 25%
demand in Caornwall and 12% in Devon We can show that, whilst the
circurnstances in this ane area were challenging, culminating in a worse
than 1in 200-year event, our actions werc appropriately timed, and we
are now more resilient across the region as a conseguence,

Despite a lack of new reservoir capacity across the sector in the last 30
years, over the last 15 years we have been focused on building additional
capacity. As early as 2007 Pennon invested in disused quarries in
Cornwall to repurpose as water resources, Building on this, our proactive
acquisition of Hawks Tor in March 2022, was an impaortant mitigation,
providing additional storage, and coming cnline in October 2022
Tagether with drought permits and focusing on demand side actions,
such as "Stop the Drop’ and fixing of customer side leaks for free, has
meant that from the lowest point of water resources levels at the end of
Coctober 2022, we arc now sitting at /6% and 99% respectively for South
West Water and Bristol Water. Bournemouth and the lsles of Scilly are
also in a better position heading into spring/summer 2023,

We are not being complacent as we Ioak forward for the rest of the year
to 2024 and beyond. Our acquisition of Bristol Water, driven by synergies
and strategic water resources benefits, and our active progression of the
need for the new Cheddar 2 reserveir, brings benefits to all of the wider
south west region, including the Wessex region.

In the meantime, we are focused on building further resilience into cur
region, Colliford Water Resource Zone and Roadford Water Resource
Zone, and by 2025 we will secure resources to access when we need it
mast that 1s equivalent to 45% of Cornwail's demand and 30% of Devan's
demand, and this is proactively being managed as part of a Drought and
Rasitience Programme, led by our new Group Drought and Resilience
Director, David Harris. David has significant experience in managing
water resources, and in managing through drought in one of the hottest
climates in the world. Our objectives are to ensure that by 31 March
2024 Colliford and Roadford strategic storages both reach 90% storage
to ensure that we do not have the risk of either dropping into Drought
Level 3 during 2024 and therefore that we can break the "drought cycle”.

Hawks Tor Reservoir, Bodmin Moor, Cornwall

Our Partnerships

Pennon is engaged and participating in the range of local and regional
public, private and third sector partnerships tacking action 1o tackle
climate change and nature recovery We also convene a numbaer of
forums and cvents to engage partners and share best practice and we
together reflect on progress and develop shared plans for the future,
Wa are proud of the delivery partnerships with whom we moniter,
collaborate and deliver our environmental improvement and biodiversity
enhancement activities.

Biodiversity enhancement

Catchment managerment protects and improves river guality and critical
water abstraction sources to provide clean, safe drinking water without
the need to provide additional infrastructure. 1t1s supported by our
customers as part of Pennon’s commitment to protect and enhance the
envirgnment in the catchments in which we operate. This performance
commitment is designed to incentivise an increase in the area of land
under active iImproved catchmeant managernent as part of the 'Upstream
Thinking and the mare recent ‘Green Recovery' project interventions.
The annual target for Upstream Thinking is 10,000 hectares of new land
under active improved catchment management (50000 morc hectares
over the five-year regulatory period). The Green Racovery programme
will deliver a further 10,000 hectares of new land under active
management during the four years it will be active lsading up to 2025. In
2022723 a further 12,282 hectares of land were added to our Upstream
Thinking project whilst a further 3414 hectares ware added to the Green
Recovery programme, resulting in an annual delivery of 15696 against
an annual combined target of 12,000 ha. This brings our cumulative
position to 111,515 ha of new areas under active catchment management
sinco April 215 This is above our performance commitment poaition of
9520%ha.

Biodiversity compliance

In arder for Pennon to avoid pollution harming the most special and rare
halxtats and species present across the Great South West, we have a
particular focus on freshwaier locations. This includes sites which are
designisted as a Site of Special Scientific Interest. as a Spacial Area of
Conscrvation, as a Special Protected Ares, or as a County Wildlife Site.
During 2022, there were no paltutions events at any of these locations
and therefore, as in the previous 2 years, the target was met. This
gutcome suppRorts the Pennon commitment to achieving the autcomes
of the Government Environmental Improvement plan and its ambitions
toimprove the condition of all Sites of Special Scientific Interest in the
next 10 years.

Preventing biodiversity deterioration

The maritime nature, cimate and geography of the Great South
West means that wiidlife and nature arg particularly under threat of
detarioration from the presence and spread of invasive non-native
species (INNS) Invasive non-native specias (INNSY can impact on

all aspects of the business with sigrificant operational, compliance,
reputational and financial risks and are considered to be one of the
mast significant causes of biodiversity loss globally. This measure is
10 incentivise the delivery of hiosecurity installations at Pennon sitas,
to prevent the introduction of new and spread of existing INNS and
over the last vear we have accelerated our delivery of guidance and
awareness raising signage which are now installed at 90 sites. We have
also installed 11 biosecurity wash down facilities and are scoping two
further watercraft washdawns. Our examplar biosccurity wash dowrt
facilities at Roadford, includes a pressure washer for watercraft, an
angling dip tank and a boot scrub.
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Envirenment continued

Net Zero - our promise to the planet

In 2021, we published our Promise to the Planet - our ambitious plan to reduce cur operational carbon
emissions to Net Zero by 2030. At the same time, we joined the UN backed Race to Zero commitment
which aims to tackle GHG emissions across our entire value chain by 2045,

Pillar Our three-pillar strategy remains unchanged Progress against our three-pillar strategy
+ Reducing emissions through changes to « Our fleet transition plans have begun with the first 53 EV
operational practices, increasing energy vans delivered.
efficiency, and switching to lower caroon » We have partnered with Drax to deliver the charging
1 fuel saurces. infrastructure required with 15 now 22KW charge points
« Meeting our commitments to reduce leaks and installed across our sites.
Sustainable help cu§tomers 1o use \es_s water - protecting » Our energy effic’ency programme has audited 19 of our
livin the environment and saving carbon. treatment sites which has identified significant savings of nearly
tving 1175tC0¢.

» Across our offices and depots, we've mplementad a number
of energy efficiency projects including LED highting at our
Exewater site with an aim ta expand our office energy efficiency
projects over the coming year as part of our Net Zero plan.

@ Maximising self-generation fram renewables at > e From April 2022, South West Water (excluding the acquired

our sites across the South West — working with Bristol Water business) switched to 100% renewable sourced
partnerships and utilising our expertise. electricity as part of its new energy supply contract.

2 « Where we cannot generate enough electricity « We are targeting to produce 50% of our own energy by 2030
. to meet all our needs ourselves, 100% of what from a mix of embedded onsite Solar PV, floating Solar PV,
Charnpionmg grid connected Solar PV, along with other renewables such as
g

we purchase will be from renewable sources. e ; ’
renewables hydroelectricity and making more use of our bioresources for

generating energy.

« Our on-site renewable assets have been significantly enhanced,
with 2MW of new solar capacity installed.

+ ‘We've cxpanded our renewable encrgy team to support
project delivery whilst maximising performance of our existing
renewable assets

» The Group are also in advanced discussions with a rangs
of counterparties offering large scale solar develsgment
opportunities at sites situated across the UK, These
opporturities, which would be initially funded through the
Group capital allocation of . £160 million, offer the potential
for attractive commercial returns, with actionable near-term
development timelines. In May 2023 we acquired a 40 Gwh
site in Dunfermline for a total acquisition and build cost of £35m.
This site has potential for a 2-hour BOMW battery storage facility
at a cost of £25m, which would suppart the broader UK grids
move to renewables and provide healthy returns.

-3 N
} = Reversing carbon emissions from our ) = Qur catchment managerment programmes include peatland

core activities restoration, improving scil management, tree planting, creating

« Working in partrership to ensure our core wetlands and bufer strips and othe- nature-based solutions.
3 activities reverse carbon emissions through These all lead 1o more carbon being stored in the landscape
solutions such as peatland restoration. and less loss to the stmosphere It's also geod for water storage
Reversing « Supporting the development of innovative in the catchments and long-term resilience
carbon solutians to develop low carbon footprint » We have planted 72,398 trees against annual target of 50000
emissions processes through research and development. trees and restored 303 hectares of peatland. Cur current

peatland programme aims to restore 2800 hectares of peat
bog across the South West by 2025. Our peatland restoration in
AMP7 is expected to save around 650000 tCO,e over the next
50 years. Meanwhile the 250k trees we aim to plant by 2025 will
save a further 100000tCOe

= Looking forward, South West Watcer is develaping an ambitious
program of nature-tased solutions for the PR24 Business Plan
submissior (2025-20307 1o include 1Investigating how WaterFit
can support the improverment and opportunity for carbon
sequestration in estuarine and marine environments
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As a Group, we have also commutted to setting both near and long-term
Science Based Targots (SBT).

Further details of how we are integrating climate into our business and

readying for & low carbon future can be found in cur TCFD report on
pages 74 10 95,

GHG emissions performance

In line with good practice and to reflect the outcome of our 2021722
materiality assessment, we set new interim Met Zero targets in 2022,
Our 2022/23 performanice is presented below.

2022/23 2022/23 2025
Net Zaro target Porformanca* Target™ Target™ 2030 Taget
% Energy usage from
renewable generation 68% 7% 13% 50%
Reducing GHG
emissions (%) 657% B65% 70% 100%

A - Exterrally Assared by DNV
* Scope 2 market-hased emissions only

Renewable energy

= Akey pillar of our Net Zero strategy, we are targeting 50% of our nat
energy use from renewable sources by 2030,

» \Wa've made strong progress against our interim target of 13% in 2025
and achieved 68 % across the group in 2022/23. In particular we have
increased our instal'led on-site Solar PV capacity to 556MW and solar
and wind generation overall bas increased 5 2% from 2021/22. Oversll
our renewables capacity now totals 7MW

= In spite of this progress. increased overall energy demand, largely
driven additional pumping required as part of our drought response,
combined with the impact of the drought conditions on our
hydropower generation (down 8% from 2021/22) meant we fell
marginally short of the 2022/23 target

Renewable energy capacity (MW)

@ Solar
8.7
@ Hydro
5.8
®cHp
1.4
& wind
0.1

1. Net Zero Plar scope includes Scope 1& 2 (market based) GHG emissiors and the
following Scope 3 activities. outsourced activities; power transmission & distribution,
business travel, grey fleet (private vehicles used on Compary business)

GHG Emissions

« Scaope Z market-based GHG emissions have reduced from 89434
tCO,e to 31,321 tCOse this year from our 2020/21 baseline equating to
a 85% reduction.

= Overall GHG emissions against cur Net Zoro 2030 scope’ have
decreased by 40%.

Full detzils of our 2022123 GHG emissions are provided in our SECR report
from page 67.

Process emissions

Process and fugitive emissions, mainly in the farm of methane (CH4)
and nitrous oxide (N20), arise from our wastewater traatment processes.
Worldwide there 's difficulty in measuring process emissions and as 8
sector we are working together to update the calculated carbon aspects
of our processes. As part of the sustainable operations pillar, we are
doing two things:

Investing in measurgment - we can only manage what we can
measure This includes collaboration with industry partners to set

up onsite emissions monitoring trials, as well ag partnering with the
University of Exeter. through our CREWW partnership, to analyse the
datla autputs from those trials.

Investigating the opportunities to mitigate process emissions from our
wastewater treatmént by optimising our processes to minimise the
farmation of emissians, as well as exploring the potential for langer-
term mitigation strategies such as using more innovative approaches
to cover processes and capture gmissions.

Transition Plan

Thraugh our established strategies. plans and policies. we are preparing
for a changing climate and lower carbon economy. Qur annual TCFD
response on pages 74 to 95 sets out further details of this in accordance
with the TCFD recommendations This identifies one of our key
transition risks as rising energy costs. Threugh our planned investment
in renewable enargy alongside our dynamic hedging strategy we are
managing this risk. We are aware of the work of the newly established
Transition Plan Taskfarce (TPT) to develop a gold standard’ framework
for transition plans. We are considering the TPT's guidance and will look
to publish our Group Transition Plan in due course.

For further information, please see our Taskforce on Mature-related Financial
Disclosures on page 73
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Group Chief Financial Officer’s report

Paul Boote
Group Chief Financial Officer

During 2022/23, volatility in the glabal economy. reflecting the
gaeopolitical situation and economic difficulties arising from the global
pandemic, has continued. We started to experience the impact of this
in the second half of the financial year ended 31 March 2022 and, as
cxpected, the impact of elevated inflation on power and interest costs
has reduced our near-term earnings. The second half of this financial
year has also been impacted by the drought in the South West,

which has resulted in iIncressed levels of operating costs and capital
expenditure, Where appropriate, specifically identifiable operating costs
have been treated as non-underlying given the unprecedented summer
weather conditions with 2022 being one of the hottest. driest years

on record.

Over the long term the elevated inflationary environment provides
the Group with additional grawth in long-term sustainable value
with revenues and RCY Iinked ta November and March CPIH
inflation, respectively.

Bristol Water has contributed to the Group's financial results since 3
June 2027 with full clearance for the merger of our wholesale water
businesses granted on 7 March 2022 The merger of South Wost Water
and Bristol Water completed on 1 February 2023 with the combined
water business now operating under one icence held by South West
Water Limited. Within this report, to aid comparability both now

and angoing, the results of South West Water include the aperating
performarce of Bristol Water in the current year and ir the prior year.
The results in the comparative financial year ended 31 March 2022 only
incluce Bristol Water for ten months from the date of acquisition

Financial highlights of the year

Resilient financial fundamentals

Future revenues linked to inflation, offsetting
increased cost base, including significant
increase in power costs in 2022/23,

More information on pages 44 to 47

Efficient financing strategy

Well placed in elevated inflationary environment
as a result of our diverse debt portfolio.

More information on page 47

Increasing environmental investment

49% increase in capital investment compared to
FY 2022.

Mare information on page 48

Investing in renewable energy generation

First site acquired in May 2023 to provide
36GWh of generation.

More information on page 51

The Group's statutary revenue for 2022/23 of £797.2 million included
non-underlying revenue reductions of £278 million in respect of the
second 1ssugnce under WaterShare + (£20.2 million) and our “Stop The
Crop” demand reduction incentive (£76 million).

The Group's undertying revenue has increased from £792.3 million to
£8250 million, an increase of 4.1%, with South West Water increasing
by £135 mitlion and Pennon Water Services delvering further external
revenue growth, predominantly outside South West Water's regions, of
c£19 million,

Owerall, underlying EBITDA has reduced 198% from £38339 miliion to
£3078 million with the increase in power costs being the most significant
contributing factor to this reduction.

Further details of the performance of South West Water and Pennon
Water Services is outined below.

We recognise the pressure the cost-of-living cnisis poses to our
custormers and we are focused on providing a broad range of
affordability measures to support trese 1n financial need Across all
Group businesses, the potential impact of significant increases in the
cost of living on affordsbility has been considered in assessing our
expected credit ioss charges.

L, Annual Report and Accounts 2023 | Pennon Group ple




Cash collections throughout the Group have remained robust during

the financial year, Underlying expected eredit loss charges for 2022/23
of £70 million for South West Water {10% of revenue) are in line with
previous levels (2021/22 08%" For Pennon Water Services, the expacted
credit lngs charge of £08 million (04% of revenue) s also in [ing with
previous levels (2021/22 of 0.3% of revenue).

The Group reported a statutory loss before tax of £85 mitlion (2021/22
profit £127.7 million) after net non-underlying costs of £253 million
(2021/27 £15.8 million}. Group underlying profit before tax decrcased

to £168 million from £143.5 million in 20271/22. This outturn reflects the
significant near-term pressurcs on earnings from elevated power pricing,
financing costs and revenue reductions in the water business through
lower cusiomer demang as 2 result of continued water efficiency
prometion and mechanistic regulatory adjustments®

South West Water

Since 1 February 2023, the trade and the significant majority of assets
and liabilities of Bristol Water plc were transferred to South West Water
Limited under a statutory transfer mechanism set out in the Water
Industry Act. The Bristol Water brand will continue as a trading name of
South West Water. As noted above the financial performance of South
West Water includes the performance of Bristol Water in both this
financial year and the comparative year.

Underlying revenus of £701.3 million for 2022/23 has increased by 20%
(£13.5 milliony compared with the prior year (2021/22 £6878 million).
Adjusting for the additional two months of revenue in this financial year
from the Bristol Water region (£22.5 million}, revenue on a like-for-like
basis has reduced by £90 million, with the inflationary impact on

tariffs ceing more than offset by the reduction in demand and
regulatory adjustments to revenue, including in-year ODI penalties
from 2020/27. South West Water's statutory revenuc for 2022/23
includes a non-underlying reduction of £27.8 million in respect of

the second WatorShare+ issuance and our “Stop The Drop” demand
reduction incentive.

Underlying operating costs of £392.9 million increased by £899 million
(2021/22 £303.0 million) reflecting the following significant factors:

» Inflationary and other macro-economic impacts on wholesale energy
market prices and transmission costs (£488 million).

» Additional two menths of operating costs {not including power) for
Bristol Water (£10.0 mijlion).

+ Responding to operational drivers including continued elevated
demand prolonging high production volumes, supporting
improvements to leakage and pollutions perfermance, and underlying
cost increases to address the extreme operating conditions including
the freeze/thaw event to ensure resiliance of water supply
(£5.9 million).

» Increased costs relating to the price review for the next
regulatory period

Revenue underlying” (Em)
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2001122 2 months Water Water regulatory Water PWS PWS 202223
Revenue Bristol Water demand adjustments inflationary Caontfract demanc Revenue
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Profit before tax (PBT) underlying”™ (Em
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202122 2maonths Warter Water Powszr Other Group Group net PWS PBT & 20022/23
PET Bristol Waster demana requlatory {water inflationary  depreciation ntores AC PAT PBT
EBITDA adjustments business) ImMpacts ncrease charge Water
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~ Measures with this symbol are defired in the allerrative performance measures section of the annual repont on pages 220 to 223

1. Includes full 12 morth Bristol Water perfermance duning 2021/22
2. In¢cludes ODI penalties and revenue forecast incentive adiustment
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Group Chief Financial Officer’s report continued

« Payincreases of between 3-5% across the Group, with the maionty
at 5%.

South Wost Water's underlying EBITDA and undarlying operating profit
reduced by 199% and 34.6% respectively Despite the ievel of inflation in
tariffs lagging behind actual cast inflation in the year, overall increases
in operating costs excluding power were carcfully managed to remain
troadly in line with the inflation embedded in tariffs,

The net interest charge of £145.3 million is £473 mufiion tugher than prior
year (2021/22 £980 million) primarily reflecting the impact of higher
RPIand CPlrates on index-linked debt. The Groups eficient fund ng
mix, which includes a relatively low proportion of index-linked debt, and
hedging stratagy minimises thase market effects resulung in an Effective
interest rate” of 55% (2021/22 39%")

South West Water's capital cxpenditure was £358.2 million, an increase
of £117.8 million (480%) on the prior year (2021722 £2404 million),
primarily due to water resources investments to boost supplies and
enhance water quality, including GAC schemes to provide further
resilience, and development wark at the new Alderney water treatment
works in the Beurnemouth region. Wastewater investments included the
rolt out of our WaterFit programme, targeted investments in wastewater
pollutions hotspots and the installation of event duration monitars on
our storm overflows to achieve 100% coverage in 2022. The increase
also includes the additional two months of capital expenditure in the
Bristol Water region in this year compared to last.

Pennon Water Services

Pennan Water Services has once again performed strongly this financial
year through its disciplined approach to winning new business and
benefited from higher demand.

Non-household demand has continued to recover, up 58% on 2021/22,
and consumption is appreaching pre-cowid lovels, with recovery
predominantly in the hospitality, tourism and manufacturing scctors
New contract wing have contributed £11.2 million of additional revenue
compared to last year. The overall growth rate in this financial year was
1B% and compares to 2021/22 levels of 199%.

Underlying operating costs have grown marginally behind the improving
revenues and the business has boosted its underlying EBITDA by

265% to £4.3 millon (202122 £3.4 millon) This strong performance
has resulted in the business reporting a profit before tax of £18 million
(2021/22 £10 million), a significant 80% increase on the previous vear.

The business continues to maintain its focus on targeting high quality,
sustainable customers who will benefit from the value-added services
trat form part of Pennon Water Se-vices” differentiated service
proposition, with new annualised contract wins of ¢ £14 million secured
during the year.

Group net finance costs

Total net finance costs for the Group of £118.2 million include £184
million nan-underlying gain resulting from tne repaymert of the Bristo!
Water plc index-inked bond due 2047 Underiying net finance costs

for the Group of £13€6 million are £42.2 milion higher than last year
(2021/22 £937 mitlion). driven |argely by the current nigh levels of
irflation impacting index-linked debt charges but also includes an
additional two manths’ finance cost contribution from Bristol Water in
2022/23. whilst the Group benefits from a lower proporton of index-
linked debt compared to the water industry average, following the Bristol
Water acquisition ¢.30% of Pennon's regulated water businesses’ gross
debt was index linked. Actions have been taken during the second half
of the year to smooth bath inflation volatility aver the period to 2025
and lower our level of Index-linked debt over the lang-term to around
20-25%. The non-casn elemenit of our firance charges, which accretes to
the debt orincipal, was ¢ £84 million (2021/22 ¢ £36 million).

Tre Group cztimues to eff 2iertly secure funding for Sout West Water
through its Sustainabie Financing Framework and ta ensure c60% of its
interest rate risk is mitigated in ing with the Group treasury policy, which
is schieved thraugh 'ssuing batr fixed rate debt and sffect ve interest
rate hedging, with a further element being index-linked Pricr to the
acquisition of Bristol Water, the index-linked proportion of debt had been
maintained at a relatively stable propartion of c25%.

In the second half of the year, the Graup reduced its proportion of index
linked deft by repaying the Bristol Water ple index-linked bond due
2041 and entered into £300 million of RPI to fixed rate swaps to fix the
interest charge over the period to 2025 to smooth the impact of inflation
over K7. These changes have helped ta manage the Group's exposure to
the current volatility in its finance costs.

Effective Interest Rate” (%)

E o a b &
089 2020 2000/ 20222 2002023

Share of post-tax profit from associated companies

As part of the acquisition of Bristol Water in June 2021, we obtained a
30% interest in Water 2 Business Limited (W2B}, & water retailer joint
venture with Wessex Water. This investment is accounted for under the
equity method and following a period of losses, as the business reached
scale, we are pleased ta recognise £03 million of profit after tax from
gssociated comparies in this year's results.

Non-underlying items and acquisition accounting

Non-underlying items far 2022/23 total a charge before tax of £253
million (2021/22 charge of £15.8 miliion) Non-underlying items are those
that in the Directors view should be separately identified by virtue of
their size, nature or incidence and where they believe excluding non-
underlying items provides a more useful comparison of business trends
and perfarmance.

The non-underlying charge of £25.3 million consists of:

= £20.2 million reduction in revenue being the recognition in full of
the second issuance of our WaterShare+ scheme, which hag been
extended to include Bristol Water customers and £2.2 million of
associated costs

+ A combination of elevated demand from increased tourism and
record-breaking extremes of prolonged dry and hat weather led
to extremaly low water storage jevels in the Cornwall region.
Drought permits were issued allowing increased extractions and
water saving measures were issugd for the South West Water region
for the first time since 1935, To ensure the region could be supplied
with water over the summer and continuing into 2023, South West
Water has instigated a serfes of mitigating measures and one-
off expenditure to acdress the situation Due to the exceplional
combination of these events and the significance of the mitigating
actions this has resulted in the recognition of £76 million revenue
reduction from the Stop the Drop discount incentive to reduce
water consumption and £2.4 milhon of specific costs relsting to the
measures being treated as non-underlying.

« £4.3 million of costs in connection with the merger, statutory licence
transfer and integration of Bristol Water intc South West Water.

« £184 million gair resulting from the repayment of the Bristol Water plc
index-linked band due 2041, as part of re-balancing the proportons of
index-linked dest in the Group debt portfolio.

The non-underlying charges in 2022/23 give rise 1o a net tax credit of
£53 million in refation te the above iterrs. In 2021/22 the total non-
urderlying tax charge was £982 million, including a credit of £1.3 mikion
in connection with non-underlying pre-tax items and a £335 million non-
underlying deferred tax charge, recognised for the change in future tax
rate which was substantively enacted during the previcus financia. year.
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As part of the requirements of acquisition accounting. we have finalised
the fair values of the acquired balance sheet of Bristol Water. The
provisional valugs reported in the Group's results to 31 March 2022
have been revised to reflect 3 £55 million increase in the fair value

of the acquired deferred tax liabilities with a corresponding increase

in Goodwill,

Goodwill arising from the acquisition of £1216 million has been recorded
in the Group consolidated balance sheet and is attributed to the
synergies expected to be derived from the combination and the value of
the workforce which cannot be recognised as a separately identfiable
intangible asset.

Responsible approach to tax

The Group is pleased to confirm 1t has once again maintained the Fair
Tax Mark accreditation for the year. This is the fifth year in succession
that the Group has been awarded the accredilation and we are proud of
our responsible approach to tax.

The overalt 2022/23 tax credit for the Group is £8.9 million {2021/22
charge of £112.1 million). Gn an underiying basis, the net tax credit for
202223 for the Group of £36 million (2021/22 charge of £139 million)
consists of:

» Current tax credit of £2.7 millicn, re‘lecting an effective tex credit rate
of 161% (2021/22 charge of £50 million, 3.5%) This reflects a £2.7
million current tax credit in respact of the prior year as a result of
additional super deductions and lower non-deductible expenditure
following the preparation and submission of the 2022 corporate
tax computations.

» Deferred tax credit of £0.2 million (2021/22 charge of £89 million).
Thus reflects a current year deferred tax credit of £18 million in
relation to capital allowances in excess of depreciation charged
Jcross the Group, fargsly due ta super-deductions, offsat by tax [osses
carried forward for utilisation in later periods. A £0.3 million cradit
also arises as a result of the change in tax rate, on current yoar items
(including tax losses generated in the year carried forward for future
reliefy which will crystallise at 25% rather than 19%. It alse includes a
deferred tax charge in respect of the prior year of £10 million which
arises largely due to additional super deductions,

There is also a non-undarlying tax credit of £53 million in 2022/23
relating to the non-underlying items set out above This includes a
current tax credit of £2.8 million in relation to losses to be carred back
to relieve against prior year profits, and a deferred tax credit of £25
million which relates to losses carried forward for utilisation in later years
and the unwind of the fair value adjustment in relation to the Bristol
Watar bond terminated in the year.

The Chancelior anmounced in the March Budget. that the 130% super-
deduction on plant and machinery will be replaced with full expensing
deductions for the next three years from 1 April 2023 to 37 March 2026,
with a plan to make this permanent when fiscal conditions allow, Without
this change, the writing down allowance would have reverted to the
previous rate of 18% on plant and machinery (where the expeacted life

15 less than 25 years) The 50% first year allowanrce on long life assets
and integral features has been extended for the same three-year period,
again with the aim to make this a permanent change Without this, relief
would have reverted to 8% per annum on a reducing balance basis.
Given the Graup’s continued capital investment programme, thesc
changaes mean that the Group anticipates generating tax losses in

the remaining years of K7, and therefore does not expect to make any
corporation tax payments during this time.

Earnings per share

The Group has recorded a statutory earnings per share of nit pence per
share for the year ended 31 March 2023 (2021/22 4.9 pence per share)
This includes a net non-underlying charge before tax of £25.3 million
and a net non-underlying tax credit of £53 million. Statutory earnings
per share for 2021/22 were impacted by the significant non-underlying
deferred tax charge in respect of the change in corporation tax rate and
also the average number of shares used to derive the earnings per share
were impacted by the share cansolidation in July 2021

Our adjusted earnings per share” cxeludes the impact of deferred tax
charges and non-underlying items. For the Group, we have generated
adjusted earnings per sharg” for 2022/23 of 73 pence (2021/22 50.2
pance), with this reduction in earnings reflecting the significant impacts
from higher power costs and the impacts of nflation on finance costs
and opgrating costs more generally.

Sustainable net debt position

The Group’s cash flow from operating activities for 2022/23 was £313.7
million (2021/22 £334.2 million) Cash collections have remained robust
and we continue to monitor cash collections closely and are focused on
providing a broad range of affordability measures to suppart those in
need of support.

Net interest payments were £154.8 million (2021722 £72 0 million) within
the increasc driven by £515 million of intercst paid on lease settlements
relating to interest accreted to the lease principal and s full 12-month
impact of Bristol Water. A significant element of the increased income
statement finance charges arises from our index-linked debt, and is non-
cash, as the indexation element accretes to the debt principal repayable
on maturity.

Our accelerated environmental Investment programme has resulted
N an increase in capital investment cash outflows of £102.9 million to
£3305 million (2021722 £2275 million).

Other significant movements in net debt in 2022/23 include the final
tranche of the share buy-back programme of c.£40 million, payment of
our interim and final dividends far 2021/22 and £84.3 million of non-cash
indexaticon on our loan instruments. Other movements of £116.4 million
anse in the main from a reduction of debt associated with historically
accreted lease interest (£51.5 million, the unwinding of fair value
adjustments on acquired debt (F44.3 million), notably following the
repayment of the Bristol Water ple index-linked bond due 2047, and VAT
recovered on lease repayments (£215 million).

The Group's IFRS net debt at 31 March 2023 was £2.9654 million

(31 March 2022 £2682.9 million). which is also referred to as sustainable
net debt. This includes fair value adjustments on acquired debt of
£124.0 million” which are released over the life of the related debt
instruments. The Group's net debt position excluding these adjustments
is £2.8414 million.

Sustainable net debt

Pennor Group - summansed net cebt Jow

(£m3 2022/23 Rows
Net debt excluding fair value uplifts 1 April (2,514.3)
Opening balance 1 April (2,682.9)
Cash generated from operations 3137
Corporation tax paid ) (1.4)
Net interest pard {154.9}
Capital investment (330.5)
Repurchase of own shares (40.0)
Ordinary dividends paid (101.6)
Mon-cash index-linked accretion (84.3)
Other movernents™ 16.4
Closing balance 31 March (2,965.4)
Net debt excluding fair value uplifts

31 March (2,841.6)2

Agile and efficient financing

The Group has made several changes to its financing since the end of
the last financial vear to ensure we can efficiently support the needs
of cur business strategy and are agile to address the changes in the
mMacro-economic environment,

Since 31 March 2022, the Group has secured and completed c.£825
millian of new and rencwed facilities, including,

= Cur first syndicated £300 millien private placerment with an average
maturity of 12 years

1 202122 watar business comparator of 3 7% ra-analysed to provide comparative pedarmance Jnder post-integration Sedth West Water Lirvted group of companies’ structure
2 Carrying valse of fair value acquisitor adjustments ta detit as at 31 March 2023 - £36.4m Bourremouth Water, £876m Bnstol Water
3 Ircluding fair value amwminds on settlenent of Bristol Water 2041 bond, & reductor of debr assouiated with historically actreted leave interest and net VAT recoverable from

lease regayments
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Group Chief Financial Officer’s report continued

= £205 million of new term loans and leasing with an average maturity
of 9 years.

¢ £25 millign 20-year private placement.

= £295 million of new and renewed revolving credit facilities.

During 2022/23 all new and renewed facilities were raised under our
Sustainable Financing Framework.

Our lease portfolia will continue to deliver long-term benefits as part of
our diverse range of facilities as we look ta further dwversify our portfolio
going forward, as a strand of our Sustainable Financing Framewark,
During the year, we continued our programme of repayment and
restructuring of the portfolio to ensure its continued efficient and
cffective management with a further ¢ £187 million {inzluding interest on
leases) repaid during 2022/23.

The Group has taken steps during the year to re-balance the proportion
of index-linked debt to align with previously maintaired ievels for the
longer-term. In November 2022, we reduced our index-linked debt
proportion by repaying the £40 million Bristol Water pic index-linked
band due 2041, gencrating an £184 million non-underying gain.

The statutery transfer of the Bristol Water business to South West
Water completed in February 2023, including outstanding debt being
transferred on an unsecured basis.

Resulting from the changes above and drawing of new debt during the
year, Sauth West Water gross debt at 31 March 2023 was £2.918 million
(31 March 2022 £2 848 million). The debt has a maturity of up to 34
years with a weightad average maturity of c15 years

At 31 March 2023, South Wost Water' net debt to RCV” ratio” stood
at 608%, (31 March 2022 62.0%) This is broadly 1n line with Ofwat’s
notional structure of 60%.

South West Water's cost of finance, with an Effactive interest rate® in

2022/23 of 55% remains among the lowest in the industry. continuing to
benefit from the diverse portioho of debt

Financing portfolio - strategic positioning

The Group has a strong liguidity and funding position with £420 million
of cash and commutted facilities as at 31 March 2023 This consists

of cash and cash equivalents of £165 million (including £22 million

Longham Lakes,
Bournemouth

Major Categories of Capital Expenditure (£m)

@ South West Water (Water)

£210.6m
@ South West Water (Was-ewsatar),
£358.3m | | em
TOTAL @ Cther:
£0.1m

of restricted funds representing deposits with lessors against lease
obligaticns) and £255 million of undrawn facilities. £104 million of the
cash holdings are held at the Pennon company level.

Following the successful transfer of Bristol Water to South West Water,
this has meant changes to the regulatory licence and we are targating
to obtain a strong investment-grade rating for South West Water for the
start of the next regulatory period.

South West Water' net debt at 31 March 2023 is a mix of fixed / swapped
(£1854 million, 65%), floating (E609 million, 21%) and index-linked
borrowings (£402 million, 14%), which reflects our diverse debt portfolio
and compares to an industry average® of fixed / swapped 42%, floating
4% and index linked 54% New debt raised during this regulatory period
has becn fixed to align to iBoxx indices in line with Ofwat’s appreach to
allowed cost of debt. Where appropriate, dervatives are used to fix the
rate on floating rate debt.

As we progress through the remainder of K7 we expect the mix of aur
debt portfolio to evolve and are strategically targeting index-linked debt
to represent 28-25% of our partfolio in the long term. This will enable
the Group to maintain its financing flexibility, whilst remaining within our
treasury policy of at least 60% fixed rate debt.

As the Group continues to develop, and we see our funding
requirements grow. we expect the Group to manage its partfolio with
larger and more diverse debt instruments, taking advantage of the
public ratings once established in 2025, 11 line with Ofwat’s final PR24
methodolegy requirements.
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We will continue to maintain & diverse porlfoliu of debt to support
flexibility and growth opportunities. We expect that our reinvestment of
our cutperformance in environmental enhancements will be financed
through debt, resulting in increased net debt to RCY gearing in the short
term. In the long-term this investrent will provide returns though K8
revenues and a higher RCV. We now expect RCV 1o reach £5.2bn at the
start of K8

Water business Net Debt Structure (Em)

@ Index-linked
£402m

£2 865m @ Foating:
’TOTAL ® f:::_m
£1,854m

Internal borrowing

South West Water's funding is treated for regulatory purposes as
ring-fenced This means that funds raised by South West Water are not
available for other areas of the Group.

Bristol Water was transferred to South West Watcr in February 2023
and all the debt is now managed on the South West Water standard
covenant package as unsecured and unrated.

Pennon Water Services funding is predominantly provided by Pennor,
Penrion will continue to use funds to support the Graup's ongoing
operations as appropriate.

Taxation strategy

Transparency remaing a critical component of our approach, recegnising
that openness and honesty with our customers 15 essential. Optimising
nur tax position benefiis them, for exampla by keeping water bills daown,
but we do not enter into artificial tax arrangements, Use tax havens or
take an aggressive stance in the interpretation of tax legislation. As a
lamg-term business with & long-term approach to financial management,
there have been no changes to the Group's overall tax strategy this year
compared to last.

1 Based or South West \water Limited's groap of companies, incluging Bristo!
Water plc

2 Based on South West water' net debt ard shadew RCV

3. UK water position as at 31 March 2022 as per pablished annual perfarmance reports
- welghted averags

Wa continue to hald the Fair Tax Mark. Launched in 2074, the Fair Tax
Foundation's purpose is to encourage and recognise businesses through
their Fair Tax Mark accreditation scheme This is an independent
accreditation scheme for businesses paying their fair share of
corporation tax and reporting an their tax practices transparently
Achraving the Mark demonstrates that we are paying the right amount
of corporation tax in the right place at the nght time and apply the gold
standard of transparency

Under our tax strategy we

= At all times, consider the Group's corporate and social responsibilities
In relation to its tax affairs,

Operate appropriate tax risk governance processes to ensure that the

policies are applied throughout the Group.

» Comply with our legal requirements, file all appropriate returns on
tirme and make all tax payments by the due date.

« Consider all taxes as part of ongoing decisions.

= Do not enter into artificial tax arrangements nar take an aggressive
stance in the interpretation of tax legislation

« Do not undertake transactions that are outside the Group's law-risk
appetite for tax or not 1n ling with the Group's Code of Canduct.

= Engage with HMRC in a proactive and transparent way and discuss
our interpretation of tax laws in real time, such interpretations
following both the letter and spint of the laws

+ Do not have any connections with tax havens unless it is necessary
for the purposes of trading within those jurisdictions

» As along-term business with a long-term approach to financial

management, there have been no changes to the tax strategy which

is reviewed and reaffirmed on an annual basis.

Further details are given in the Group's tax strategy report available on
the Pennon Group website www.pennon-group.co.uk

Regulatory Capital Value (RCV) (Em)

£3,

505 m
£25
3,393

Jﬁ
£¢.116m

2o 2020 2021 2022 2023

@ South WesWater
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Group Chief Financial Officer’s report continued

Tax contribution 2022/23 - horne/collected

@ Employment taxes.
E41m

@ Busingss rales:
£35m

@ Corporaton tax:
£1m

@ Ervironmental payments.
£12m

@ Fuel excise duty,
£1m

Cther,
£5m

The Group's total tax contribution (TTC) for 2022/23 amounted to £95
millior {excluding £150 millon of VAT receipts) (2021/22 £88 millen
reanalysed to oxcluded VAT receipts). TTC is a standardised measure of
a group's tatal tax contribution, having been developed by PwC and the
100 Group (FTSE 10Q Finance Directors). It is acknowledged as being 3
farr and comparable representation of total tax cost

TTC locks at taxes borne, and taxes collected. Taxas borne includes
all taxgs which are a cost to the Group, such as fandfill tax, business
rates, corporation tax and employers’ National Insurance contributions
(NICs). Taxes callected and recovered highlights where the business 15
collecting tax on behatt of HMRC.

Employment taxes totalled £47 million {2021/22 £37 million) including
employees’ Pay As You Earn (PAYE} and total NICs. The total amount of
£47 million includes PAYE of £4 million (2021/22 £4 million’ on pension
payments made by the Group pension scheme. A net amount of £30
million (2021/22 £27 million) was coliected on behalf of the autharities
for employce payroll taxes.

Business rates of £35 million (2021/22 £34 million) were paid to local
authonties. This s a direct cost to the Group and reduces profit
before tax.

UK Corporation Tax payments ta HMRC in the year were £1 million
(2021/22 £7 milliony in relation to payments due for prior years.
There were na payments due in respect of 2022/23 as the Group has
gencrated tax losses in the year.

Payments to the Environment Agency and other regulatory bodies total
£17 million (2021/22 £17 milhion. This reduces profit before tax.

Fuel excise duty of £1 mitlion {2021/22 £1 milion) related to transpart
costs. This reduces profit before tax.

VAT repayments of £150 milion due (2021/22 £88 millon) have been
recetved to the Group from HMRC. VAT has no materia' impact on profit
and is excluded from the TTC figure to avaid distortions in this.

Contingencies

Ofwat and the Environment Agency announced an industry-widg
nvestigation into sewage troatment works on 18 November 2021 In
June 2022, as part of its ongoing Investigation, Ofwat announced
enforcement action against South West Water Limited, slongside the five
companies which received enforcement natices in March 2022,

On 23 May 2023 Ofwat announced an investigation inte South West
Water's 2021/22 operational performance data relating to leakage

and per capita consumption This operational performance data was
reported in South West Water's Annual Pefarmance Repart 2021/22.

All company data is subject to extensive process chacks, which include
both internal and external assurance. Al data disclosed in South West
Water's Annual Perfarmance Report is subject to checks and balances
carried out by South West Water's externar technical audito,

1 UK water position as at 31 Wareh 2022 - werghted average

The company continues to wark openly and constructively with
regulators to comply with the formal notices as part of these ongoing
investigations by engaging and providing information as required.

Pensions

At 31 March 2022, the surplus on retirement ohligations of £66.3 millian
comprised a surplus an the Graup's principal pension scheme, Pennon
Group Pension Scheme (PGPS), of £595 milllon and a surplus of £6.8
million in respect of Bristol Water's defined benefit pension obligations.

The oversll surplus at 31 March 2023 has reduced to c.£23 millian
reflecting the foliowing principal movernents:

« £23 million net reduction in surplus from the movement in financial
actuanal assumptions with significant reductions in liabilities, from
the increasing discount rate, offset by the reduction in asset values,
(reflecting market volatility and the greater level of hedging in
the schemes).

= £16 million reduction in surplus with the change in other actuarial
assumptions reflecting the impact of inflation on immediate term
pension increases, and other changes in ectuarial assumptions fram
the March 2022 triennial valuation.

The trienmal valustion of PGPS as at 31 March 2022 has been agread
and na deficit racovery payments ace required. The valuation recarded
an actuarigl technical provisions surplus of ¢.£8 million, representing
¢101% funding. The valuation reflects the improvements in the funding
of PGPS aver recent years supported by the respensible payments made
by the Group. The ongoing funding requirements for the Company to the
scheme are limited to the continuing administration expenses.

As funding of PGPS has improved the investmant porifoho has been
de-risked through increasing the scherne's real gilts hedging position
through Liability Driven Invesiments (LDIs), which are commonty used
by UK pension schemes. Whilst LDIs remain a critical part of the hedging
strategy, further risk managemert and monitoring styategies have been
implemented to help protect against the potential for rapid movements
in yields given what was seen in gilt markets last autumn.

Bristol Water's pension surplus relates to the Bristol Water Section of
the Water Companies Pensior Scheme (WCPS) The liabilities of the
scheme are fully insured. securing the pension promises made to the
benetit ot members through a bulk annuity policy. Changes in actuarial
assurmptions have little impact on the surplus recogmsed as the change
in liabilties is materially matched by the change in asset values through
the bulk annuity policy. As a result the net surplus of ¢ £7 millian
remains largely unchanged. The surplus recognised is restricted by a tax
deduction of 35% under UK tax legislation,

Dividends

The Group continues to strive 1o deliver on its commitments to
customers, sharehclders and stakeholders as our investments

drive strorg and sustainable results Arcund two thirds of Pennon's
shargholders are UK pension funds, savings, charities and individuals
with almost half of the Group's employees, now including Bristol Water,
also oeing shareholders. Following the second issuance of our unique
‘WaterSharc+ initiative, customers now make up more than four tmes the
number of institutional sharehalders,

Pennon's sector-leading 2020-2025 dividend policy of growth of CPIH
+2% reflects the Board's ongoing corfidence in the Group's strategy
and 15 underpinned by continued RORE outperformance in South
West Water.

The Board has recommended a final dvidend of 2977 pence per sharg
for the year ended 31 March 2023, Together with the interim dividend of
12 98 pence per share paid on 5 April 2023 this gives a total dividerd
for the year of 4273 pence. This represents an increase of 109%

(March 2023 CPIH « 2%) on 2021122 Penncn offers skarehalcers

the oppartunity to invest ther dividend in a Dividend Reinvestment
Plan {DRIP).
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The proposed dividends totalling £111.7 million are covered 2.8 timas

by underlying EBITDA (2021/22 38 times>. The reduction in EBITDA
dividend cover” was cxpected given the significant near-term pressures
on earnings from elevated power pricing. Pennon Group plc has
substantial retained earnings and a sustainable balance sheet to support
its stated dividend policy. The strong fundamentals of its principal
operating subsidiary, South West Water Limited, underpin this policy
with its strong RORE and growing RCV. Dividends are charged against
retained earnings in the year in which they are paid.

Investing for sustainable growth - renewable
energy generation

In line with bath our lang-term sustainzble growth strategy in UK
environmental infrastructure and our desire to accelerate on our Net
Zero target by 2030, we have allocated £160 million for investment in
renewable enargy generation. This strategy will also benefit the Group
by reducing our exposure to future volatility in wholesale power markets,
that we have experienced this year, and will provide commercial returns
ahead of those earned from our regulatary water business.

In May 2023 Pennan Power Limited, a8 direct subsidiary to Pennon Group
ple, acquired a ¢.40 GWh site in Dunfermline for an expected total
acquisition and build cost of around £35 million. This is an attractive
ready to build site. with consents in place, and is expected to commence
generation in 2024 This site also has capacity for further investment of
around £25 million for a 2-hour 80 MW battery storage facility that will
support the UK's transition to renewable energy and earn further
heatthy returns.

In addition, we are in advanced discussions on a further four sites that
could provide a further 150 GWh generation, potentially bringing our
total generation to 190 GWh from these projects. This amount equates
to around 45% of our electricity usage and would be a big step forward
towards our 2030 target of 50% self-generation.

Financial outlook

Looking to 2023/24, thare are some signs of inflation stabilisation before
it recedes to more normal levels, whilst the global economy continues to
be volatile and reactive to a range of ongoing geopoltical dynamics.

1 Based or cairert market pricirg and current Fedged position of ¢.75% for 2023/24

We recognisce the pressure that inflationary pricing increases pose to
our customers, and customer bill affordability continues to remain a key
consideration for us. Our broad range of affordability measures ensures
we are able to support those in need of support, and we continue to
focus on delivering improvements efficiently and effectively.

We expect overall revenues to increase with the combined impact
of inflation on our 2023/24 taniffs (net of the year on year impact of
regulatory adjustments and QDI penalties) and ongoing expected
growth in our non-houschold retall business,

Whilst wholesale cost levels remain elevated, we anticipate. power costs
to remain broadly flat year an year' compared to 2022/23 total power
costs of ¢ £103 million (wholesale costs £67 million, non-commodity
costs £36 milllon). We have recognised the pressure sustained figh
levets of inflation place on our colleagues and pay increases of c.6-7%
have been agreed across the Group with a greater allocation towards
lower income bands. In other areas the sustained elevated levels of
inflation continue to place upward pressure on our input costs. Despite
these upward cost pressuras we are targeting to maintain total operating
costs in South West Water at 2022/23 levels, whilst growth in the retail
business outside our region will increase wholesale water costs

We have reduced the level of volatility on our interest costs by reducing
our exposure to Index-linked debt with £300 million of RPI swaps to
smooth the impact of inflation over the remaining years of K7 Whilst the
changes we have made in our financng remain efficient the increased
borrowing rates on variable debt and increased debt levels to support
our capital investment profile are expected to result in an overall
increase in net finance costs.

Overall, these impacts are expected to result in improvements in
near-term earnings and, in the longer term. the elevated inflatonary
environment provides the Group with additional growth in long-term
sustainable value, with revenues and RCV linked to Novernber and
March outturn inflation, respectively.

PRt

Paul Boote
Group Chief Financial Oificer

31 May 2023

Roadford Reservoir
in West Devon
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Risk management and principal risks

Managing our risks

The Group operates within a complex and evolving risk landscape which includes changing
Government policy, multiple regulatory frameworks and increasing customer and wider

societal expectations.

The long-term success of the Group is dependant on the effective
management of risks and opportunities and remains a key focus for the
Pennon Board and Executive. To achieve this. Pennon operates mature
rnisk management and internal control framewarks which arc aligned to
the Group's strategic prioritics and are embedded intc our processes,
culture and ways of working These frameworks farm a key part of our
governance structure ensuring that thore is robust review, challenge and
assurance over the management of both our current and emerging risks
and opportunities.

Pennon risk management framework

> oversight

- o
rd ~
” ~
7 ~
e Risk Risk hN
. monitering appetite and *
/ and reporting identification Y

1
1
1
vt
]
[

\ Risk
v mitigaticn

Risk ’
assessment /

Probable (>70%)

Likelihood

Rare (<10%)

52

I

Possible (30-70%) 3

Unlikely 10-30%) 2

1

The Groups nisk management framework encompasses both a ‘top-
down’ and ‘bottom-up’ approach. This,

+ allows risks and opportunities to be cascaded and
escalatad effectively.

» enables a common understanding of the risks and opportunities
and their petential impact on the achicvement of the Group's
strategic priorities.

« pravides a multi-layered approach to the review and challenge of risk

Dunng the vear, as part of the broader integration of Bristo! Water and
other organisational changes. the Grouw's risk management framework
and associated governance and processes have been further enhanced
and standardised across the Group. All members of the Pennon
Executive attend the Pennon Executive Risk Committee meetings,
reflecting the increasing interconnectedness and complexity of the
principal risks facing the Group,

Cur risk assessment methodology

A caonsistent methodaology is applied in the assessment of the Group's
risks (ncluding climate-related nsks) and opportunities, which considers
beoth the likelihood of the risk occurring and the potential impact.

Impact is assessed across the following tinancial and non-financial
categories: financial, safety, environmental, stakeholder and customer
impact, reputation, sustainability, and quality. Over the past year the
Group has enhanced the impact assessment criteria to better reflect
environmental and sustainability considerations, including impacts to the
Group's climate, carbon, and nature objectives.

Likelhood 15 defined as likelihood over the next five years under
faur categories (probable, possible, unlikely, or rare) with defined
probability thresholds.

Risks are assessed on both a ‘gross’ (without the consideration of
existing contral measures) and ‘net’ (with consideration of existing
contral measures) basis. The impact and likelihood is multiplied and
plotted on a 4x4 matrix to determine the overall Red, Amber, Green
(RAG) nsk rating which is used to prioritise risks and actions.

Risks Matrix Opportunity Matrix

3

2

1
1 2 3 4 1 2 3 4
Minar Moderate  Major Severg Minar Moderate Major Severe
Impact Impact

Key - Financial Impact

Minor Moderate Major Severe
1<2% 2%+ 5% 5% -75% >75%
i paT PAT PAT PAT
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Oversight

First line

Governance of the risk management and internal control frameworks

The consideration and reporting of nsk management and the key responsibilities and activities which encompass the Group's risk management

framework are summarised below

Principal and busingss-level risks are subject to regular review and challenge by individual funciions, the Pennon Executive Risk Committee, the

Pennan Executive and the Pennon Board.

The Group mitigates its risk exposure in ling with the desired risk appetite and tolerance levels, through the operation of a robust internal contro! and

assurance framowork which is aligned to the ‘three lines' modsl

The Group Fxecutive and the Pennon Beard 0atain assurance over the effectiveness of the 1nternal control environment across all three lines of
defence from a variety of internal and external assurance providers, including an indcpendent Sroup Intermal Audit function.

Pennon Board

Key risk management responsibilities

+ Sets the Group's strategic objectives.

« Establishes the Group's risk appetite.

+ Determines the Graug's principal risks.

« Ensures an effective internal control framewark.

Key assurance activities

« Quarterly review of the Group's principal risks against the
determined risk appetite.

= Quarterly review of the Group's emerging risk log.

»

< Audit Committee

Key risk management responsibilities

+ Reviews the effectiveness of the Group's risk
management framewark.

+ Reviews the adequacy of the internal control framowork.

Key assurance activities

» Performs quarterly deep-dive reviews on principal risks.

» Approves the Group internal Audit Plan.

» Receives reports on the outcomes of key assurance activities,

0 2

Group Internal

Key risk management and procedures.

responsibilities

M
Individual ? £ Pennon Executive
I T
subsidiaries / ] - ——
. & | Key risk management responsibilities
functions 3 = Day-to-day management of the Group's principal and operational risks.

« Establishes the relevant Group-wids risk management processes

« Maintains the intermal control framework.

udit

Third line

Key risk managemeant

respansibilities

+ Provides
independent, risk-

« Identifies and

asscsses subsidiary Key assurance activities

based assurance on
“he effectiveness

/ functional-level
riSKS.

Implements

and exccutes
appropriate risk
mitigation strategies,
aligned with the
agreed risk appetite,
Manitors compliance
with intarnal

control framewark.
Review of subsidiary
/ functional principa!
risks on a quarterly
basis by senior
leadership teams.

» Performs a thorough appraisal of the Group's principal and emerging
risk profile quarterly.

« Monitors the Groups performance against operational and
financial metrics,

« Establishes and reviews policies, procedures and delegated authorities

» »
Pennon Executive Risk Energy Risk
Committee Committee

Key risk management
responsibilities
Establishes the
Group's approach to
energy managemaent
and risk exposure in

Key risk management responsibilities
= Reviews the Group's principal risks

and mitigation strategies .
= Provides challenge to individual

functions over the management of

their business-level risks.

of the internal
control framewaork.
Coordination

of independent
assurance activities,

« Regular reporting
to Audit Committee
and Penncn
Exgcutive on the
effectivenass of
internal controls and
the outcomes of key
assurance activities.

Key assurance activities

Key assurance activities + Congiders mitigation plane for High

« Functions provide
assurance activities
across key business
processes Including
regulatory, legal,
health & safety.

« Receives functional and
departmental updates an business
level (bottom-up) risks.

o Performs horizan scanming on
ermerging risks and oppartunities.

Impact Low Likelihood (HILL) risks.

ling with the desired
risk appetite.

Key assurance activities

« tdonitors adiherence
to agreed strategles
and risk positions

= Self-certification of
compliance
with the internal
control framework

Key assurance activities

« Quarterly review of Group principal
risks and key subsidiary /
functional risks.

» Undertakes deep-dive reviews of
specific risks.

»

2,

Asset Management

Operational Risk Management

Project Risk Management

i

»

b
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Risk management and principal risks continued

Environmental, social and governance risk management

Qur purpose and values recognise the broader socictal role that the
Group plays within the regions and communities it serves. Consequently
environmental, social and governance (ESG) considerations are at the
heart of the Group's activities and how we operate as a responsible
business, The identification, assessment and management of ESG

risks and opportunities are integrated into the Group's overall risk
management framework and methodalogy. The delivery of ESG metrics
and targets, and the associated risks and opportunities, are monitored
thorough the ESG framework by the ESG Commitiee. Further detail is
provided on page 126.

As the owner of a water and wastewater company, the Group
acknowledges the fundamental impact that climate change has an the
Group's strategy and priorities and is considered to be pervasive across
the Group's principal risk profile The assessment of the individual
principal nsks, as detailed within the table below, has included the
consideration of both physical and transitional climate change impacts,
where relevant, and the mitigating actions being taken.

Further detail on the specific physical and transitional climate change
risks and opportunities relevant to the Group, along with mitigating
actions being taken, are detailed further within TCFD on pages 74 to 95.

South West Water technical (non-financial) data

In addition to the risk management framewark detailed above which
applhes across the Group, recognising the importance of the regulatory
ODI framework, South West Water engages indepandent, third-party
auditors to audit the accuracy of the technical (non-financial) data
reported within the various annual performance reports and regulatory
publications and submissions, including its performance commitments
and environmental data. Furthermore, a third party provider, DNV,

has also performed additional assurance work over selected
sustainability measures.

Continuous improvements to risk management and
internal control

The Group is committed to continuously improving its ability to
identify and respond to current and emerging risks. Examples of risk
management improvements durnng the year include:

+ The creation of a Compliance function overseen by the Group
Compliance Director, bringing together key second line compliance
activities undertaken across the Group

» A Compliance Committee has been established ennancing the
gavernance over kay compliance aspects and returns

+ Deatailed analysis has bean undertaken to inform the Group's capital

investment to address long-term water resource and environmental

improverment plans as part of the business planning process

Testing of resilience and response plans has been undertaken

covering various scenarios, including power outages and

cyber security

v The successful launch of the ‘Quality First initiative as part of the
continuous Improvement of drinking water production.

*

Management of South West Water within the Group's
risk management framework

Pennon manages its risks in such a way that South West Water, as a
regulated commeany, is protected from risk elsewhere in the Group, The
Group's princical risks and uncertainties include those Group-level r'sks
that could materially impact on South West Water

Pennan's risk management and internal contral frameworks engure

that it does not take any action that would cause South West Water

to breach its I'cence obligations, Further, the Groups governance and
management structures mean that there s full understanding and
consideration of South West Water's duties and oligations under

its respective licences, as well as an appropriate level of information
sharing and disclosure to give South West Water agsurance that it is not
exposed as a result of activities elsewhere within the Group

Horizon scanning

Emerging risks and opportunities are considered to be factors and
events which could have a future impact on the achievermnent of the
Group's strategic priorities but lack the required clanty or certainty in
order to adequately assess their impact. Horizon scanning of emerging
risks and opportunitics is embedded within the risk and opportunity
review process performed by individual subsidiaries and functions.
Emerging risks are reviewed by the Pennon Fxecutive Risk Committes,
Pennon Executive and Pennon Board as part of their regular assessment
of the Group's risk profile. Notable emerging risks and opportunities are
detailed within the table below

Risk/opportunity

Micro-pollutants, plastics and micro-plastics

Risk category impact
« Operating performance.

Comment
The continued focus on the
impact of micro-pollutants
and micro- plastics could
present both risks and
spportunities arising
from changes to water
treatment processes.

» Business systems and
capital investment

Time horizon
Madium-term

Risk/opportunity

Biodiversity

Comment Risk category impact
Threats to the region's « Qperating performance,
biodiversity, as a result of
development, pollution and
climate change, may require
changes to how we interact
with species and habitats in
the areas where we operate.

Time horizon
Long-term

Risk /opportunity

Changes to the demographics within the South West

Risk category impact
+ Operating performance.

Comment

Increases in pooulation
migration to the South West
dug ta the longer-term
impact of COVID-19 and
climate change could place
turther demand on our
resources and assets

Time horizon
Long-term
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Risk/opportunity

Artificial intelligence and machine learning

Comment Risk category impact

There is a risk that

automated intclligence and

learning deployed within

opcrational processes

develops faster than

Government regulations
_and standards.

+ Operating performance.

_Time horizon

Long-term

Risk/opportunity

PFAS and forever chemicals

Comment Risk category impact

« Operating performance.
» Business systems and
capital investment,

Changes in regulatory
requirements or the
introduction of statutory
standards may require
significant changes in
operational processes in the
water treatment process

Time horizon
Long-term

Risk appetite

The UK Corporate Governance Code reguires the Group to determine the nisk appetite considered appropriate in achieving the Group's strategic
priorities. Striking an appropriate balance between risk and reward is key to the success of the Group's strategy.

The Board has developed risk appetite statements for each risk category and for each principal risk. This allows the business to pursue value-
enhancing oppartunities, while maintaining an overall level of risk exposure that the Board considers to be appropriate. The Board's evaluation of the
comprehensiveness of the Group's internal cantrols in mitigating its principal risks ta an acceptable level is considered with due cansideration of the

relevant risk appetite. The risk appetite for cach risk category is detailed below:

Risk category

Risk category

Law, regulation and finance

Risk appetite statement

The Board is committed to complying fully with, and being
seen to be complying with, all relevant laws, regulations and
obligations and has no appetite for non-compliance in this area.
This includes (but is not limited to} health and safety wherg
the Board places the highest level of importance on the welfare
of our emgloyees, the public and those whe work with or on
behalf of Penncen. The Group aisc operates a prudent appreach
to our financing strategy to ensure our long-term financing
commitments are met.

The Board acknowledges, however, that the Group operates in a
compiex environment influenced by Government and regulatory
policy. Consequently, there is acceptance of increased inherent
risk in these areas and the Group seeks to mitigate any
potential downside and leverage opportunities that may arise
from Government policy and regulatary change.

Operating performance
Risk appetite statement

The Beard has no appetite for significant operational failure of
our water and wastewater assets, and seeks to reduce both the
likelihood and impact through long-term planning and careful
management of our operational assets.

Thele is yreater appetite for well-informed risk taking to
develop further markets, subject to this not detrimentaliy
impacting on the level of service expected of our regulators,
customers and wider stakeholders.

Risk category

Market and economic conditions

Risk appetite statement

The Board recognises that the Group's activities are exposed
to changes in macroecencmic and external market conditions.
The Group seeks to take well-judged and informed decisions to
mitigate these risks where possible but accepts that a leve| of
residual risk may remain beyond the Board’s control.

Risk category

Business systems and capital investment

Risk appetite statement

The Bodrd has 4 low risk appetite for risk associated with the
delivery of capital investment within our reguiated business
plan. There is greater appetite for broader investment with
decisions taken through weighting risks against the expected
tevel of return on a case-by-case basis.

The Group seeks to minimise technology and security risk to
the lowest possible level without detrimentally impacting on the
Group’s operations.
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Risk management and principal risks continued

Principal risks and uncertainties » The Bristo! Water acquisition principal risk has been removed
following clearance from the Competition and Markets Authanty and

merger of Bristol Water's licence into South West Water.

+ Key risks associated with the delivery of regulatary outcomes and
performance commitments are reflected within individuat principal
risks and has therefore been removed as a standalone principal risk.

The Group's business model exposes the business to a variety of internal
and external risks that are influenced by the potential impact of macro
potitical, economic and environmental factors. Specifically. the macro
lavel events have contributed to the high inflaticnary environment, and
the canscquential impact on power prices and interest rates both in

the UK and globally has continued to directly and indirectly impact the These principal risks hiave beer considered in preparing the viability
Group during the year. While the ability of the Group to influence these statement on page 63.

macro-level risks is limited, they continue to be regula-ly manitored and
the potential implications are considered as part of the ongoing risk
Bssessment process The Group performs a range of scenario planning
and analysis exercises to understand the risk exposure of ong, or a
numboer, of these events occurring.

Overview of Pennon's principal risk profiles

During the year the Board has carried aut a detalled review of the of

the current end emerging risks in the context of the Group’s strategic
objectives and prionties as well as the external envirgnment within which
it operates. This has resulted in the following changes to the Group's
principal risks compared with those previously reported:

« Tre avalability of sufficient water resou-ces has been segarated from
the broader drinking water principal risk and is now included as a
standalone Group principal risk

The Group's principal risks reflect the delivery of the Groups 2030
Net Zero commitment in mitigating the impact of ciimate change.

= The delivery of customer and environmental commitments have been
combined to form a standalone princigal risk.

= Non-recovery of customer debt has been removed as a principal
risk reflecting the Group's rabust debt managemeant and custamer
collections processes. With ongoing cost-of-living chatlenges for
our customers, this continues to be carefully monitared as an
operational nisk.

Strategic
Category Reference priorities Risk description Net risk
Law. Regulation ® 12,3 Changess in Govarnment policy o
and finance
12,3 Regulatory Frameworks o
© 1,23 Non-comglance with laws and regulations o
O] 1,3 Inazility w0 secure sufficiant finance ard funding, within our dabt covanants, to o
meel cngoing commitments
@ 2,3 Non-compliance or oceurrence of an avoidable health and safety incident o
@ 3 Fallure to pay all pension obligations as they fall due and increased costs to the @
Group should the defined benefit pension scheme deficit increase
Market and @® 1,23 Macrogconomic near-term risks impacting on inflation, interest rates and o
econcmic conditions pawer prices
Operating 1 2,3 Failure to deliver the Group's 2030 Net Zero Commitment to respond to the @
performance impact of climate change
@ 2.3 Avallability of sufficiert water resourcas tc meet current a~d future demanc @
) 1,2,3 Fallure of gperational water treatrment assets and processes resulting in an o
inability to produce or supply clean drinking water
® 1,2,3 Failure of operational wastewster agsets and processes resulting in an @
inability to remove and treat wastewater and potential environmental impacts,
including pallutions
) 2,3 Non-delivery of customer service and enviranmental commitments @
@™ 1,23 Insuicient skills anc reseurces to meet t1e current ang future businzss needs o
and deliver the Group's strategic priorities
Business systems and @ 1,2,3 Insu=icient capacity a~d rasilience of the s.pply chain to deliver the Grouc’s °
capital investment aperational and capital programmes
@ 3 Inadequate technological security results in a breach of the Group's assets, °

systerms and data
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@
Koy Strategic priorities 3
-
q1 Growthinenvironmental infrastructure ¢y Hish A Ircressing T Transitional climate change impact 8
a
2 Fioneering solutions @ Vedum € Stable P Physical climate change impact E
3 l_eadership in UK water . Low v Decreasing -3
g
Law regulation and finance . 3
Principal risk Strategic impact Net risk §
a
Changes in Government policy and direstion may fundamentally impact our ability to deliver the o L4
@ Groups strategic prianties, impacting sharcholder value.
Changes in Mitigation

There has been continued focus on the performance of the water sector by Government, with its Plan
for Water launched in March 2023 following an from its Storm Overflows Discharge Reduction Plan in
August 2022 With a General Election due 1in 2024 this focus is expected to continue.

Government policy

Strategic priorities . -
South West Water has been given approval to accelerate ¢ £125 million of investment to meet these

1 2 3 requircments alongside the delivery of its WaterFit strategy that is dasigned to go further than the
b 4 Government’s Plans

We actively engage and respond to policy consultations and the Group regularly engages with MPs
Climate Change Impact: and other political stakehotders, both directly and via Water UK, demonstrating the value from our
operational performance, cantimued investment 1N our network and wider societal contribution

UOIBILIOUY JALIO  SIUBLIAYE)S [B1UBUILY

Horizon scanning of emerging changas in Government policy, including climate change-related
policies. is regularly undertaken to monitor and assess the potential dirgct or indirgct impact on
the Group.

Appetite

We recognise that Government policy evolves which presents both risks and opportunities. The Group
seeks to minimise the potential risks and maximise opportunities through regular engagement and
robust scenario planning.

Principal risk Strategic impact °
Changes to regulatory frameworks may impac: an the delive-ability and affordabllity of the Group's

prionitics, which can impact shareholder value.

Mitigation
Ofwat has published its final methodology for the next Price Review period and investment plans and
priorities are well developed, overlaid by a robust governance and assurance framework. South West

Ragulatory frameworkes

Strategic priorities Water's business plan will be submitted in Autumn 2023.
1 2 3 We are actively engaging with regulators through this process but there remains a nisk sufficient
9 ) ] funding is not provided through the regulatory mechanism to achieve the environmeantal and

chimate-related ambitions of the Group, or that the priorities of regions we serve are not recognised

by regulators.
Clirmate Change Impact.
Established processes exist for monitoring changes in the ragulatory envirenment and responding to

T regulatory consultations, including vie Water UK.

Appetite

We accept that regulatory framewnrks evolve which ¢reates both risks and opportunities. We seek Lo
minimise the potential risks by targeting changes which are Net Present Value (NPV) neutral ever the
longer tarm to protect customer affordabiliny and sharegholder value,

Cur water leak
detection dogs,
Denzel and Kilo
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Risk management and principal risks continued

Law regulation and finance

Principal risk

©

Non-compliance with
laws and regulations

Strategic priorities

1,2,3

Climate Change Impact:

TP

Strategic impact Net risk
The Group is required to comply with a range of laws and regulations across our businesses. Mon- o
compliance with one or a number of these may result in financial penalties or a negative impact on our

ahility to operate effectively and reputational damage 1o the Groun,

Mitigation

There remains an ncreased appetiie amongst regulators for pursuing enforcement action for perceived
non-compliance with, for cxample, an industry-wide investigations of wastewater treatment works permit
compiiance ongoing. The Government is akso seeking to amend the maximum amount that water companies
can be penalised for damaging the environmeant

The Group operates within robust and mature framewaorks ensuring compliance with permit and other
requirements of Ofwat, the Ervironment Agency and other relevant regulators. These frameworks arc
regularly reviewed 1o ensure the Group remains compliant with the increasingly complex legal and
regulatory landscape.

The Group also maintains g comprehansive internal framework to ensure compliance with corporate laws
and regulations, reinforced through key policies endorsed by the Pennon Board and compliance training
pravided 10 staff.

These frameworks have been further strengthened during the year through the cstablishment of an
executive-led Compliance Committec and Ethics Management Committeg, that maintains oversight
of the Group's confidential whistleblowing processes, allowing concerns 1o be raised confidentially and
appropriately investigated.

Appetite
The Group maintains the highest standards of compliance and has no appetite for legal or
requlatory broaches

Principal risk

®

Inability to secure
sufficient finance
and funding, within
our debt covenants,
to meet ongoing
commitments

Strategic priorities

1,3

Strategic impact o

Failure to maintain funding requirements could lead to additional financing costs and put our growth
agenda at risk. Breach of covenants couid result in the requirement to repay certain debt.

Mitigation
The Group has well-established treasury, funding and cash flow arrangements in place, underpinned by
a Treasury Management Policy endorsed by the Board.

The Group’s financing commitments and cash flow funding and covenant compliance are regularly
reviewed by the Executive and the Board.

Whilst the macro-ecanamic environment has increased financing costs, the Group remains comfortably
withi dabt cavenant levels with sufficient headroom in place to meét ongoing Commitmants

The Group retains £420 avllion of cash and committed faciities as at 31 March 2023 in line with its
established pre-fundng approach

Appstite
The Group operates a prudent approach to our financing strategy 1n order to ensure our funding
requirements are fully met,

Principal risk

®

Non-compliance or
accurrence of an
avoidable health and
safety incident

Strategic pricrities

1,23

Strategic impact o
A significant health and safety event could result in financial penalties, significart legal costs and
darmage to the Groug's ~eputation.

Mitigation
During the year the Group has continued to deliver and embed the 2026 HomeSafe strategy. which has
included launching HomeSafe within the Bristol region.

Haalth and sa‘ety trair'ng, com™unicazion ard policy ugdstes are provided to all staff and senior
leaders regularly visit §'tes, reinforcing the Group's health and safety culture

MHealth and safety performance 1s monitored by the Executive and the respoctive Board and Executive
Health and Safety Committees. There has also been continued investment for safety improvements,
focused on operational sites and activities.

This has resuited 1N the Group achieving its lowest ever number of LT1s during tne year.
Appetite

The Group has no appetite for heath and safety-related inciderts and maintains the highest standards
of compliarce for ou- staff, contractors anc ather third cart as,
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Law regulation and finance continued

Key - Strategic priorities
1 Growth in environmental infrastruciure ¢y High

. Medium

3 Leadership in UK water @ Lo

A Inereasing T Transitional climate change impact

2 Pioneering solutions <y Stable P Fhysical climate change impact

& Decreasirg

Principal risk

®

Failure to pay all
pension cbligations
as they fall due and
increased costs to
the Group should
the defined benefit
pension scheme
deficit increase

Strategic priorities

3

Strategic impact Net risk
The Group could be called upon to increase funding to reduce the deficit, impacting our cost base. @
Mitigation

The Group has In-house pensions expertise supplemeanted by external specialists, including
professional advisers who manage the scheme's investment strategy.

In response to the fall in giit yields in Getober 2022 the investment portfolic has been de-risked
through increasing the scheme’s real gilts hedging position through LDIs (Liability Driven Investments).

As at 31 March 2023 the Group's pension schomes remain in surplus, reflecting the improvements
in the funding of PGPS in recent years, and no deficit recavery payments are required following the
triennial valuation of PGPS as at 31 March 2022,

Appetite
The Group will ensure that all obligations arc met in full but secks to manage this without unnecessary
costs to the Group.

Market and economic conditions

Principal risk

©®

Macro economic near-
term risks impacting
on inflation, interest

rates and power prices

Strategic priorities

1, 2,3

Climate Change impact:

TP

Operating performance

Strategic impact °

Significant changes in inflation. interest rates and power prices could increase the Group's near-term
tost base

Mitigation
The macro-economic velatility experienced during the year has stabilised somewhat with UK power
prices and inflation softening and expected to fall further over the next 12 months.

A significant proportion of the Group's power prices have been hedged in line with the agreed strategy
set by the Group's Energy Risk Committee. Careful management of the debt portfolio has also enabled
£86% of the Group’s net debt to be fixed or swapped

The Group's In-house procurement function also drives value thraugh competitive tendering of high
value contracts.

Long-term protection from the increasing inflationary environment is aiso provided through regulatory
mechanisms with inflation-linked revenues and RCV growth, along with reguiatory true-ups.

Appetite

The Group seeks to mitigate the potential impact of macroeconomic events where possible including
through inflation-linked revenues and RCV growth, recognising there remains a degree of near-term
exposure beyond its control.

Principal risk

®

Failure to deliver the
Group’s 2030 Net
Zero commitment to
respond to the impact
of climate change

Strategic priorities

2,3

Climate Change Impact,

T

Strategic impact o
Failure successfully to trangition to Net Zero may result in an adverse environmental impact, increased
costs and reputational damage.

Mitigation
The Group remains on track to deliver its commitments within the 2030 Net Zero strategy which 1s
overseen by an executive led Net Zere Committee

During the year we have continued to support carbon capture through peatland restoration, increased
the deployment of electric vehicles and progressed towards our target of 50% energy self-generation
through discussions with counterparties offering large-scale solar develooment opportunities

The Group's capital allocatian of £160 million has started to be deployed which will accelerate our
journey to Net Zaro.

Appetite
The Group is committed to achieving Net Zero whilst recognising that this needs to be balanced
against the need to deliver other priorities for our customers and the environment.
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Risk management and principal risks continued

Operating performance continued

Principal risk

®

Availability of sufficient
water resources to
meet current and
future demand

Strategic priorities

2,3

Climate Change Impact

TP

Net risk

(6

Strategic impact
An inability to ensure the necessary water resources exist to meet dernand may lead to impacts for our
customers, increased operational costs and reputaticnal damage.

Mitigation

The drought of 2022 had a significant impact on river flows, groundwater lovels and reservoir stocks in
our regions. Climate change is expected to result in hotter, drier summers becoming more frequent and
greater dermand through increased population within the South West.

During the year the Group has enacted its Drought Management Plan, alongside extensive
engagement and collaboration with regulators and innovative initiatives — such as the Stop the Drop
campaign - ta minimise the impact of the dry weather on both customers and the environment

Additionally, there has been continued focus on leakage reduction and the launch of region-wide
Customer COMMuNication campaigns,

Despite the action taken, storage levels remain below their historical levels heading inta Summer 2023,
Further action is being taken including exploring desalination in Cornwall as well as more water storage

options and increasing the ability to move water around our netwark.

Appetite
Tne Grewp is committed to ensuring there are sufficient watar resources through careful maragement
of both supply and demand activitics

Principal risk

®

Failure of operational
water treatment assets
and processes resulting
in an inability to
produce or supply clean
drinking water

Strategic priorities

1,23

Climate Change Impact.

TP

Strategic impact @

Ar inability to produce or supply clean drinking water could result in financial penalties, regulatory
enfarcement and damage to the Group's reputation.

Mitigation

Our drinking water assets and processes have remained resilient despite challenging conditions during
the drought and the freeze / thaw candibions that ocourred in 2022 Where such events do ocour, these
are managed through established incident management procedures and utilisation of the Group's
supply chain partners,

Asset health is managed through a well-established programme of routine planned and preventative
maintenance works with assct and network performance moritored by the 2447 Control Centre

Additionally, our 'Quality First' initlative was also launched during the year and is a cultural and training
programme reinforcing the continuous improvemenit approach adopted by our Drinking Water
operational teams

Appetite
The Group operates a low tolerance for significant operational failure of its water treatment assets or
guality of water produced and seeks to mitigate these risks where possible.

60

University of the 3rd Age on
a tour of Launceston Sewage
Treatment Works, Cornwall
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Key - Strateqgic priorities
1 Growthin environmental infrastructure @y Har A nereasing P Transitional climate change impact

2 Pionegering solutions @ Vedum ¢y Stable P Physical chimate change impact

3 Lsadershipin UK water & o v Decreasing
Operating performance continued )
Principal risk Strategic impact Net risk
An inability to remove or treat wastewater could result in adverse environment impacts, financial @
® penaltios, regulatory enforcement and damage te the Group’s reputation.
Failure of operational M't'g‘."t.'°" _ ) . ) o
Mimmising the impact of our activities on the environment remains a strategic priority for the Pennon
wastewater assets and ’
. Board and Executive.
processes, resulting in
an inability to remove Delivery of the Group's WaterFit strategy and Pollution Incident Reduction Plan continues as the Group
and treat wastewater drives for a step change in enviranmental performance, which includes enhanced processes. targeted
. ital | i i nee.
and potential capital investment and proactive asset maintenance
environmental impacts These strategios have contributed to a further decrease in the number of pollution events and our best
including pollutions ever performance during 2022/23, 100% of our bathing waters met the high standards for water quality
and a ¢30% year-on-year reduction in the average numbcr of storm overflow spills.
e During the year WaterFit Live has been launched providing the public with information on where
Strategic priorities . .
hathing waters may be affected by the operatior of our overflows as well as information on
1 2 3 future investment.
b ] 4 . . . . . .
Despite this progress it 1s recognised there is more work to do to deliver a step change inour
environmental performance and this will continue to remain an area of strategic focus in both the
Climate Change Impact, current and next regulatory period.
T’ P Appetite
The Group operates a law tolerance for significant operational failure of its wastowater processes and
assets and maintains the highest level of environmental standards.
Principal risk Strategic impact o
Fallure to deliver our customer and environmental commitments may result in reputational damage,

®

Non-delivery of
customer service
and environmental
commitments

Strategic priorities

2,3

Climate Change Impact:

TP

and financial penaltics impacting on sharchalder value.

Mitigation
The Group continues to enhance and invest in its customer services teams, expanding the channels by
which it can interact with and support houschold and business customers.

The Groun offers a range of schemes and tariffs to support customers with affordability challenges
and South West Water is BSI8477 aceredited, a dedicated standard for identifying and responding to
customer vulnerability,

The Group also has a number of initiatives which suppart the communities that we service.

It 15 recognised that further work is required to improve both South West Water and Bristol Water's
regulatory customer service metrics. Pennon Water Services continues to maintain high customer
satisfaction scores., inciuding a rating of 4.8 out of & on Trustpilot.

The Groug's environmental commitments are measured through 3% metrics with performance reported on
the Group's website. The delivery of the WaterFit strategy, is key to this and progress remains on track. See
page 25 for further details.

Appetite
The Group continually seeks to deliver high levels of customer service with performance in the upper
quartile for the Water sector
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Risk management and principal risks continued

Operating performance continued

Principal risk

O,

Insufficient skills and
resources to meet the
current and future
business needs and
deliver the Group’s
strategic priorities

Strategic priorities

1,23

Climate Change Impact

T

Strategic impact

Failure to have a workforce of skilled and motivated individuals will detrimentally impact all of our
strategic priorities. We need the right people in the right places to innovate, share best practice, deliver
synergies and move the Group forward.

Mitigation

There remains high demand nationally for the skills and expertise utilised within the Group.

The Group's Pecple Strategy enables the Group to attract, retain and develop our employess as

well 85 recognising the significant contribution that our people make. The Group's RISE employee
engagement forum provides a platform for our people to provide feedback. raise their priorities and
promote ideas.

Additionally, we have continued to develop a diverse and inclusive talent pipeline and have updated
long-term commitments, with enhanced recruitment targets for gradustes and apprentices through to
2030 and continued priontisation of our diversity and inclusion agenda. Furthermore, the acquisition of
Bristol Water has enabled the best talgnt from across the business to come together.

The Group's senior leadership has alse been furthar strengthened during the year with a aumber of key
Exccutive appointments, as described on pages 105 and 106.

Appetite

While turnover of employees does occur, we ensure the appropriate skills and experience are in place
with succession plans providing adequate resilience.

Business systems and capital investment

Net risk

A

Principal risk

®

Insufficient capacity
and resilience of
the supply chain to
deliver the Group's
operational and

capital programmes

Strategic priorities

1,2,3

Climate Change Impact.

TP

Strategic impact

The inability of our supply chain to support in the delivery of our operational and capital programmes may result
inncreased costs and delays, detrimentally impacting our ability te achieve our change and growth agenda.
Mitigation

The Group engages with a range of partners ta support in the detivery of aperational and capital
prograrnmes. The demand for these skills and expertise continues ta increase, particularly across

the Water Industry to deliver programmes in the current regulatory period and to prepare for future
investment programmes during 2025-30.

We are underway with 2 full tender for Tier 1 contractors to support our current, accelerated
investments and to be in place for the next regulatory pericd. We anticipate awarding more Tier 1
contractors than in our current framewark to support clevated investment levels.

Suppher events have been held to expand the number of partners we work with and to utllise the
expertise that exists within the regions we serve. The Gioup also uses 1ts in-house procurement
expertise to help source and drive value within the purchasing process

The Group regularly monitors the financial health of key partners and we work in partnership with our
supply chain to identify and manage potential issues and challenges Where action is required there
are established plans and alternative arrangements which prowvide mitigation and early intervention,

Appetite
The Board has a low appetite for risk associated with the delivery of key operational and capital
programmes within our regulated business plan.

Principal risk

©

Inadequate
technological security
results in a breach of
the Group's assets,
systams and data

Strategie priorities

3

Strategic impact

Failure of our technelagy security, due to inadequate internal processes or external cyber threats, could

rasult in the businass berg unable to aperate etfectively and the corruption or loss of data. This could Fave a
detrimental impact on our customers and result in financial penatties and reputational damage to the Group,
Mitigation

Extarnal threats are increasing in complexity and saptustication and cantinue to be carefully monitared
by the Group's information security teams,

The Group maintains a strang preventive and detective information security framework, aligned to
guidance issued by the National Cyber Security Centre with regular awareness training provided to
staff South West Water cortinues to hold the 1ISOZ7001 acereditation.

As part of the Group's planning, cyber response exercises have taken place during the year featuring
members of the Executive. Broader disaster recovery plans are aiso i piace for both corporate and
operational technolagy and are subject ta regular review.

The Group's water businesses continue to progress actions as part of the roadmap 1o meet the
requircments of the Network and Irformation Systerns (NIS) Dirgctive, with activities aligned to the
priorities identified by the Drinking Water Inspectorate.

Appetite
The Group seeks to minimise technoiagy and secunity risk to the lowest possible level without
detrimentally impactirg on the Group's operations.

62

Annual Report and Accounts 2023 | Pennon Group plc




Viability statement

The Directors of Pennon Group plc are responsible for ensuring
the long-term viability of the Group. The Directors need to ensure
the resilience of the Company by identifying, managing, avoiding
or mitigating risks which may impact viability.

The Board's consideration of the longer-term viability of the Group is an
extension of the Group's strategic business planning, which is managed
through regular long-term modelting and monitoring of koy measures
including gearing, debt covenant headroom and level of liguidity.

The resilicnce of the business and these key viability measures are
appropriately asscssed by a number of meehanisms including a robust
risk management assessment, sensitivity analysis and stress tests of
financial performance.

The overall market context is a cornerstene of the viability assessment.
The Group's main operating subsidiary of South West Water now
accounts far the vast majority of the Group's earnings, being a lang-term
business characterised by multi-year investment programmes, with
associated revenue streams with high levels of future visibility.

The wability assessment has been made with reference to the Group's
current position and prospects, including consideration of the ongoing
impacts of the Ukraine crisis, climate change, its longer-term strategy,
the Board's risk appetite and the Group's principal risks and how these
are managed, as detailed on pages 52 to 62 of the risk report.

Period of assessment

The Board regularty considers the approprigte period far the viability
assessment to be performad in line with the UK Corporate Governance
Code. The Board considers the appropriate period to assess the Group's
viability remains unchanged at five years, which recogmises both the
longer-term visibility in the regulatory environment of the South West
Water business and the corporate activity, including acquisitions and
ather non-regulated investments undertaken by Pennaon.

Risks

The Board considers the preventative and risk management actions

in place and the potential impact of the principal risks (as detailed on
pages 52 to 627 against our ability to deliver the business plan. This
assessment has considered the potential impact of these and other nisks
ansing on the business model, future performance, solvency and liquidity
aver the pariod in question. The Croup has a strong liquidity and funding

Principal risk
A Changes in Government policy

position with £420 million of cash and committed facilities a5 at 31
March 2023 and net assets of £1119.3 million. The Group has a mixture of
fixed, floating and index-linked debt financing with a weighted average
maturity of 13 years In making their asscssment, the Directors revicwed
the principal risks and considered which risks might threaten the Group’'s
viability, Over the course of the year, the Board either directly or through
the activities of the Audit Committee, has considered a deep-dive review
of the foliowing principal risks to enable a thorough assessment of the
impact of these risks on ongoing viability.

« Cyber secunity.

» Non-coflection of debt

« Insufficient finance and funding.
» PR24.

* FPowar outage.

Stress testing

The Group's business plan has been stress-tasted. Whilst the Groups
risk management processes seck to mitigate the impact of principal
risks as set out on pages 52 to 62, individual sensitivities (shown in the
table below) have been identified. These sensitivities, which are ascribed
a value with reference to risk weighting, factoring in the likelihood of
occurrence and finarcial impact, were applied to the baseline financial
torecast which uses the Group's annual budget for FY 2023/24 and
longer-term strategic business plan through to March 2028

The impact of climate risks have been assessed In detail as set out in
the Task Farce on Climate-related Financial Disclosures (TCFD) section
on pages 74 to 87, The Group's strategic business plan includes the
expected investment identified at this stage to meet ¢climate-change
adaptation. The stress-testing scenaros apphied during the viability
assessment period do not include specific reference to chimate-change
refated risks alone as climate change has been considered as part of the
Principal risks identified. Beyond the period of assessment, additional
impacts from climate change are considered in more detail within the
TCFD section along with mitigating actions.

Viability sensitivities tested
Changes in Government policy affecting the water industry, such as addit'onal environmental

legislation may impact operational performance or investment requirements. The estimated
average agverse impact on the Group's cash flows from a range of potential policy changes
has becn applied as a sensitivity

B. Regulatory reform

Potential changes in PR24 price review may impact allowed regulatory returns in South West

Water. The estimated average adversc impact on the Group's cash flows from a range of
potential policy changes has been applied as a sensitivity.

C: Non-compliance with laws and regulations

The estimated impact of financial penalties and reputational damage from failure to comply

with [aws and regulations has been modeiled as a sensitivity.

D Inability to secure sufficient finance and fundirg to - The impact of reduced availability of financing resulting in increased costs has been modelled

meet ongoing commitments a5 a sensitivity.

E. Nen-compliance or occurrence of an avoidable
health and safoty event

The financial impact and cash outflows related to a major health and safety event has been
applied as a sensitivity

F' Failure to pay all pension obligations as they fall due  The financial impact on the Group's gearing from additional funding being required to support
and increased costs for the Group should the defined  the Group's defined benefit pension schemes has been applied as an adverse scenario.

benefit pension scheme deficit increass
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Viability statement continued

Principal risk Viability sensitivities tested

C: Macroeconomic risks impacting on inflation. interest  The adverse impact of higher cperating and finance costs from increasing power prices

rates and power prices and generat inflation increases over and above increases assumed in base financigl plans,
including the impact on Totex underperformance on regulatory returns and impact on debt
financing costs have been applied as a sensitivity, as well as a reduction in the collection of
customer debt from adverse economic conditions.

H: Failure to deliver the Group's 2030 Net Zerp The adverse impact of the failure to transition towards Net Zoro in a timely manner could
commitments in response to the impact of lead 1o increased costs: these have been apphiod as 8 senawivity

climate change

I Availability of suf‘icient water resources to meet current  The cost of sourcing water from outside the South West Water catchment area to ensure
and future demand availability of supply has been included as an adverse scenario

J: Failure of operational water treatment assets and
processes resuliing in an inability to preduce and supply
¢lean drinking water

K: Failure of operational wastewater assets and

processes resulting in an inability to remove and treat

wastewater and potential adverse environmental impacts,

M___________.The adverse impact from non-defivery of regulatory performance targets which resultin
L: Mon-delivery of custorner service and QDi penalties, ather financial penalties and required additional investment reducing Group
environmental commitments revenues and cash inflows have been applied as a sensitivity to the base plan.

winsufficient skills and resources to meet the current
and future business needs and deliver the Group's
strategic priarities

M. Insufficient capacity and resiience of the supply
chain to deliver the Group's operational and

capital prograrmmes

O Inadequate technolagical security results In a breach  The adverse financial impacts of 8 cyber attack resulting in operational disruption, potential

of the Group's assets, systems and data loss of data, potential detrimental impacts on customers with potential for financial
penatties have been included in the sensitivity analysis.

A combined strass-tosting scenana has been performed to assess the overall impact of these individual scenarios impacting the Group collectively.

Tne combined weighted impact of the risks oceurning 1s c.£120 million: this value is considered equivalent ta an extreme one-off event that could

occur within a year, though the probability of such an event happening is deemed unhkely.

Stress-testing evaluation and mitigations In making its assessment of the Group's viability, the Directors have
taken account of the Group's strong capital solvency position, the
Group's latest assessments of forward power and other commodity
prices, latest inflation forecasts, s ability 10 raise new finance and a key
potential mitigating action of restricting any non-contractual payments,
In assessing the prospects of the Group, the Directors note that, as the
Group 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.
Accordingly, the future outcomes cannot be guaranteed or predicted
with certainty As set out in the Audit Committee’s repart on pages

120 to 125, the Directors reviewed and discussed the process

Through this testing, it has been determined that none of the individual
principal risks would in isclation, or 1n aggregate, compromise tho
Group's viability over the five-year period. The assessment has been
considered by reviewing the impact on the solvency position as well

as debt and interest covenants. The financial impacts of the risks were
probability weighted to obtain g value that was used in the stress testing
While mitigations were not required in any of the above individual or
camhbined scenanias to ensure that the Group was visbie, additional
mitigations could be deployed to reduce gearing and increase covenant
headroom, These inchide:

* Reduction in discretionary operatignal expenditure undertaken by management, and also reviewed the results of
= Deferral of capital expenditure and/or cancellation of non-essential the stress testing performed.
capital expenditure
= Reduction in the amount of dividend payable Viability assessment conclusion
« Raising additional funding, The Board has assessed the Group's finanoiai viability and confirms that

it has a reascnable expectation that the Group will be able to continue in
operation and meet its liabilities as they fall due over a five-year period,
the period considered to be apprapriate by the Board in connection with
In addition, a reverse-engineered scenario that could possibly tne UK Corporate Governarice Code.

compromise the Group's viability over the five-year assessment period

has been modelled This scenario builds on the factors above and

additionally assurmes all the Group's principal risks incurting in any given

year across the viability period, with no probability weightings attached.

The Board considered the likelihood of this scenario on the Group’s

viability aver the five-year vigbility period as remote, concluding the

Group could remain viable Mitigations, as noted abave, could slsc be

deployed over the penod if deesmed necessary.

The Group has confidence in its ability o raise additiona! funding d
required shauld it be required to ensure the Graup ma'ttains solvercy
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Our integrated approach to ESG

Our approach to ESG ensures everything we do supports our commitment to provide environmental
stewardship and to support our customers and local communities. As a responsible employer,

we remain focused on employee development alongside a robust health, safety and wellbeing
programme. Our activities are underpinned by a strong governance framework that upholds our core
values within the organisation and throughout our supply chain.

2uBUIGADD  Wodoy Mbojenns

ESG Capitals

Creating value through our ESG approach
Everything we do inks to a capital in some way - the development of our capitals framework is integral to better decision making for the future

uoneUMOUL IOINO  SiLaWwaes [elaueuly

Our Natural Our Social & Human Capital Our Manufactured,

Capital - Environment - Social Intellectual & Financial
Capital - Governance

» Frashwater . Colleagues « Supply chain

+ Land (ncluding soils} » Customers « Responsible business

+ Species = Communities » Stakcholders and partnerships

» Ecological communitics » Finance

» (pasts

» Atmosphere

» Waste

Qur ESG capitals progress

We are on track with our plans to develop appropriate measures, benchmarking our approach and identifying tools and methodologies to help us value
these metrics in Iine with our materiality assessment, keeping close alignment with our Net Zero and Green Recovery ambitions,

External benchmarking

Our ESG strategy and capitals framework has driven positive change in the business as we continue to embed sustamability in everything
we do.

During the year, we continued to show strang performance across external ESG ratings, demonstrating our commitment and management of
risk across the ESG agenda.

Latest external assessment scores

13.8 B 3.9/5

ESG Risk CDP Climate Change {Previous rating: 35/5)
{Previous rating: 16.5) (Previous rating: B)

ESG Rating CDP Water security B

(Previous rating: 78} (Previous rating: B 1SS corporate

rating

{Provious rating: B

AA S&P Global 60/100

Carporate
MSCI ESG Indexes Sustainabiiity (Previous rating: 591003
. As nt A
{Provious rating AA} (C;;agsmc
GRESB

Cisclamer
The use by 2cnnan Group of any MSTIESS Research LLC or ts affilates {MSCI data. and the use of MSCH ogos, Infrastructure
trademarks, service marks or index names herein, do not constitule a sponsorship, endorsement, recommendation, or Pul H 3
promouar of Perron Group by MSCI MSC services ard data are the property of MSCI or its informatior. providers, b_l'c DISCIosure
ard are provided 'as-1s" and without warranty MSCI namas and logos are trademarks or senace marks of MSCIL {Previous rating. B}

Pennon Group plc | Annual Report and Accounts 2023 65



ESG performance and targets

Materiality assessment

We undertook a detailed materiality agsessment with our stakcholders in
2021422 to inform our strategy and £SG targets to 2025, Findings wearc
published in our 2022 Annuat Report. Further stakeholder engagement
toak place in December 2022 to inform our 2050 Strategic Dirgction
report https./fwww.southwestwater.co.uk/about-us/documents/business-

UN Sustainable Development Goals (SDGs)

We actively engage with the UN SDGs to inform our approach and better
understand cur impact. We have mapped which of the UN SDGs our
ESG targets most directly support. Qur primary contributicn is to SDG &
Clean water and sanitation Read more on our ESG targets on page 87
and 88 and to read more on our contribution towards the SDGs, visit our

plan-2020-2025/. This feedback alongside assessment of business

and external risks has been used o reappraise our material issues
which broadly confirmed we are focused on the right issues. However
importance of certain 1Issues has evolved, a summary of the high priority

issues is given below.

Highest Importance to all Stakeholders
Net Zero

Freshwater stewardship

Water quality — river and coastal

Chmate resilience

website www.pennon-groupcouk/sustainability

What it means to all stakeholders

Taking action to mitigate our own emissions

Taking care of precious water resources
Taking action to deliver a step change in both nver and coastal water quality
Our preparedness for climate change

Drinking water quality
Amenity and recreation

The provision of clean, safe drinking water
Access to high standard bathing water acrass our region's coasts and inland waters

Trust and transparency

Baing open and transparent in a time of increased water sector scrutiny

Key: @ Achieved o Not Achieved

Material issue and associated target Annual performance  2022/23 target 2025 target SDG
against target

Net Zero

% enefgy usage from renewable generation J 7% 13%

Reducing greenhouse gas emissians @ 685% 70%

Frashwater stewardship

Reduce watar use within our operational sites . 5MI 1OMI

Biodiversfity

Trees planting {cumulative) ® 180,000 250,000

Material issue and associated target Annual performance 2022/23 target 2025 target SDG
against target

Customer and community engagement

Increase our community investment by 10% each year 0% 30%

Diversity and skills

% Female representation 3% 33%

Increase REACH racruitment (excluding Bristal Water) 5% 10%

Achicve 5% club status

Gold Accreditation

Gold Accreditation

Health, safety and wellbeing

o¢c 000 o

Number of LTIs across the group 27 ﬂ

Great Place to Work accreditation Maintain Maintain

Measure/issue and associated target Annual performance 2022/23 Target 2025 target SDG
against target

Trust and transparency

ESG Rating {Sustainalytics) . >75 80

Fair Tax Mark accreditation L Maintain Maintain

% of active institutional investors met or offersd to mest @ B8% 5%

Sustainable finance

New funding raised through Sustainab'e Financing . B60% 75%

Framework %

Supply chain

Supplier payment days (average) & 400 days (Group) 30 days (Group)

% of key and strategic suppliers that have estabushed @ 50% 100%

an ESG policy or equivalent
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Sustainability reporting
Streamlined energy and carbon report (SECR)

Pennon Group plc GHG emissions

2022/23 20N0E
market-based  lecatlon-based markat-based [ncaton-based

Scope 1 GHG emissions by s—ource aCOey

UOnBULIOILL B0  sjuUdla)e)S [eloUkUld  duewI2A0n  Jodoy diBmens

Direct emissions from burning of fossil fuels (tC0.¢) 8,003 8,003 4962 4962
Pracess and fugitive emissions (0CO,e) 15,389 15,389 14,388 14,388
Transport. Company owned or leased vehicles(tCO.e) 5,381 5,381 5052 5052
Total Scope 1 GHG emissions (tC0.e) B 28,773 28,773 24,403 D44CE
Scope Z GHG emissions (CCye) ‘ 31,321 77217 80,279 BG847
Total gross Scope 1 & 2 GHG emissions (1C0,e) 60,094 105,990 104,682 105249
Scope 3 GHG emissions?(tC0O,e) 230,737 230,737 202 698 292 898
Total grass Scope 1. 2 & 3 GHG emissions GCC.a) 290,831 336,727 397380 397547
Included Included
GHG emissions removals through purchases of Rencwable Encrgy Guarantees of Origin in scope 2 in Scope 2
(CC0 above - above -~
GHG emissions saved by exporting sclf-generated electricity (tCO.2) 0 0 (1428) (1494)
Total annual net GHG emissions (1CO) 290,831 336,727 395952 3968454
Energy consumption used to caleulate Scope 1and 2 GHG emissions (MWh) {sce Enargy
usage section) * _ 461,716 461,716 L268 429 476429
GHG emissions intensity measure, (tCG,e) (gross Scope 1+2/£100000 revenue)® 13 12.9 132 133
Biogenic GHG emissions outside of Scopes ((CO.e) 3,148 3,148 2521 2521
Nates:

Group total Scope 1(28773 1C0,e) and Scope 2 market-based (31.321tC0:6) and Scope 2 locatior-based (77,217 tC0,e) GHG emissions These figures have been independertly
assared by DNY

Scope 1 (direct GHG emissions): GHG emissions activities owned or contralled by our orgamisation that release emissions straight into the atmasphere, For Penron, primary Scope 1
GHG emission sources during 2022/23 include GHG emissiors from stationary plant, fugitive emissions fram air conditionirg plant and wastewster treatmert and transport related
GHG emissiors from our own vehicles and floet Scope 2 (indirect GHG emissions) GHG emissiors released into the atmosphere assaciated with our consumpton of imported
electricity. Scope 3 (other CHG indirect emissiors) GHG emissions that are a consequence of our actions, which ocour at sourcas which we do ret own or control.

1 GHIG enussin liguies dig eapiessend 0wy Of carbon diuxlde ogtivalents LILUe) wherely emissions of carbon diexide (C0;), methane (CH.), ritrods oxide CNLO, the
flupnnated gases {HFC, PFC, SFE) are shown in terms of the equivalent emissiors from CO. A breakdowr of emissions by GHG 15 avallable ir our ESG databook available on
our website

2 Estimated GHG emissions for refevant Scope 3 categones calculated in 2022/23 are provided in our ESG Databogk available on our website www pernor-graup o uk/
reportandpresentations.

3 Based on relevant Group reverue for 2022/23

4 Renewable Energy Guarartees of Cngin {REGOs) have been allocated for electnicity consumption to h4arch 2023 REGOS for April 2022 to March 2023 are to be allocated in
October 2023

Fernworthy Reservoir, Deven
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SECR continued

Operational Pennon Group plc GHG emissions by business

South West Water Bristol Water Group Tetal®
Scope 1 GHG emissions 23377 5310 28773
Scope 2 GHG emissions {market based) 48 3273 31321
Total gross scope 1& scope 2 GHG emissions ((COL) 23364 36,583 60094
Operational intensity measure (kgCQ,e/MD - water 5972 35851 n/fa
Cperational intensity measure (kgCO,e/MJ) - wastewater 12845 n/a n/a

Note

The water business figure provided bere iInclades the mpart of emissions from aur two hydroelectne power stations This does not form part of our annual reparting to the water

regulator Ofwat since these sitas arg qutside of the Ofwat regulated contract

Far ‘Water' measure M| - measured water Into supply For “Wastewater’ measure: Ml = full measured flow treatment

“Groap totalircludes 146 tCO.e from Perror Water Services ard Group shared senvices

Change in GHG emissions

Operational Scope 2 market-based GHG emissions for the Group
decreased by 65.7% from 20271/22 as a result of South West
Water's purchase of REGO backed electricity. Our generation of
renewable electricity also contributed to reducing our Scope 2
location-based emissions,

The revenue-based intensity metric has reduced for the Group both
with and without Eristol Water and now stands at 12 9 tCO,e/£100000
turnover. This shows that emissions have decreased relative to the
revenue earned.

Scope 3 GHG emissions

Scope 3 categories were evaluated for relevant categarics in line
with the reporting guidance. The assessment, carried out by carbon
consultants EcoAct on behalf of Pennon, is based on 2022/23 activity
data for the Group,

The estimated Scape 3 GHG emissions for 2022/23 far the Group

are 230,737 tC0Oe compared to the equivalent figure in 2021/22 of
284147 tCOse. Bristo! Water's Scope 3 activities have been calculated
and reported within the Group figures for the first time. The change

in reported emissions is due to better interrogation of the spend data
used to drive Categary 1 purchased goods and services calculation.
This analysis showed that some financial spend fines were wholly down
to financial transactions with zero emissions associated and therefore
these activities were excluded from 2022/23 calculations

A breakdown of our estimated Scope 3 GHG emissions is
provided in our ESG Databook, published on our website
Cwww pennon-group.co.uk/sustainability).

GHG Reporting Methodology

Qur appreach follows the UK Government's Enviranmental Reporting
Guidslings, including Streamlined Energy and Carbon Reporting
guidance (2019) and the Greenhouse Gas Frotocol Corporate Standard
inciuding the Scope 3 Calculation Guidance (collectively referred to
here as the reporting guidelings). I calcuiating our emissions, we have
used the 2022 UK Government conversion factors for GHG reporting
and considered the Departmert for Environment, Food & Rurat Affarss’
(Defra} 2009 GHG repertirg guidance

Organisational boundary and scopes

The GHG emissions listed here cover 100% of the Group's companies,
sach of which uses the financial control approach to report

GHG emissions. We report our Scope 1, 2 and 3 GHG emissions
where relevant. A breakdown of Scope 3 GHG emissions categories
is provided in our supplementary ESG Databook online at
www.pennon-group.cauk/reportsandpresentations.

Market and location-based methodology

We report hoth market-based and location-based Scope 2 GHG
emissions. Where our supply is backed by Renewable Energy Guarantees
of Qrigin (REGOs), this qualfies as zero carbon market-based emissions,
Where supply is not REGC backed, in accordance with the reporting
guidelines, we have used our electricity suppliers  specific published Fuei
Mix Disclosure emissions factors to report our Scope 2 market-based
emissions Where Fuel Mix Disclosure emissions factors are not available,
wo have used the residual grid mix emissions factor.

Self-generated renewable energy export

In accordance with the reporting guidelines, we may report an emissions
reduction in our reported net CO,e figure for any renewable electricity
we have generated and exported to the national gnd or a third party.

External assurance statement

Group Scope 1and 2 GHG emissions and energy use, together with
selected Scope 3 GHG emissions, have beon independently assured by
DNV, The assumptions, methods and procedures that are followed in
the development of the reported dats have been tested and the data
audited for accuracy and consistency. Assurance statements can be
found at www.pennon-group.couk/sustainability,

Offshore Emissions

All of Pennon Group's encrgy usage is within the UK and Pennon Group
had no offshore GHG emissions or energy usage in the reporting periad

Energy usage

Including seff-supplied energy, the Group used 485823 MWh of energy
in 2022/23, compared to 448914 MWh in 20271/22. A breakdown of Group
energy usage and associated data assessment methodalegies 1s shown
belaw. Further details and previous years’ data are provided in our

ESG Datahook.
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Energy usage £
A— ] 2022/23 (MWh) 2001/2% Groug (MWh) WMethodology %
Matered data except some NHHM supply which is ‘re;'

Imporied grid electricity” 33930 378880 estimated by electricity supplier (see note”) _E;'
Imported private wire slectricity (ronewabls) 4819 4874 ) Metered data E}
S_elf—supphed renewable electricity ] 12079 11,859 Metered_dﬂ o
Estimated that 60% of heat gencrated by sewage gas 2

CHP is beneficially used, the rest (40%) is released 3

Self-supplied heat 7141 5780 o to atmosphere %‘
Natural gas” 7 B 234N 17787 Metered data - from hilling (some element of estimates) o
Estimated based on fuel usefspend data Reported I

totals caleulsted based on raw data provided by E

@}_J_ld fuels C(for stationary applications)” 14904 6,798 the supplicr E-
) Estimated based on fuel use/spend and mileage data E

Energy used by fleet transport” . 24107 22963 (see note”) %
Total energy usage 485823 448914 7 B %
Intensity measure, MWh/£100,000 revenuc? 5897 5666 ?;
Energy usage data notes: g_
1 Total energy Jsage (MWh) (485823 VW) by has becr independertly assured by DNV [}
2 Hire car fuel usage and grey fleet (use of private vehbicles on company business} are included ir these SECR volumes - as per SECR guidance. 5_‘
3 Based on relevant Group revenJe for 2022/23 g
# Energy consumption used to calculate Scope 1and 2 GHG emissiors. ni
8

3

Energy efficiency action taken

A key pillar of our Net Zera plan is Sustainable Living, which targets energy and carbon reduction through changes 1o operational practices, and
increasing energy efficiency. Some of our planred energy efficiency projects during the early part of 2022/22 were disrupted by essential drought
measures as some of the most energy intensive rotating assets were and are critical to ensuring water supply. Equally challenging was the impact and
delay observed in the international supply chain including lack of raw materials, especially steel,

In spite of these headwinds. some major refurbishrnents were condusted duning the year with notable energy efficacy projects completed in the
year including major pump refurbishments at Littlehempston, Restormel, and Roadford. The clean water pumping program has reduced encrgy
consumption by around 990 Mwh since Qctober, this will increase as analysis from other sites are completed.

We've cartinued our ~eter replacement programme whick continues to help identify areas for further efficiency improvements and alter us 10 aging
assets. Permanent efficiency monitanng equipmeant has been installed across all 84 sites in the clean water pumping program. Bullding on this
progra~me's success similar crojects are being proposed for waste pumping and acration. Acrass our offices. we've implemented a number o smalier
energy effiziency projects including LED hghting at our bxewater workshop with an alm to expand our office energy efficiency projects over the coming
year as part of our Net Zero plan.

South West Water retained its 15O 50001 energy management system accreditation. We are locking to expand the centification to cover Bristal Water
sites as part of our integration plang.

The River Dart, part of our
river bathing water quality
pilot, Devon
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Sustainability reporting continued

SASB Pennon 2022/23 Disclosure

For the second year, we have aligned our non-financial disclosures to the
Sustainability Accounting Standards Board (SASB) reporting framework. SASB
provides a set of industry specific standards (Water Utilities and Services
industry), which each contain topics which are material to our investors. These
topics contain a number of metrics we disclose against. SASB metrics now
include the full Group including Bristol Water for the first time however some
metrics related to regulated figures which are currently reported separately
within the South West Water and Bristol Water Annual Performance Reports
(APR) respectively. The latest APR’s were published in July 2023,

Metric Code Pennon Disclosure

Energy Management

(1) Total encrgy IF-WLJ-130a Pennan Annual Report. SECR. Encrgy Usage, page 69
consumed

(2} percentage

grid electricity (33
percentage renewable
Drinking Water Quality

Number of: IF-wU-250a1 Pannon Annual Report
(1) scute health-based .
Clean, safe and refiable water, {CRI Score), page 17
(2) non-acute
health-based Taste, smell and colour contacts, page 17
(3} non-health-based
drinking
water violations
Discussion of strategies IF-WU-250a.2 For more information about our specific strategies such as the Upstream Thinking Project, please

1o manage drinking
water contaminants of
emerging concern

Distribution Network Efficiency

refer to. Upstream Thinking — availlable at, https:/fwww southwestwater co.uk/environment/working-in-
the-environment/upstream-thinking/the-project/

For mare information about Bristal Water's catchment sensitive farming partnership to improve water
quality and enhance habitats see https./fwww.bristolwater.co uk/performancecommitments

Water main IF-WU-140a]1
replacement rate
volume of nen-revenue IF-WU-140a2

real water losses

Effluent Quality Management
Number of incidents IF-WU-140a2
of nen-compliance

associated with water

effluent quality

permits, standards,

and regulations

Mains Repairs, (Number of repairs per 100km), page 17

l.eakage (3 yr average), page 17

South Waost Water EPA Data Report, Section 4. Discharge Permit Compliance metric — produced by
the EA, availabic from gov.uk

Burrator Reservoir,
Devon
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Metric Code

Pennon & Bristol Water Disclosure

Effluent Quality Management continued

Discussion of strategies IF-WlJ-140a2 To access data that Sauth West Water contribute to the Chemical Investigation Pragramme (CIP),

to manage effluents of please refer to- CIF data portal — available at:

emerging concern https:Aukwir.org/sign-up-and-access-the-chemical-investigations-programme-data-access -portal
To see the findings from the last CIP2 report, please refer to; CIP2 report — available at:
https:/fukwirorg/the-chemicals-invastigation-programme-phase-2,-2015-2020

End-Use Efficiency ]

Percentage of water IF-W-420a Ormitted based on lack of applcabiity — Pennon do not cffer different rate structures

utility revenues from

rate structures that are

designed to promote

conscrvation and

revenue resiiience

Customer water savings IF-WU-42043 Pennon Annual Report, Water Saving Community Fund, page 29

from efficiency measures

Network Resiliency & Impacts of Climate Change

Wastewater treatment IF-WU-450a1 This year we are publishing our first Drainage and Wastcewater Management Plans (DWMP), in

capacity located in 100- accordance with new government regulations. Within this plan we have outlined which of our

year flood zones assets arc within flood zones 3 (FZ3). This plan wiil be accessible from May 2023, via the South
_ West Water webpage.

1) Number and IF-WU-450a.2 Please refer tor EDM Return — available at:

{2y volume of sanitary www.solUthwestwatercouk/search/?category=08&scarchTerm=EDM

sewer overflows (S50,

(3 percentage of

volume recovered

(1) Number of unplanned IF-WU-450a.3 Pennon Annual Report, Operational KPI, page 17

service disruptions, and

(2) customers affected,

each by duration category

Description cf efforts IF-WU-4508.4 South West Water

triremtify and manago
risks and oppartunities
related to the impact

of climate change

on distribution and
wastewater infrastructure

Water Affordability & Access

WRMP, Section 5. Farecasting our supply requirements, chapter 4. Impacts of climate change on
water supply. Please refer to South West Water Draft Water Resource Management Plan (WRMP)
2024 - available at. https /fwwwsouthwestwatercouk/environment/water-resources/water-
resources-management-plan/

Climate change Adaptation Report, 2021, Appendix A: Detailed risk management matrix - available
at: https fwww.southwestwatercouk/siteassets/document-repos tory/environment/climate-
change-adaption-2021.pdf

Bristo! Watar

Bristol Water's Draft Water Resource Management Plan (WRMP) 2024, Chapter 9 Climate Change
- avaliable at. https:/www.bristolwatercouk/about-usfour-plans/water-resources/

Average retail water IF-WU-240a1 South West Water average retail water rates for business customers is available at:
rate for: https//www.scurcesb.co. rceForBusiness/media/Docurne 2-23-Ch -Scheme,
(1) residential The average retail water rate for residential customers is available at:
(23 commarcial https/fwww.sou water.co. ur-accoynt/bills/our-charges
(3)industrial customers
Bristol Water household charges, available at:
https: 0638.fs1 tu: ntent-nalnet/hubfs/7 8/Bristol%20Water%%2
Charges% me%2022-23.
Non-household and wholesale charges, available at:
htips:#fhub: rcon , hubf 38/Assurange%20sta nt3%2022- f
Typical monthly water bill IF-WU-240a.2 South West Water charges document, available at.

for residential customers
1010 Ccf (1,000 cubic
feet) of water delivered
per rmonth

https.//www southwestwatercouk/bills/our-charges/
Bristol Water household charges available at:
httos:/fwww.bristolwater.cauk/our-blogs/charges-2021-22
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SASB Pennon 2022/23 Disclosure continued

Metric

Code

Water Affordability & Access

Pennon & Bristol Water Disclosure

(") water mains

(2) sewer pipe

72

MNurnber of residential |IF-WU-240a3 Omitted based on lack of applicability - Pennan do not disconnect customers for non-payment

customer water

disconnections for non-

payment, percentage

reconnected within 30 days

Discussion of impact of IF-WU-2408a & South West Water's aadressing affordatilicy and vulneracitity Docurrent- available at:

external factors on customer www sout hiwestwater.co uk/siteassets/document-ropositony/buginess-plan-2020-2025/

affordability of waer, addressing-affordab ity-and-vulnerability pdi

including the economic

canditions of the

service territory

Water Supply Resilience

Total water sourced from JF-WUJ-440357 Scuth West Water and Bournemouth Water Drought Plan (2022)- avsilable at:

regions with High or hitps/iwww.southwestwatercouk/siteassets/document-repository/environment/sww-bw-final-

Extremely High Baseling drought-plen-september-2022 pdf

Wa:e’: Strgsfs. perce;tc;ge : Far further infarmation of classifications, please refer to the EA's Water Stressed Areas

purchased from & third party Classification report available at:
httpswwwgovuk/government/publications/water-stressed-areas-2021-classification
Under the EA classification Bristol Water do not source water from regions with high or
extremely high-water stress

Volume of recycled water IF-WU-440a.2 Omitted based on lack of applicability - We do not deliver recycled water to customers

delivered to customers

Discussion of strategies to IF-WU-440a3 South West Water

manage risks associated with Draft WRMP 2024, chapter 1 section 95 8 Dnnking Water Safety Plans, and chapter 10

the guality and availability of modelling & scenario analysis.

water resources Please refer to: South West Water Draft Water Resource Management Plan (WRMP) 2024
- gvailable here: https:/Awwwsouthwestwatercouk/environment/water-resources/water-
resources-management-plan/
Bristol Water
Draft WRMP 2024, secticn 5. Water Supply and section 8 Sustainable Abstraction.
Please refer to: Bristol Water's Draft Water Resource Management Plan (WRMP) 2024 -
available here: httpsfwwwbristolwatercouk/about-us/our-plans/water-resources/

Activity Metric

Total water sourced, IF-WU-000B South West Water and Bristol Water APR

percentage by source type Additional regulatory information section - Water resources asset and volumes data table
ESG Databook. section 1.5 Water

Total water delivered to 1F-WUJ-000C South West Water and Bristol Water APR

1) residential Additional regulatary information — Water network plus, Treated water distribution — assets and
operations tabic

(2) commercial

(@) industrial

(43 all ather customers

Average volume of F-WLU-000.D South West Water and Bristol Water APR

wastewater treated per Additional regulatary information -Wastewater network pius, Wastewater network + — Sewer and

day, by: volume data able and Sewage treatment works data table

(1) sanitary sewer

(2) stormwater

(3 combined sewer

Length of, IF-WU-Q00E South West Water APR

Additional Reguiatory Information -Watar Metwork Plus section, Water Network+ tabile - mams,
communication pipes and other data

Wastewater network olus, Wastewater network+ table ~sewer and volume data
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Taskforce on Nature-related Financial Disclosures (TNFD) 2023 -

our approach

The aim of TNFD is ta suppert a shift in global financial flows toward
nature-positive’ outcomes We welcome the development of TNFD as an
important mechanism for further embedding environmental leadership
across the business. Our voluntary engagement with the TNFD
framework is strengthening our long-term risk management and aligns
to our strategic ambition to create green investment opportunities.

Our interpretation of TNFD

We rccognise this is the decade of action for nature restoration and
we are adapting to the national policy landscape which 1s developing
at pace to set new standards and framewaorks for businesses to better
prioritise, manage and disclose nature-related risk and opportunities,

Stakeholders rightly tell us that they expect environmental leadership
from us as a priority, which we intend to deliver with increased
transparency around our management of green and blue spaces, our
environment, and our natural resources

What we are doing

Acrass the business, there is already a wide variety of naturc-related
activity facilitating the TNFD which we are in the processes of assessing
to inform future financial planning. We are continuing to align processes
and plans for nature-related risk management whilst using TNFD to
inform our decision making as we aspire to meat best practice and
maximise 'wir-win’ opportunities For example, we have made significant
investment into nature-based selutions through our climate change
sdaptation plan to tackle simultaneously a range of emerging risks such
as pollution, climate change and biodiversity loss.

Baseline natural capital assessments undertaker in 2019 provide gaod
indication of our 'business footprint” which informs how we map our
interface with nature as well as better understand our upstream, direct
anr fdownstream artivities dapondont on natural resoures manage e,
Furthermore, in the past year internal teams began working together to
understand how we can incorporate existing toels and platforms into the
(LEAP) methodolegy for TNFD.

Key considerations

Gong forward, our intention is to incorporate nature-climate relatad
risks and opportunities into strategic decision making. There are key
interdependencies to address between TNFD and Taskforce for Climate
related Financial Disclosure {TCFD), which we have implemented since
2019 Importantly, we nead to consider potential negative trade-offs
between nature and climate for future financial planning For example,

if water quality is best improved using end-of-pipe solutions vs. grey
structuras with more embodisd carbon,

Furthermorg, individuals and businesses will depend on nature in river
catchments we interface with, but we are not the sole actor impacting on
them and therefore developing collaborative approaches to nature-related
risk and opportunity management is very important e.g, engagement in
regional planning groups for the WRMP to deliver collahorative catchment
management approaches such as Upstream Thinking

Pennon TNFD summary

Governance ]

We have developed our governance framework for Pennor's ESG

Committee to include oversight of the company’s nature-related risks

and opportunitics. These were identified through our ESG materiality

assessment undertaken in 2020-211in line with the risk appetite and
_identification’ stage of our existing risk management cycle.

Our appreach to following best practice and how we comply with legal
and regulatory requirements is outlined in our Biadiversity and
Ervironmental policios.

Strategy

Qur plans set out how we strive 1o maintain compliance, meet
reguiatory requirements, drive performance using targets, adopt best
practice and invest in nature-based solutions (NBS).

Cur policies are underpinned by a series of environmental strategies
and plans that interlink up to 2050

Risk & Impact Management

Through aur longer-term planning processes we measure a range of
nature-related rnisks such as flood risk, biosecurity risk provention and
habitat restoration.

Metrics & Targets

Our long-term targets align with government expectations for bathing
water quality improvement, delivering Biodiversity Net Gain and
achieving favourable conditions for SS5I sites.

We measure Group perfermance on nature-related metrics against
our ESG targets and communicate the environmental impact of our
operations using South West Water's Environmental Dashboard.

Next Steps

Initially we have drawn together our interpretation of the TNFD guidance
and LEAP process (Locate, Evaluate, Assess, Prepare) and are starting
to gan oversight on how we map our interfaces with nature across our
nperations, activities, and supply chain. From this, the way we identify,
assess, and prioritise nature-refated risks and oppartunities (transition
and physical risks) will inform our nature-related risk registers,

We are using previous work and relevant risk assessments in this area
and considering the additional actions required to manage our nature-
related risks to deliver an our nature-positive objectives.

The delivery of our business plans including Green Recovery.
WaterFit and Net Zero Plan 1o 2030 will define pur contribution to

a nature positive economy. Looking to the future of ESG reporting,
the Group is now lagking to further embed TNFD recommendations
for nature-related risk and oppartunity management into business
decision making in preparation for R4 and boyond.
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Task Force on Climate-related Financial Disclosures (TCFD)

We are driven by our strategic focus of leading UK environmental infrastructure, delivering for the
benefit of our customers, communities, and the environment.

We are committed to meeting the challenges arising as a result of
climate change and the transition to Net Zero. Our TCFD disclosure sets
out the key climate-related nsks and opportunities being addressed by
the Group. Our regulated water business is the main focus of our TCFD
disclosures with the majority of our assets, revenues, and expenditures
related to this area of our business.

TCFD recommendations

Created by the Financial Stability Board (FSB), the TCFD published

its recommendations 10 June 2017, This is our fourth year of TCFD
reporting and the below shows our progress and compliance to the
recommendations including the updated TCFD guidance (2021 Annex).

In alignment with the FCA Yisting rule 986R(8) we have taken into
account svailable knowledge and guidance concerning the listing rule
and climate-related risks to develop our compliant TCFD disclosure.
Each year our disclosures have been enhanced as knowledge and
guidance improves, Pennon has addressed the 11 recommended
disclosures and has considered the latest best practice guidance from
the TCFD

As part of aur angoing TCFD programme, we have enhanced our
assessment of physical nisks, transition nsks, and climate-related
opportunities. in 2022 we expanded upon our focus o physical rsks,
which was the focus of our 2021 TCFD disclosure and South West
Water's Climate Adaptetion Report in 2021,

The year of 2022 provided record-breaking weather gvents, Including
extreme high temperatures, prolonged dry conditions, and consecutive
red weather warnings for storms and high winds. These events have
provided us with significant insight into our resilicnce to these kinds of
events (which we could see more frequentty in the future) which are
factored into our update of physical risk assessment and cur review of
adaptive strategies.

Solar panels at De Lank Water
Treatment Works, Cornwall

Since our 2022 TCFD disclosure, South West Water have published our
draft Water Resources Managemant Plan (dWRMP24) and Drainage &
Wastewater Management Plan (DWMP), and are currently developing
its business plan for PR24, which involved developing best-valug plang
and strategies to ensure the resilience of our assets and operations,
supporting our communities and the gnvironment. Therefore, our
TCFD disclasure this year reflects updated current and future actions
ta mitigate risks and realise opportunities. The updates ta our risk
assessments also consider new climate-related evidence and recent
publizations from the IPCC and CCC, further to recent publications from
Ofwat (South West Water's economic regulator) on scenario analysis,
adaptive planning. PR24 methodology, and updates in regulation

and fegislation, the latter of which gives us greater confidence in our
transition risk impact reporting in the short term.

We have also provided further details on impacts under each horizon
and distinguished primary financia) impacts to our business between
impacts of the unmitigated risk and impacts from mitigating the risk
to emphasise the investment required to build adaptive capacity Cor
alternatively, the costs of not taking action).

The Group is focused on delivering for our stakehelders including our
customers and shareholders As a result, we are continuing to embed
climate change resilience and sustanability into decision making within
our business, as well as managing the near-term inflationary pressures
including power prices. We will also continue 10 manage change to our
investments to explore new tcchnology, materials, and nature-based
solutions, within the current global constraints on capacity and supply
chains to deliver both affordatality anc fairness for our customears

As 8 Group, we maintain consistent and strong reporting with the COP
presenting our effsrts to combat climate chasge and car GHG emissions
sinca 2013, Qur GHG emissions performance continues to improve,
reported through cur COP Climate Change submission in which we
recerved a Bin 2022 You can read our GHG emissions performance an
page 67,
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Governance
The arganisation’s governance around climate-related risks and opportunities
2032/23 progross 2024 and beyond
+ We have further developed our governance framework, including » Whilst climate changc is already considered as part of the
increased recognitian of the role that each Board Committee and decision-making process across the business, we will continue to 51'1
several executive committees play in managing climate-related risk further embed the TCFD considerations inte the governance and %
and opportunities management of cimate risks across our business in 2023/24 o
= We have enhanced how carbon impacts are considered in + We will continue to further embed the assessment and identification a."-’
our capital planning by incorporating carbon values into of climate-related risks within our investment appraisal processes 1
investment appraisal, E
Strategy i1
The actual and potential impacts of climate-related risks and opportunities on the organisation’s business, strategy, and financial planning Q
202223 progress 2026 and bayond E'
» We have reviewed and cnhanced our assessments of physical and « We will continue to integrate our chimate risks within our existing g
transitional climate risks and opportunities. We have re-assessed risk management systems and risk registers across the Group. Risk 8
the materiality of key risks with stakeholders across the Group owners will continue to drive and maonitor action to manage risks and ni
and enhanced the actions we are taking to manage the mast pursue opportunities. g
pressing risks. « We will continue to review our policies and strategic decision-making
= We have considered climate change in South West Water’s across the Group in order to enhance considerations of climate risks
strategic planning for Water Resources (dWRMP24) and Drainage and opportunities.
& Wastewater (DWMP), and we are embedding climate resilience + South West Water will publish it’s final WRMP and our draft business
and Net Zero into the PR24 business plan as part of PR24. plan for PR24,
Risk Management
The processes used by the organisation to identify, assess, and manage climate-related risks and opportunities
2022/23 progress 2024 and bayond
+ We have enhanced qur risk management methodology to improve « We will continue to review and update our management of climate
consideration of impacts related to carbon, sustainability, nature, change and our decision-making frameworks to ensure climate-
and the Group's ESG goals, related risks are clearly identificd and assessed through the
» We have reviewed our principal risks and enhanced our recegnition nvestment processes and operational decision-making.

of how clmate change and Net Zero impact and influence our
principal risks.
Metrics and Targets
The metrics and targets used to assess and manage the relevant climate-related risks and opportunities

2022/23 pragress 2024 and beyond

= We have enhanced cur metrics linked to keay climate risks and » We are continuing te explore options to develop quantitative metrics
apportunities, and our investments in climate action. We are for our key climate risks and opportunities, and exploring our ability
tracking progress against our ESG targets and our Net Zero to report on our capital expenditure related to climate action.

commitments and renewable energy generation.
+ We are undertaking analysis to quantify key risks, such as major
assets at risk of coastal floading.

Climate-related Governance

Disclose the organisation’s governance around climate-related risks and opportunities.

Recormmended disclosures Board oversight
a. Describe the Board's oversight | The Graup has a strong governance structure in place to oversee the effective operat o1 of our business ana
of climate-related risks to manage al! risks - including climatc-related risks and opportunities. Overall ownership and respansibility
and opportunities, for risks, oppartunities, and mitigation actions is held by the Pennen Group Board and CEC. Various Beard

b. Describe management's role Committees and executive sub-comeittees play a key role in overseeing climate-related risks within

in assessing and managing their domain.
climate-refated rigks The Group recognises that climate change and the transition to Net Zerc impacts and influences several of

and opportunities the Group's principal risks {see our Principal Risks report on page 52. Principal risks are reviewed as part of
our audit governance processes. During the regulatory peried, climate change planning is assessed to ensure
the business remains resilient to changes to its capital programme.
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TCFD continued

Pennon Group and South West Water Board

The Group and South West Water Boards provide oversight 1o the management of the climate-related risks and opportunities. The Board has overall

responsibihity for the Group’s risk management policies and processes, and all principal risks arc reviewed by the Board on a regular basis. The Board

considers climate-related risks and appartunities throughout ts duties - including when considering the Group's strategy and objectives, monitenng

business and operational porformance, business planning and annus! budget setting, reviewing major capital expenditures and existing investments,

and in considering acauisitions/divestitures. We are continuing to enhance the awareness and capacity of our Board and senior executives relating to
climate risks and opportunitics. For mare information see our Corporate Governance report pages 9810 161

Board Committees

All Board Committees play a role in managing our climate-related risks and opportunities, and matters are escalated to the Board as
apptopriate. Board Committees report their actions and decisions to the Board, ensuring robust governance - including for matters
influenced by climate change and the transition te Net Zero. The responsibility for climate-related risks and oppertunities is cascaded through
the business in erder to meet our targets and objectives.

Audit Committee

Attendance: Maets 4 times annually.
Attended by the Char and other Non-
Executive Directors.

Role relating to climate risks and
opportunities: The Committee monitors the
Group’s financial reporting, including how the
Impacts of climate risks are accounted for

in financial statoments, The Committec alsc
reviews key risks and opportunities {including
climate-related risks), and challenges and
tests the Group's internal control processes
including risk management and internal gudit,
Further information on page 120,

ESG Committee

Attendance: Mects 4 times annually. Attended
oy the Pennan Baard, CEQ, CFO and other
Group Executives.

Role relating to climate risks and
oppoartunities: Provides the platform for
discussion of the Group's ESG agenda and
related climate risks and opportunities, as well
as setting and reviewing key metrics relating

ta our ‘6 capitals’ assessments, and reviewing
performance against ESG targets and goals. The
Sustainable Financing reporting and menitoring
is reported to the Committes for orward
submission to the Board. Further information on
page 126.

Nomination Committee

Attendance: Meets 4 times annually.
Artended by the Chair and other Non-
Executive Directors,

Role relating to climata risks and
opportunities: Considers competency rolated
to climate risks and opportunities when
reviewing the structure, size, and compaosition
of the Board and senior executives In the
Group. Further information on page 128.

Remuneration Committee

Attendance: Mcets 4 times annually.
Attended by the Chair and other Mon-
Executive Directors.

Role relating to climate risks and
opportunities: Considers the Group's
objectives and responsibilities, and advises
the Board on the framework of executive
remuneration for the Group and for the
wider workforce, Including mechanisms

to incentivise achievement of the Group's

and sustainabitity goals. Further information
on page 134,

objectives related to climate change, Net Zero,

Health and Safety Committee

Attendance: Meets 3 times annually, Attended
by the Chair, CEQ, CFQ, and other Non-
Executive Directors.

Role relating to climate risks and
opportunities: Supports the Executive Board
on matters of risk across all areas of heaith &
safety, resilience, and process safety - including
aregas impacted by climate-related risks,
particularly related to extreme weather events,
Also rev ews the effectiveness of the Group's
procedures for H&S reporting and performance.
Further information on page 132.

PR24 Committee

Attendance: Meets during the Board cycle as
we progress the plan, Attended by the Chair,
other Non-Executive Directors, CEO, CFO and
other Group executives.

Role relating to climate risks and
opportunities: Considers climate change and
Net Zero as part of business planning and the
Group's PR24 strategy.

Peatiand restoration on
Bodmin Moor, Cornwall
carried out by the South
West Peatland Partnership
team
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Pennon Executive Committee’

Attendance: CEQ, CFO, COO, GCCS, CPO, CCDRO, Director of Regulation Strategy and Assct Management, Chief Engineering Director, Director of
Drought and Resilience

Role relating to climate risks and opportunities: The Committee monitors, approves and reviews business obyectives and plans, and provides
challenge and feedback to investment decisions Throughout these processes climate-related risks and opportunities are considered and actions to
manage risks are embedded in business planning and Investment decision-making. There are several executive committecs who report to PEx, and
beiow are some of the key committees which consider climate-related risks and opportunities within their remit:

» Tho monthly busingss review meeting - oversees and informs Beard Committees on operational performance and nisks acrass the Group, including
the impacts of climate-relsted risks to operations and the actions being taken to manage operational risks. Other committees report to OPEx, and
key committees with a specific remit related to climate risks and opportunities include PR24 Executive Committee, Compliance Committee, and
Drought & Resilicnce Programme Steering Committee

= Energy Risk Committee - focused on managing the Group's energy risk expasure and reviewing renewable energy oppartunities

« Executive Risk Committee - revicws and approves items relating to principal risks before they are presented to Committees at Board level -
including risks and oppaortunities relating ta and influenced by climate change

= IPC Procurement Commiittee - considers climate-related nisks and oppeortunitics when reviewing and approving investment planning and major
procurement iterns

« ESG Executive Committee - reviews and approves items relating to ESG before they are presented to the ESG Committee at Board level - including
items which relate to or are influenced by climate change

» Net Zero Executive Committee - monitors, reviews, and provides suppart for the implementation of the Net Zero Strategy, including considering
risks and oppertunities relevant to delivery of the strategy

Management’s role

Executive managors play a key role in identifying, assessing, and managing climate-related risks and opportunities, and Executive managers sit

on relevant Executive committees. The responsibility for climate-relsted risks is clearly owned, managed, and assessed by g number the Group's
management teams across our business including our management responsible for water resources, wastewater, regulation, procurement, and finance
Risk is identified and categorised in differant parts of our business priar to being formally passed onto senior maragement respansible for those
business functions. Each business function and department maintains g risk register, and management escalates risks to the Executive Committees
as appropriate.

The Executive Directors’ remuneration policy 1s set to incentivise the achievement of key performance objectives. In 2021/22, the element previously
based on personal objectives was changed and now relates to ESG objectives and performance including targets relating to our carban reduction
goals, the working enviranment for our employees, and diversity.

Strategy

Disclose the actual and potential impacts of climate-related risks and opportunities on the organisation's businesses, strategy, and financial planning
wherg such information is matarial

Recommended disclosures

a. Describe the climate-related risks and opportunities the organisation has identified over the short, medium, and long term

b. Describe the impact of climate-related risks and opportunities on the organisation's businesses, strategy, and financial planning.

¢ Describe the resihence of the organisatiar’s strategy, taking into conside-ation different climate-related scenarios, including a 2°C or

lower scenario.

Our most matertal physical and transitional climate-related risks and opportunities are presented on the following pages. These have been identified
by considering the climate scenanos described on page 90. The risks have been assessed using the Pennon 4x4 risk assessment matrix which puts
the highest risks in the red rategory under the RAG rating Further information on our risk assessment methodology can be found on page 52 We have
identified impacts over short (0-10 years), medium (13-30 years) and long term (3G-100 years) horizons (the rationale behind thege time harizons is
presented on page 30).
Due to the nature of the business, the opportunitics are not only assessed on financial merits, with some opportunities not increasing revenues but are
opportunities to save ¢osts and/or carban, which supports our ability to provide the best outcomes for our customers and stakeholders.
We then present our findings from scenario analysis, exploring the potential range of impacts and our strategic responses under plausible contrasting
climate scenarios {(see page 91).

1. C30 = Char of the Board, £EC = Ch af Executive OF icer, CFC = Chief Finarcral Officer, GCCS = General Counsel & Company Secretary, CCO = Chiaf Gperating Officer,
CFO = Chief Pecple Officer ©CDO = Cmiel Custamear and Digital Officer
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TCFD continued

Physical Risks

Key — Strategic priarities
Risk

. High

Opportunity

. Medium . Low A

Increasing €y Stabla % Decreasirg

Key impacts identified on our operations and customers'

Key physical climate risks
Increasing frequency and intensity of droughts - risks to water supply,
wastewater networks, and services.

Relevant time horizon

Short, medium and long term, with increasing Iikelihaod and
magnitude of risk over each horizon

Risk score in 2025 including current actions

[~

Risk score in 2050 without further action

A

Increased daly and peak demand for garden watenng, crap

irrigation, and tourism during drought events cxceeds capacity

1o redistribute water

Sustained drought can lead to supply shortfalls with a heightened nisk
for recovering water storage if tnere are consecutive drought years
Drought events lead to loss of supply and de-pressurisation of pipelings,
greater meidence of pipe falure and contamination.

More extreme wetting and drying cycles cause soil movement, more
pipe movement/ subsidence and bursts/ increased leakage.

Lower river fiows as a result of drought events reduce yields. Could lead
to reductions in our future abstraction allowances and increased need to
rclease more water to rivers/the environment (see also ‘chmate-refated
regulation in the Water sector' transition risk).

Lower groundwater levels reduce barehole yields. Intake, borehole pump
and reservoir draw-off levels may not match reduced levels,

Saling intrusion due to lowering groundwater compounded by sea level
rise (see ‘Rising sea lovels' risky.

Decreased intake raw water quality (see 'Increasing average
ternperatures and heatwaves' risk)

Impacts on wastewater networks due to low flows from surface water.

Key physical climate risks
Increasing average temperatures and heatwaves - rigks to water
quality and water troatment

Relevant time horizen
Short, medium and long term, with increasing likelihood and
magnitude of risk over gach horizon

Risk score in 2025 including current actions

Q

Risk score in 2050 without further action

Q

Decreased water gualty {odour, discolouration, dissclved organics,
Cryptosporidium) requinng additional resources and cost to remove
pathogens from drinking water or ensure water guality meets regulatory
standards at WTWs,

Inareasad micrabe prapagation and survivaby lity affecting

treatment processes.

Higher septicity levels in received wastewater,

Algal blooms, tnagered by catchment runoff. are exacertated by

higher temperatures.

Higher peak demand for water compourded by reduced runoff yields
due to higher temperatures increasing evaporation (see 'Increasing
frequency and intensity of droughts' risk).

Decreased water quality during heatwaves compounded by overheating
of equipment/assats.

Cascading impacts to interdependent networks (e.g. power supply) from
overheating, leading ta service disruption.

Increased prevalence of invasive non-native species (INNS).

Key physical climate risks
Increasing frequency of heavy rainfall and floods - risks to assots &
seryices, water quality, and the emvironment

Relevant time horizon
Short, medium and long term, with increasing likglihood and
magnitude of risk over cach honzon

Risk score in 2025 including current actions

(A

Risk score in 2050 without further action

L~

.

Flooding of assets and treatment warks, loss of access to assets,
and greater sediment levels in raw water which disrupt services and
patentially impact the enviranment.

Cascading impacts to interdependent networks (e.g power supply) from
floading, leading to service disruption.

Increased groundwater leading to increased infiltration into assets.
Increased volumes of storm water exceed pump capacity leading to
service failures.

Exceedance of storm tank design and asset flooding/damage with
interruption to service.

Increased frequancy and duration of storm overflows, with potential
impacts to water badies - including potential closure of beachas,
increased river Hows and risk of bank erosion exposing wastewater
pipes increasing the risk of collapse.

Catchment erosion n moorland of peatland aress, with nutnienta
leaching that increase algal growth in waterbodies and reservoirs.
Bilution of, and rapid variations in, influent flows - longer

retenticn of water in storm tanks leads to increased septicity

and operational problems

Increased flood incidence impacts water quality for same boreholes,
may 185Ul in termporary inaceessibility or comamination 'ncreased
turbidity of water sources

7. Key impacts aze taker as the top-sconng risks from Scuth West Weter's Adaptatior Report 2021 urder the relevant climate dever, corsidenng the 2025 ard 2050 time hornizors

78

Annuai Report and Accounts 2023 | Pennon Group ple



Examples of our actions to mitigate risks and realise opportunities

Primary financial and reputational impacts to our business -

Current actions:

» Collaborative water resource management planning — West Country
Water Resources and Water Resources South East.

» Drought planning including more extreme events. Stochastic and
multi-year draught analysis to test how water supply systems perform
in extreme prolonged droughts.

« Prioritisation of support for vulnerable customers during droughts

« Demand management and water efficiency, including Per Capita
Consumption (PCC) reductions and loakage reduction strategy.

» Investigation of regional water transfers,

» Potential Abstraction Incentive Mechanism (AIM) schames.

= Enbanccments to distribution system to remove bottlenecks/ support
us to meet peak demand,

+ Desalination scheme in development for 2023 to enhance our
drought management.

Planned or future actions:
» Finalise draft Water Resources Manageament Plan 2024 including:
+ demand management options ie. increased metering,
leakage reduction
» schemes to increase water supply (e.g. Cheddar2 SRO. Mendip SRO,
enhancing interconnectivity of water resource zones) with new
sources, storage.
+ water treatment improvements and wastewater reuse
= Potential for additional desalination schemes.

Impacts from mitigating the risk:

Wa could incur increased expenditure (Opex and Capex) to increase
capacity for water supply infrastructure, and to manage drought
conditions and water demand. Some of these costs could be
recoverable through the regulatory system. Increased cnergy and
material use could impact our operational and embodied carbon.

Impacts of the unmitigated risk:

Service disruptions could negatively impact our reputation and
reduce ODI rewards/ Increase QDI penalties (affecting our revenue).
Wa could face additional expenditure (Opex and Capex) to recover
from service disruptions, reduce leakage, and manage water demand.
Some of our assets could deteriorate and face impairment due to
physical impacts.

Current actions:

+ Upstream Thinking catchment management tackling raw water
quality to Increase resource availability in 80% of our drinking
water catchments,

» Granular activated carbon at certain Water Troatment Works (WTWs),

= Robust health and safety practices and management.

» Farm water efficiency and resilience project — 1000 pond
nature-based solutions.

« Bindiversity management and INNS programmes.

+ Installation of cooling systems for equipment/assets.

Planned or future actions:
= Upgrade to granular activated carbon treatment at further WTWs

Impacts from mitigating the risk:

We could incur increased expenditure {Capex and Cpex) for water
and wastewater treatment and odour management, and to Increase
capacity for water supply infrastructure. Some of these costs could
be recoverable through the regulatory system, Increased energy and
material use could impact our cperational and embodied carbon.

Impacts of the unmitigated risk:

Service disruptions and iowar-guality service provision could
negatively impact our reputation and reduce ODI rewards/increase Q0|
pznalties (affecting cur revenue)

We could incur increased sxpenditure (Capex and Opex) to recover
our services or use alternative water supphes

Some of our assets could deteriorate and face imparment due to
physical impacts.

Current actions:

+ Drainage & Wastewater Management Plan (DWMP).

+ Asset flood risk assessments undertaken every five years.

« Contingency planning in flood risk hotspots e.g. River Gtter, including
prioritisation of support for vulnerable customers.

= Sites have temporary deployable flood protection.

+ |nvestment in PR19 to improve flood defences at four WTWs up to 1-in-
1000-year events

= Catchment management through Upstream and Downstream Thinking.

+ Continued investment in our WaterFit Plans - reducing storm overflow
releases and improving river and coastal water quality, creating and
restoring habitat, and looking to inspire local champions to improve
water quality through scheols and commurnities.

+ New Mayflower WTW in Plymouth increases local flood resiience.

Partnership flood schermes cg Countess Wear Wastowater Treatment

Works (WWTwW)(Exeter)

Planned or future actions:

+ Further sewer separation schemes in areas at risk.

» Surface water drainage plans and investment in key areas.
+ Expand our Upstream Thinking initiative.

= Real-time maniloning and control (e.g. at ali €50}

» Continue to improve incident management.

Impacts from mitigating the risk:

We could incur additional expenditure (Opex and Capex) to improve
operationat resilience and flood defences, and to enhance our
Upstream and Downstream Thinking programmes.

Some of these costs could be recoverable through the regulatory
systerm. Increased energy and material use could impact cur
operational and embodied carbon

Impacts of the unmitigated risk:

Service disruptions and cambined storm overfiows could negatively
impact our reputation and reduce ODI rewards/increase ODI penalties
(affacting our revenue).

We could incur additional expenditure (Opex and Capex) to recover
our services and repair damaged assets,

Some of our assets could deteriorate and face impairment due to
physical impacts.

1 Soath West Water draft WRMP24 chapter 11 recammerded plan v2 1 {southwastwater couk)
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TCFD continued

Key - Strategic priorities
Risk Opportunity

. High

. Medium . Law

A ncreasing €y Stable W Decreasirg

Key impacts identified on our operations and customers’

Key physical climate risks
Rizing sea levels and coastal erosion - risks to
assets and services

Relevant time horizon
Short, medium and long term. with increasing
Irkelihood and magnitude of rigk over each horizon

Risk score in 2026 including current actions

()

Risk score in 2050 without further action

(A

Key physical climate risks
Increasing frequency of extreme weather events
and storms - risks to assets and services

Relevant time horizon
Short, medium and long term, with increasing
likelihoed and magnitude of risk over each horizan

Risk score in 2025 including current actions

Q

Risk scare in 2060 withaut further action

Q

Transition Risks

+ Direct asset damage from flooding, storm damage and/or coastal erasion

» Cascading impacts 1o interdependert networks {c.g. power supply) due to damage from

coastal flooding, storm damage and/or coastal erosion,

Rising sea lewels increase the extont of the saline intrusion zone, Tidal limits move

upstream, causing increased salinity at river intakes. This can cause accelerated asset

detenoration snd reduced process perfornance efficacy

Increased health and safety implications ¢.g. hydrogen sulphide gas from wastewater

treatment works,

= Saltwater intrusion of groundwater sources causing source to become unusable
(compounded by lowering groundwater levels — see our ‘Increasing average temperatures
and heatwaves' rigk).

= Coastal estuarne storm overflow discharges become tide-focked hindering free discharge

+ Increased environmental ambition by other stakeholders to replace lost coastal habitat
and manage coastal erosion, Impacting our assets and services (N some cases requiring
us to carry cut actions which may not be funded through the regulatory system).

» Power supply failure due to high winds, heavy rainfall/flooding. ightming at key network
and treatment sites and resultant cascading impacts to interdependent retworks,
including water supply delivery and wastewater management,

» Cald snaps and freeze/thaw events leading to pipe bursts/ increased leakage

= Reduced ability for our services and assets to recover under consecutive storms.

Type as defined by TCFD
Palicy, Regulation and Legal Rigks

Relevant time horizon of risk

Shart and medium term

Potential for this risk to decrease over time as
regulation evolves to remove contradictions and
misalignment, and as leadership on climate action
becomes commaonplace across Government and
the economy.

Currant Risk Rating

A

Risk of challenges balancing trade-offs in regulation in the Water sector between

asgendas of Net Zerq, climate resilience, environmental anhancement, and other

objectives, posing the risk of increasing costs and carbon: Potential undesired climate

outcomes dug to trade-offs in regulatory priorities Challenges with balancing objectives to

imprave environmantal outcaomes while reducing carbon emissions at the same time as rapid

changes in climate-refated policies and regulations are occurring in the Water sector

A halistic and balanced approach to delivering our goals for Net Zero, prowiding a resilient

water supply and protecting and enhancing the environment, could be at risk if one agenda

IMposes more stringent reguiaticn, thus presenting a misalignment in the pace with which

preferably holistic actions can be delivered relative to actions that benefit a single more

stringent agerda. in some cases, new/enhanced policies and regulations pose & nsk due

to increasing costs to Pennon or increasing Pennon's carbon footprint, in other cases the

absence of policies and regulation pose a risk due to potential that costs incurred by Pennon

may not be recaverad through the requlatory system.

Some examples include:

« more stringent environmental reguiation being imposed in response to tne climate

adaptation and nature positive agenda, including the pace with which requirements are

being imposed:

« reduced abstraction allowances and increased compensation flows into our rivers being
imposed (sce our 'draught’ physical rigk)

+ increased environmental ambition by other stakeholders tg replace lost coastal habitat
and manage coastal erosion (see our Tising sea levels physical risk),

changes ta carbon accounting methodologies and scope boundanes, including changes

ta lacation-based GHG accounting methodoiogy instead of market-based accounting {e.g.

disincentivising power purchase agreements (PPAs) for renewable energy)

enhanced reguirements which increase Pennon's energy and carbor footprint eg

phosphorus removal, UV disinfection, reducing combined sewer overflows in cases where

the scale and pace required disadvantages nature-based solutions.

regulation in contradiction to achieve overall Not Zero goals, and regulatory system

providing limited incentives for wider Net Zero action cutside of the reguiated

water business
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Examples of our actions to mitigate risks and realise
opportunities

Primary financial and reputational impacts to our business

Current actions:

.

Asset flood risk assessmeants undertaken evary five years,
Prigritisation of suppert for vulnerable customers.

Improved fiood resilience of all assets in the coastal floodplain,
Partncrship flood schemes e.g. Countess Wear WWTW (Exeter).
Protection of sites from saling intrusion/incursion (Otter Basin).
Continuing work with stakeholders involved in managing
ceastal crosion.

Planned or future actions:

Protection of further sites from saline intrusign/incursion,
Desalination programme.,

Impacts from mitigating the risk:

We could incur additional expenditure (Opex and Capex) for protecting
our sites and asseis from coastal flooding and salineg intrusion Some of
these costs could be recoverable through the regulatery systom.
Increased energy and material use could impact our operational and
cmbodied carbon.

impacts of the unmitigated risk:

Service disruptions could negatively impact our reputation and reduce ODI
rewards/increase ODI penalties {affecting our revenue).

We could face additional expenditure {Opex and Capex) for using
alternative water supply if sites/sources become unusable.

Some of our assets could deteriorate and face impairment due

to physical impacts.

Current actions:

Cold weather plan. including prioritisation of support for
vulnerable customers.

Investment in centralised control room and alternative water
supply teams.

Duplication of strategic water mains network.

Backup power at plants to manage risks of energy

supply interruption.

Recovery plans for 100 WWTWs,

Working with other stakeholders (eg. energy providers) to
enhance resilience.

Planned or future actions:

Extend real-time monitonng and control

Extend recovery plans at more WWTWs,

Further investment in generating renewable energy and
back-up power.

Impacts from mitigating the risk

We could incur additional expenditure (Opex and Capex) for
maintenance and upgrades to assets o enhance resilience to storms.
Some of these costs could be recoverable through the regulatary system.
Increased energy and material use could impact our operational and
embodied carbon.

Impacts of the unmitigated risk

Service disruptions could negatively impact our reputation and reduce QO!
rewards/increase ODI penalties {affecting our revenug).

We could face additional expenditure {Opex and Capex) to restore
services and repair assets. Some of our assets could deteriorate and face
impairment due to physical impacts.

Balancing trade-offs from actions to address different agendas
in pelicy and regulation:

Current actions:

Horizon scanning to dentify emerging/changing regulation.
Stakeholder engagement/public relations management.

Net Zero programme.

Engaging with regulators to explain the climate change impacts of
new regulation.

Working with others in the sector to clanfy carbon

accountng approaches.

Adaptive planning approach within dWRMP24, including high.
moderate, and low environmental ambition

Considering options which Pennon can take outside of the
regulatory framewo-k (eg offsite investment in rerewable energy)

Future actions:

Pursuing opportunities for nature-based solutions where these are
aceeptable under the regulation.

Inyestment in innovationy/ rescarch and development, and
investment in anfiancaments to resilience to key climate risks,
Considering applying an internal carbon price to consider full costs
and benefits of decisions.

Public value assessments in decision-making (balancing
trade-offs of different agendas, and contradictions in tha
regulatory framework)

Seeking opportunities for additional funding. making the
investment case based on core water company activities,

Future climate adaptation planning and transition planning.

Impacts from mitigating the risk:

We could incur increased expenditure (Capex and Opex) due to changes
to regulation, for example costs related to installation and operation of new
process equipment £o meet enhiance regulations,

Some of these costs could be recoverable through the regulatory system.
Increased cnergy and material use to meet Increased regulatory
requirecments has potentral to increase our carbon footprint through
operational and embaodied carbon.

Impacts of the unmitigated risk:

If we fail to balance regulatory requirements, we could face reduced ODI
rewards/ tncreased OC1 penslties (affecting our revenue).

Public perception of how we balance trade-offs could result in negative
impacts on our reputation {see our ‘Negative public and stakeholder’
reputation risk).

Some of our assets could incur obsolescence and impairment If they are
driving high carbon emissions or poor enviranmental outcomes.
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TCFD continued

Transition Risks continued

Key - Strategic priorities
Risk

. High . Medium ‘ Low

Opportunity
A Ircreasing €y Stable

W Decreasirg

Potential risks and opportunities

Type as defined by TCFD
Policy, Regulation and Legal Risks

Relevant time horizen of risk

Short and medium term

In the shart term the nisk is more focused on funding
to achieve Net Zerg, over the medium and 1ong term
the risk will increasingly focus on furding to enable
adaptation to climate change.

Current Risk Rating

S

Regulatory funding risk for achieving Pennon’s goals for operational Net Zero by
2030 and adapting to climate change : Risk that the investmant required to transition to
operational Net Zero by 2030, and investment to proactively adapt to climate change in the

time period targsted by Pennon, is not allowed under the regulatory framework

Type as defined by TCFD
Technolagy Risks

Relevant time horizon of risk

Short and medium term

In the short term the risk is primarily driven by
limited supply and readiness of technology and
resources (due to past underinvestment in skills
development across the UK and bayond), over the
mediurm tarm the risk wilf be increasingly driven by
high demand for technology and resources.

Current Risk Rating

®

r‘r

ity and readi of technology and resources to achieve Net Zero before other

sactors and the wider UK: Risks that skills, technology. resources, and infrastructure are
not ready and avallable to enable Pennon's transition to Net Zera operational carbon by
2030, resulting in delays and in some cases resulting in Pennan paying high costs to access
resources, Some examples include:
availability and capacity of Pennon's workforce and supply chain to procure and design
low-carbon solutions (which s compounded by wider risks, such as geopolitical events
and macro-economic conditions such as high inflation).
availability and capacity of technology and infrastructure, particularly in the Great South
West of England, to enable development of Pennon's renewable energy projects and other

Net Zero programme activities,

high demand for resources and technologies from others causing delays and increasing
costs for Pennon {e.g. demand for expertise, batteries, electric vehicles),
unsuccessful investment in new technologies/aporoaches, or technology which 15 then
superseded, including risks around recovenng costs through the regulatory systern,
Innovatian required to reduce process emissions is of larger scale than originally
understood, amplifying the risk of potential unsuccessful R&D Investments, and the risk of
taking investment decisions which in future turn out to be suboptimal / high-regret
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Examples of our actions to mitigate risks and realise opportunities

Primary financial and reputational impacts to
our business

Managing regulatory funding risk:

Current actions:

« Business planning/ making case for investment

« Engagement with regulators and customers and stakeholders.

« Public campaigns/awareness of investment need for climate action including
TCFD programme.

« Exploring options 1o ensure a return on investment for some climate-related actions.

« Demonstrating/communicating that Net Zero 2030 for the water sector 15 a helpful
milestone on the way 1o Government's goal for Net Zero 2050

« Exploring options which Perinon can take cutside of the regulated water businesscs
(e.g offsite invest~ent in renewable energy. enhancing revenue through water
transfers and water resource schemas for other companies).

Future actions:

» Explore options for third-party funding or partnerships for climate action.

+ Potential for Pennon to review climate change objectives if they are not supported by
regulators and Government

Impacts from mitigating the risk:

We could incur increased expenditure (Capex and

Opex? to take actions outside of the regulated water
business, and to enhance engagement with regulators
and stakeholders There 1s potential for us to increase
aur ravenue through some actions. See our ‘Products and
Services' climate oppartunity.

Impacts of the unmitigated risk:

If we cannot proactively invest in carbon reduction and
climate resilience we could face reduced ODI rewards/
increased ODI penaltics (affecting our “evenue).

Increased costs to our customers 1n the long-lerm

would negatively impact our reputation (see our ‘Negative
public and stakehalder” and ‘Customer affordabil ty'
reputation risks).

Some of our assets could detenorate and face impairment
due to physical impacts from chkmate change.

we may be imited in our abibty to reduce our
carbon emissians.

Managing capacity constraints in Pennon:

Current actions:

« Continual enhancement of capacity within Pennon (e.g. training, recruiting key skills).

+ Collaboration with supply chain partners (eg. consultants, technology
providers, contractors).

- Collaboration with stakeholders (e.g. academia, envirenmental groups in the Great
South West).

+ Collaboration with other water companies and across the sector to develop standard
approaches and enhance capacity.

Future actions:

» Prioritising actions/solutions which are low-regret/ flexible eq. nature-based snlutions

= Piloting options/technology before scaling.

Managing supply chain and infrastructure limitations:

Currant actions:

« Horizen scanning ta idantify emerging limitations and risks.

» Engagement with key suppliers and partners and enhancing collaboration with
partners and stakeholders,

» Engaging with infrastructure providers, reguiators, and Government to encourage
investment to enable network capacity.

= Enhancing capacity within Pennon to reduce reliance an suppliers.

+ Purchasing renewable electricity.

Future actions:

+ Procurement strategies for key technologies/expertise.

« Enhancing supply chain resiticnce (e.g. diversification of suppliers).

» Exploring options which are less reliant on network capacity (e g. onsite
battery storage).

Managing costs to transition:

Current actions:

= Scek to fund investment through the regulatory process (business planning
and price reviews)

+ Investmentin innovation to reduce costs of low-carbon technelogy.

Future actions:

= Increasing efficiency to reduce costs (see our Tesource efficiency’
transition apportunity’.

= Recovering some costs fram retired assets (eg. selling used equipment}

« Explore partnership opportunities (og PPAS),

Managing research and development investment:

Current action:

+ R&D programme with gated investment (eg. piloting before scaling up)

« Hornizen scanning to identify emerging technalogy and risks

= Procurement strategies to reduce costs (eg. compettive tendering, joint ventures).

« Learning from others in the water sector in UK and international,

» Engagement with regulators and commuruty to test acceptability of strategies
and schemes.

Future action:

« Prioritising solutions that are low-regret, particularly nature-based solutions through
piloting technology before scaling.

Impacts from mitigating the risk:

We could incur increased expenditure (Opex) to build
capacity across our company and supply chain, and
increased costs to access skills and technology to
meet our targeted timeline, Some of these costs could
be recoverable through the regulatory system.

Impacts of the unmitigated risk:

We could incur increased expeonditure (Capex and
Opex) due to delays with implementing solutions

to reduce operational carbon emissions, and due

to ligh demand tor resources, Unsuccessful
investment in new technologies could also result

in increased expenditure,

We could incur penalties and/or negative impacts to
our reputation if delays in technoiogy and resources
mean we do not meet our targets and/for Net Zero
programme (see our ‘Negative public and stakeholder
reputation’ sk,

We may be limited in our ability to reduce our
carbon emissions.
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TCFD continued

Key - Strategic priorities
Risk

. High

Opportunity
~

. Medrm . Low Increasing €y Stahle W Decreasing

Potential risks and opportunities

Type as defined by TCFD
Market Risks

Relevant time horizen
of risk

Short and medium term
In the short term the risk is
primariiy driven by limited
supply of rencwabla energy
and low-carbon materials (due
to past under investment in
infrastructure and materiais
across the UK and bayond),
aver the medium term the
risk will be increasingly
driven by high demand for
renewable energy and low-
carbon materials,

Current Risk Rating

v

Increased costs of enargy and materials due to the transition to Net Zero, impacts of climate changs, and
wider factors: Increases in costs of energy sources and input materals - influenced by the Net Zero transition
and/or impacts of cimate change and compounded by geopolitical events and macre-cconomic conditions (e.g.
such as high inflation). Some examples include:

Record high price for electricity, particularly 100% renewable efectricity/REGOs, which may remain in high
demand/ limited supply.

Price of liquid fuels and gas increasing due to transition to Net Zero and geopolitical events,

Price of chemicals and construction materials {eg. cemant, steel] increasing as energy prices increase and

in some cases as carbon reduction measures increase across supply chains {adding costs to production of
materials In the short/medium term.

Price of some technologies for generating renewable electricity has increased due to high

demand/limited supply

Type as defined by TCFD
Reputational Risks

Relevant time horizon

of risk

Short and medium term

In the short term customers
and stakeholders are primarily
concerned about impacts on
water quality and

aguatic environments

Qwver time it is likely that
custamers and stakeholders
will have higher concern for
carbon emissions and other
sustainability objectives

Current Risk Rating

Q

Negative public and stakeholdar relations due to Pennon falling to be a seen as a leader in environmental
sustainabllity: Negative perception from the public/stakehclders/regulators, possibly linked to a major climate-
related incident/ovent/failure. Some examples include:

Public concern about climate-induced pollution events and sewer averflows (e.g. after storms linked to

climate change).

Customers and stakeholders concerned about the environmenta! impact of abstraction and wastewater

discharge in respanse to the climate adaptation agenda.

+ Asymmetry of information which customers notice, for oxample less focus on our action to reduce carbon and
more focus on activities which may be seen as high energy, such as desalination (even though desalination
would be powered by renewable energy). Greater media coverage of negative impacts more than positive
actions compounds this risk

« Shifts in stakeholde-/customer expectations related to carban and climate which are difficult for Water

companies to manage.

Stakeholder and customer dissatisfaction if Pennon fails to meet Netl Zero commitments

Type as defined by TCFD
Reputational Risks

Relevant time horizon

of risk

Short and medium term
The need for additional
investment to meet the Net
Zero and climate adaptation
challenges will likely continue
10 Impact across the medium
term, particularly if global
climate action is slow and the
physical impacts are greater

Current Risk Rating

A

Customer affordability and fairness concerns for achieving Net Zero and adapting to climate change:
Affordability for custe~ers and questions arcund faimess decome very challenging, even with Government
cantribution to water and wastawater bills (this s compounded by cost-of-living pressures). This risk includes:
Large investment needs related to climate change, which could result in dissatisfaction from customers

and stakeholders.

Caestions retating io fairness for paying for climate adaptation. for exarmnple high costs/impacts being imposed
on residents in Cornwall and Devon due to greater exposure to coastal change, whereas other water companies
may not have as high costs/impacts.

Multiple agendas and misalignment from difierent Goverrment departments and regitlators requ ring increasad
investrment from water cornpanies.
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Exampies of our actions to mitigate risks and realise opportunities

Primary financial and reputational impacts to
our business

Managing cost of energy:

Currant actions:

+ Generation of rerewable energy by Pennon, including exploring additional options and
power purchase agreements (FPAS).

+ Increasing efficiency to reduce energy demard (e.g enhange energy efficiency, reduse
leakage - see our resource eficiency’ opportunty),

+ Electricity price hedging.

Future actions:

« Fuel switching (o.g. eliminating fossil fuels for alternatives, at lower cost where possible),

« Changing operational practices to reduce energy use/ energy expenditure (e.g. taking
gdvantage cf off-oeak electricity pricing.

= Explonng options which requirg less cnergy (e.g. nature-based solutions).

« Action taken by Government and wider actors to increase energy sccurity and supply of
low -carbon energy

Managing cost of input materials:

Currant actions:

+ procurement strategies to roduce cost {8.g. competitive pricing).

Future actions:

» Incressing efficiency to reduce material use and hght-weighting/reducing
material consumption.

« Enhancing supply chain resilience (e g. diversifying suppliers to reduce cost).

= Investing in innovation to use different chemicals and materiats.

Impacts from mitigating the risk:

We could incur increased expenditure (Capex and
Opex) due to investment in generating renewable
energy or using alternative/low-carbon materials.
Some of these costs could be recoverable through
the regulatory system, and in some cases there
will be a return on investment (see our ‘energy
source’ and ‘'markets’ climate opportunities)

Impacts of the unmitigated risk:

We could incur increased expenditure (Capox and
Opex) due to increased caost of cnergy/REGOs
and materials.

We may be limited in our ability to reduce our
carbon cmissions.

Managing public and stakehclder relations:

Current actions:

= Risk managemecnt practices.

+ Investment to reduce key risks, including our WaterFit programme

» MNct Zero programme

« Environmental programmes (e.g. Water Industry National Environment
Programme — WINEP).

« Customer and stakeholder engagemant/public relations.

» Cornmunity outreach and educational programmes.

+ Engagement and pilots to test and build customer acceptability for schemes.

= FSO and sistainahility initiatives

« G capitals’ considered in decision making.

Future actions:

» Consider applying an internal carbon price to consider full costs and bencfits of decisions.

+ Consider new ways to enhance engagement with customers and communities and increase

engagement and raise profile of positive actions (eg. tree planting).

Impacts from mitigating the risk:

We could potentially incur increased
expenditure (Opex) to manage stakeholder
relations and public perception to mitigate
reputational impacts.

Impacts of the unmitigated risk:

Public perception of our envirenmental actions
and performance could result in negative impacts
on our reputation (see also our ‘Challenges
balancing trade-offs’ policy transition ns<)

Managing customer affordability:
Current actions:
« Secured Government contribution to custamers' bifls.

= Customer and stakeholder engagement/public relations (including engaging with regulators

angd Government about sharing costs ete.), including community outreach and educational
programmes to help explain need for investment in climate action.

= Seeking return on investment for actions taken to manage climate change.

= Arrangements with/requirements on suppliers to cover some costs {eg. building and
vehicle Icases).

» Procurement strategics to reduce costs {e.g. competitive tendering. joint ventures etc.)

= Sunpart programmes and social tanffs for customers strugglhing to pay bills.

+ Phased investment in climate adaptation and Net Zero over time to reduce pressures
on bills.

= Exploring actions to reduce costs across the business.

« Becoming more eff cient to reduce cosis and imaacts on customer bills.

» Exploring mnovative tariffs to ensure “air bills,

Future actions:

+ innovation programme seeking to reduce costs

» Recovering soma costs f-om retired assets (e g selling off).

» Seeking third-party sources for investment (e.g. climate action grants/funds,
partnarship funding?.

+ Considering flexibility in cimate commitments to reduce cost pressures on customers,

impacts from mitigating the risk:

We could potentially incur increased expenditure
(Opex) to manage public perception of cur
imvestments to mitigate reputational impacts
(eg. raising profile of our opportunities).

Impacts of the unmitigated risk:

Public perception of our investments and
expenditure could result in negative impacts on
our reputation if our decisions and investments
do not align with customer priorities (see also our
‘Challenges balancing trade-cfs’ policy

transition risk).

We could incur penalties if we failed to support
customers in need / vulnerable customers
suffering from high bills.
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. Key - Strategic priorities
TCFD continued Risk Opportunity

@ +sh @ veoun @ Low A rcreasirg €y Stable W Decreasing

Potential risks and opportunities

Climate-related opportunities
Type as defined by TCFD Enhancing resilience acrass Pennon'’s operations, asset base, and supply chain to

Resilience avold costs and enhance value: Opportunity to invest in enhancing resilience across

Pennon's business and supply chain, in some cases saving costs (eg. avoidad damage

to assets, avoided losses in revenue. avaided penalties on ODIs and GSS) and enhancing

company reputation and value Some examples include:

« Enhancing Pennon's resilience by investing in climate change adaptation eg. investing

in drought and flood prevention measures to avoid customer disruption/ penalties/

compensation payments and avoid asset damage.

Enhancing supply chain resil ence by investing in buffers/storage for cnitical resou-ces,

Current opportunity rating diversifying suppliers, replacing supgliers who have high climate risks, thereby reducing

° potential risks and costs associated with supply chain disruption and delays. '

Relevant time herizon of risk

Short, medium, and long term

Enhancing resilience to climate change and
cxtreme weather events 15 of high relevance today,
with increasing likelihood and magnitude of risk
over each harizon

Type as defined by TCFD Reducing carbon and enhancing energy resilience and revenue by using and
Energy Source generating renewable energy: Cpportunitics to lower carbon emissions by using
renewable cnergy and opportunities to invest in renewable energy generation wiich can
lower our carbon emissions, enhance our energy resilience (e g. less reliance on energy
suppliers), and enhance our revenue through sale of ronewable energy.
Some examples include:
« South West Water's commitment to purchase 100% renewable ¢lectricity from
2022 onwards,
» Generating renewable encrgy on Pennon’s sites and through partnerships (e.g. PPAs)
such as through generating energy from wastewater and sludge. and generating
clectricity through solar and wind.

Relevant time horizon of risk

Short and medium term

This opportunity is of tugh relevance to mest our
2030 Nat Zero target, with continued relevance Into
the medium and long term duc to Increasing market
risks to energy pricing and resilience of energy
supply as physical risks increase In magnitude and
likelihood over each horizan.

Current opportunity rating * Deploying our £160m capital allocation to renewables

° + Switching fuels to lower-carbon sources, such as switching diesel to renewable electricity
and HVO as a transition fuel

Type as defined by TCFD Generating value and reducing our financing costs through sustainable financing:

Markets Opportunity to reduce our cost of finance (and avoid cost increases) through access to

sustainable financing and generation of green financial assets. Our Sustainable Finance
Framewark is part of our strategy for taking action on climate change, and our approach is
evolving as policy and markets change and informatian becomes available. We are exploring
the implications for our business, including regulatory developments such as the EU
Taxenomy/UK Green Taxgnomy.

Relevant time horizon of risk

Short and medium term

In the short term the opportunity is more focused
on financing to achieve Net Zero and current
physical risks; over the medium and long term the
oppartunity witl increasingly focus on environmental
targets and climate change resilience to long

term challenges.

Current opportunity rating

@
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Examplas of our actions to mitigate risks and realise opportunities

Primary financial and reputational
impacts to our business

Enhancing Pennon’s resilience:

Current actions:

« Investment in diversifying water sources, including desalination and repurposing ex quarries and mines

« Pursuing new reservoir capacity through regulatory frameworks

= Company reslicnce planning.

« Climate risk assessments and climate adaptation planning.

« Engaging stakeho!ders and regulators and customers.

= Investments in response and recovery to operational disruption.

« Generation of renewable energy by Pennon, including exploring additional options and power purchase
agreements (PPAS) (see our ‘market’ transition risk}

Future actions:

» Actions te adapt to ¢limate change (e.g. enhancing drought resilience) and te mitigate climate nsks.

Enhancing supply chain resilience:

Current actions:

= Enhancing capacity within Pennon ta reduce reliance on suppliers (e.g. generating renewable energy - see
our‘energy source’ opportunity).

» [usting storage and buffers for resources {e.g. chemical starage, parts storagel

« Existing diversity in suppliers.

Future actions:

- Actiens to enhance supply chain resilience (eg. diversifying suppliars/ location of suppliers) - see also our
actions for managing supply chain under our ‘technology’ risks.

» Procurement strategies (e.g. requirements on suppliers to mest ESG criteria/ Jow climate risks).

= Investments in response and recavery to supply chain disruption,

Potential to reduce and avoid costs

(Opcx) and enhance cur reputation
by preventing disruptions to our
sorvices. We could also incur
reduced penaltics/ increased
rewards for performance on ODls
{e.g supply interruptions, lzakage,
and water quality), thercfore
INCreasing our revenue.

Howevgr, this reguires significant
investment (Opox and Capex),
including strengthening our
infrastructure and enhancing our
adaptive capacity. Some of these
costs could be recoverable through
the regulatory system.

We will need to manage the carban
footprint associated with schemes
related to climate resilience

Using renewable energy:

Current actions:

» Procurement strategy for renewable encrgy to minimise the impact of increasing costs of energy.

= Supply contract for 100% renewable energy by 2023 for South West Water (currently excludes newly
integrated Bristol Water operations).

« Generation of renewable energy by Pennon, inciuding exploring additional options and power purchase
agreements (PPAs).

= Met Zero programme.

= Prigritising investment to deliver highest carbon reduction.

+ Secking return on investrment (RO where possible.

» Investment in generating renewable energy.

Future actions:

» Trialling low-carbon fuels.

= Innovation programme (eg. cxploring options to generate and recover energy from sewers}.

« Engagement with patential partners for PPAs.

= Establishing the commercial and legal arrangements to co-fund rencwable energy investments.

We could incur increased
expenditure (Capex and Opex)
due to investment in generating
renewable energy, however this
has potential to reduce our
carban footprmt.

Some of these costs could

be recoverable through the
regulatory system.

Investment in renewables

couid reduce expenditure
{Opex) in the long term if
electricity prices continue to
risc (see our ‘market’ transition
risk and ‘market’ oppartunity).
We could enhance our revenue
through selling renewable energy.
We will need 10 manage the
carbon footprint associated with
generating renewable energy.

Sustainable finance:

Current actions:

« Sustainable financing framework.

s TCFD and TNFD programme.

« Investigating requirements to access sustainable finance markets.

= Procurgment and finance strategies.

= ESGinitiatives

Future actions:

» Establishing commercial and legal arrangemeants for buying and selling green financial assets/credits

= Future disclosure/ESG initiatives {e.g. EU/UK taxanomy, Taskforee on Nature-related Financial Disclosures,

ISSB, Transition Plans/TRPT).
« Exploring opportunities to attract third-party funding.

Thraugh sustainable finanging,

we have potential to reduce our
expenditure by avoiding cost
increases refated to financing/ cost
of capital.

We also have potential to enhance
our reputation and mitigate
reputational risks (see our
reputation’ transition ngks.
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TCFD continued

Key - Strategic priorities
Risk

. High

Opportunity

. Medium . Low -

Increasirg €»  Stable W Decreaung

Climate-related opportunities continued

Potential risks and opportunities

Type as defined by TCFD
Resource Efficiency

Relevant time horizon of risk
Short and medium term

In the short and medium term,
investment in resource efficiency Is
central to many of our options and
decisions In our business plan and
WRMP's best value plan. This will
enhance our resilignce, our ability
to meet our environmental and our
Net Zero targets and enhance our
revenue over the medium and
long term

Current opportunity rating

A

Saving water, energy, materials, and carbon by anhancing efficiency, using low-carbon and nature-
based solutions, and reducing emissions across Pennon’s supply chain: Cpportunities to invest in
enhancing efficiency and recuce wastage of water, energy, and materials, opportunities to use low-carbon
construction, approaches, and nature-based solutions, and opportunity 1o work with suppliers to reduce
their carbon footprints and enhance their sustainability Some examples include.

Pannon's legkage rediction progra~me, water efficiency programme, smart metering. ra nwater
harvesting, grey water, incentivising customers to use less hot and cold water.

Enharcing efficiency of process equipment (recucing energy use and chemical use), energy-saving
measures for buildings and transport,

Substituting construction materials for low-carbon alternatives, local sourcing of materials, enhancing
efficiancy of maternal use in construction.

Using technology to avoid high-carbon interventions, such as using Real Time Control in sewers to
increase operational capacity instead of constructing bigger sewers (soe also our ‘technology’ risk),
Constructing wetlands for wastewater treatment and sustainable drainage systems (SuDS) to reduce
capital and operational carbon.

Removing carbon from the atmosphere through investing in marine carbon opportunities, restoring
peatlands. tree planting, and soil and grassland activities.

Working with suppliers to reduce their carbon footprints and enhance their sustainability, and opportunity
to access new suppliers with high ESG credentials
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Examples of our actions to mitigate risks and realise opportunities

Primary financial and
reputational impacts to
our business

Enhancing water efficiency:
Current action:
» Demand management and watar efficiency programme (within Penncn’s own Gperations ard across

customer netwarks), including Per Capits Consumption (PCC) reductions and leakage reduction strategy.

» Smart metering.

= Customer education/outreach.

+ Cammunications around carbon.

« Farm water efficiency and resilience project - 1000 ponc natLre-based solutions

Future actions:

» Rainwater harvesting,

» Incentivising customers to use less water.

- Cansidering applying an mternal carbon value to consider full costs and benefits of decisions.
s Extend real-time montaring and control

Enhancing process, building, and transport efficiency:

Current actions:

= Actions to enhance process efficiancy,

« Energy effimency programme for Pennon's bulldings.

* Reqguire~ents in leases for efficient buildings.

= Changes to operational practices to reduce need for travel (e.g. remote monitorng and control.
« Peocurementfieasing of efficient vehicles.

Future actions:

= inyestments in innovation to enhance efficiency

- Changes to aperational practices to enhance eficiency (eg. real time monitonng and control
+ Partnerships with suppliers/ outsourcing specific operations.

» Employee carpooling.

« Light-weighting vehicles.

» Cansidering applying an internal carbon value to consider full costs and benefits of decisions.

Using low-carbon solutions:

Current actions:

o Implementing capilal carbon gccounting.

Future actions:

» Net Zero programme (embodied carbon initiatives),

+ Engagement with supply chain

« Procurement strategies {c.g. requiremants on suppliers).

s Innovation programme (e.g. exploring alternative materials and approaches)

= Collaborations with supply chain (e.g. optioneering ta reduce embodied carbon}

+ Learning from other companies in UK and internationally.

+ Considering applying an internal carbon value to consider full costs and benefits of decisions.

Using nature-based solutions:

Current actions:

+ Embedding natural capital into decision making.

« investing in innovation and pileting.

Future actions:

« Establishing partnerships with stakeholders (e.g. iandowners; see our Upstream Thinking catchment
management programme).

« Collaborations with supply chain (eg. optioneering considering nature-based solutions)

« Learning from other companies in UK and internationally,

+ Considering applying an internal carbon value to consider full costs and benefits of decisions.

Reducing supply chain carbon:

Current actions:

» Engaging with suppliers.

Future actions:

+ Procurement strategles (c.g. requirements on suppliers to meet ESG criteria/ low climate rigks,
reduce emissions),

+ Learmng from other companies in UK and internationally,

= Diversifying supply chain to lower emissions/risks,

» Sourcing locally where possible

» Life cycle assessment requirements for suppiliers.

Patential to reduce our carbon
footprint and our Coex in somea

cases where there are cost savings

fram resource efficiency.
However this requires significant
investment (Opex and Capex),
including additional monitoring.
matering, and capital projects.
Some of these costs could

be recoverable through the
regulatory system.

We will need to manage the
carbon footprint associated
with actions to realise resource
efficlency oppartunities
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TCFD continued

Short-, medium- and long-term horizons

In determining our strategy, we have processes in place for identifying, asscssing. and responding to climate-related risks and opportunities In shaping
the strategy, we consider short-, medium-, and long-term horizons,

Short-term - 1t0 10 years

Over this horizon we define key targets (operational, financial, sustainability) and we consider changing regulatory frameworks and emarging
Government policies. We develop business plans every 5 years, defining our actions and investments over this period. Operational risks arc planned
and budgeted for over this time frame and planning beging during this period for the next regulatory period. Cur operational Net Zero 2030
commitment falls within this time horizon. as well as the price review in 2028 (PR29). Transition risks and opportunities are likely to have the largest
impacts to our business across this period, with physical risks projected to increase aver time.

Medium-term - 10 to 30 years

Water and wastewater treatment assets have a typical life of up to 30 years and will therefore be reviewed relative over this horizon. Qur WRMP
and DWMP strategic plans consider requirements across this period Major projects and operational plans will be renewed and managed over this
time frame to ensure projects meet the correct regulatory period plans. Our 2045 total Net Zero target falls within this horizon, as well as the UK's
2050 Net Zero target, which will continue to present emerging policy and market changes. Transition risks and physical risks will both impact aur
business across this period to varying levels depending on global GHG emissicns and the Net Zero pathway taken by the UK and globally
Long-term - 30 0 100 years

Typically for longer-term strategic direction, risk, and resilience planning. Investment reguirements for our long-life assets are considerad such as
mains pipes and reservoirs. Qver this time period the planet is currently projected to warm by over 3°C. however there is much uncertainty related
ta the efectivenass of global chimate crange mitigation. Physical climate nisks are likely to have the largest impacts ta our business over this

time harizon. i

Climate scenario analysis

for planming by Ofwat as part of our PR24 methodolagy. Qur transition
scenarios are informed by figh and low levels of socio-economic drivers
surrounding policy ambition, the speed at which policy is implemented,
and the pace of technological advancement. which map onta ‘fast’

and 'slow’ transition scenarios. We have selectod these contrasting
scenarios as they span a range of possible futures, and present diferent
challenges and oppartunities for our business. We will continue to re-
visit our scenario analysis in future, including considering the merit in
selecting additionai scenarios.

Scenarios

in alignment with the TCFD guidance, we have assossed the risks and
oppartunities associated with cimate change and the transition to a
Net Zero climate-resilient ecanomy. We have used plausible contrasting
scenarios to explore the potential range of impacts in the future and in
turn the possible range in our strategic responses required to mitigate
risks and build adaptive capacity in an uncertain future Our physical
risk scenarios are informed by the IPCC's Representative Concentration
Pathways (RCPs) from the IPCC's 5th assessment (2014), including a
Our scenarios car be defined as follows.

high and a low emissiors scenario, which are also used as the basis

Physical risk scenarios

Key assumptions

(w2

RCP2.6": Lower Physical Impacts

An approximate 2°C warming scenano by the
year 2100 - corresponding to a low emissions
‘optimistic’ scenario.

;

\

RCP8.5" High Physical Impacts

An approximate 4°C warming scenario by

the year 2100 ~ correspending to & high
emissions ‘business-as-usual scenario, which s
appropriate to use when considering high risks.

Transition risk scenarios

v

Y V)

1.5 degree scenario: Fast Transition

A scenaro which sees the UK as a global leader
with strong policies and actions to mitigate
chimate, aligned with the Paris Agreement.

Palicy ambition

ﬂ: 1.5°C

Government policy

Immediate and smooth

Technology change

—o—
Fast change

‘Current policies’ scenario: Slow
Transition

A scenanig which sees the UK make incremental
progress to ~itigate climate change, but
assumes no major policy changes and results in
missing the aims of the Paris Agreement

&: Policy ambition
' 3°C+

Government palicy
. .s None - current policies

o Technology change

Slow change

1 Tre|PCC's Represertative Concentratior Pathways from the IPCC's Sth assessment (2014)
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For our scenario
analysis, the following
assumptions for all
scenarios were made:

= Scenanos foous an the
UK policy and regulatory
context and are semi-
independent of global action
and temperature pathways.

+ It1s assumed that the current
high energy prices remain high
throughout this decade.

= The Government's ambition
around environmental protection
and conservation remains
high, regardicss of the pace
of transition.

» No significant change to Pennon
Group's business activities,

= Population in our region
ncreases by 04 million by 2050,
overall water demand remains
unchanged from today (due to
lzakage reduction and water
efficiency measures), ard overall
volume of wastewater treatad
remains unchanged from today
(due to actions taken to reduce
surface water flows to sewers).



Physical risks
Approach taken

The Group undertook gualitative scenario analysis in 2027 considering
the financial implications of physical climate risks for South West

Water under two climate scenarios based on the IPCC's Representative
Concentration Pathway (RCP) scenarios. Potential material financial
impacts were considered over the 10-year horizan to 2030, aligning with
the Group's regulatory financiat viability testing. Material impacts on our
business and strategy were considered aver the time herizon to 2050

— aligning with 8 medium-tarm view of climate change impacts before
uncertainty increases boyond 2060, We have extended cur analysis to
cover Bristol Water (acquired June 2027) within this disclosure,

Impacts

This section discusses impacts under each physical risks scenario of
RCP28 and RCP8A5.

« Climate resilience will require increased expenditure and
investment. The rmost significant financial impacts for the Group
are on our expenditures (Coex and Capex), to mitigate against future
climate risks by increasing capacity for water supply infrastructure,
managing drought conditions and water demand; improving water and
wastewater trestment and odour management; improving operational
resilience to floading, saline intrusion and storms; and enhancing our
Upstream and Downstream Thinking programmes. These financial
impacts would be significantly greater under the higher emissions
scenario over the long-term harizon as they will require higher levels
of adaptive capacity, although adaptive planning will seek to mirimisc
this impact by identifying low-regret optians under both tigh and
low ernissians scenarios to inform investment decisions. These costs
could be recoverable through the regulatory system.

+ Investments in our natural capital will be central to climate
adaptation. Within the water industry, healthy and functioning
ecosystems are critical for resilient operations. Therefore, the
risks to Pennan’s infrastructure are affected oy risks to the ~atural
envirorment. Accordingly, increased expenditures (Opex and Capex)
include heavy investment in our natural capital schemes, catchment
management, partnerships, and research and developrment in this
areg, as well as implementing our cornprehensive Biodiversity Strategy
and Environment Plan 2050,

+ Climate impacts will affect our ability to mest performance
commitments and objectives. The Group could also be impacted
financially by Qutcome Delivery Incentive (QDIs) penalties and
rewards due to potential faliure to achieve performance commitments
as part of the regulatory framework, further resulting in negative
impacts to our reputation. This Impact 13 more likely under the
higher emissions scenario aver the long-term horizon due to higher
projected magnitude of climate impacts and {reguency of exlgme
weather events.

= Investment required is high, but the cost of inaction is much
higher. The risk assessment clearly shows long-term significant
risks If the impacts of climate change are not mitigated. South West
Water operates over £6 billion of water assets and over £7 billion
wastewater assets all of which will be affected by climate changz in
some way. The unmitigsted risk would result in additional expenditure
(Opex and Capex) to recover from service interruptions and repair or
replace detenorated assets. The unmitigated risk would result in morg
frequent and greater OD! penalties. Although some of this will be at
aur Company's expense, wider flood protection investments will be
required by others to protect wide-ranging coastal assets.

= Impacts are worse with every bit of additlonal warming. \We
would experience these impacts for extreme events over all time
horizons, however these impacts would increase over gach horizon
as extreme weather events increase i frequency and magnitude and
are compounded by higher average temperatures and drier summer
conditions. This trend is more pronounced for the higher emissions
scenario, particularly aver the long-term horizon, where temperature
increases are projected to accelerate

Our strategic response

Cur strategy for managing physical climate risks and financial impacts is
underpirined by the following principles in order to maintain and improve
our Company’s performance to the year 2050

Adapt to climate change

Enhance resilience

Innovate

Become more efficient

Collaborate

Balance investment

This will require significant action and investment by our Company,
as well as action by our supply chain partners and wider actors
{e.g. Government agencies, local authorities, and major land owners
in W England).
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Longer-term investment, as outlined in our strategic plans. will be
needad to manage future risks to acceptableftolerable levels. The long-
term risk is significant and will require additional investrment to mitigate
their effect. To achigve this, regulatery and Government support within
their policy frameworks will be needed.

The combined characteristics of low population density, high coastline
to land area ratio and tourism-based seasonal flux on water demand.
present a unique set of challenges. Through the years, by innovating,
investing, and adapting, we have achieved industry-leading results in
many areas of the business. The extensive programme of environmental
mprovement with Upstream and Downstream Thinking catchment
management has resulted in some of the finest bathing waters in
Europe. This has besn instrumental for us to tackle these challanges
and meet the expectations of our customers. Having seen record visitors
to our region following the COVID-19 pandemic, it is expected further
investrment will be requived 1o continue building on the progress made
by Pennon Group to protect the environment and our bathing waters.

CGur strategic responses within our draft WRMP24 and DWMP23

for delivering refiable, e ficient. and high-quality drinking water and
wastewater services is driven by best-value adaptive planning, as per
Ofwat's final methodology for PR24. This means that, using the same
physical scenarios analysed here (RCP26 and RCP.5), our draft
WRMP24 has developed adaptive investment programmes which: 1)
fuifil immediate and most probable future needs: 2) respond to external
pressures in the future with alternative investment options that are
triggered under specific conditions; 3) identify low- and least-regret
investments that enable future aptions or return benefits under the
broadest range of potential futures. Subsequently, our strategies for
mitigating climate nisks and building adaptive capacity are similar under
the high and fow emissions scenario in the short and medium term,
however, additional options will be required under the RCP&.5 scenario,
or options may need ta be implemented earlier than the RCP25 scenario
over the long term. As part of our adaptive planning approach, we have
pre-defined trigger points and decision points to implement strategies
of the appropriate pathway sufficiently early, so that we can have a
pro-active and mare resilient response to climate change - including
more opportunity to implement nature-based solutions - rather than
more costly reactive approaches which may have higher operational and
embodied carbon.

Compared to today, overall our revenue is unlikely to be impacted
significantly a5 we operate in 8 regulated environment funded through
Price Reviews. Haowever, there is a higher risk of reduced regulatory
rewards and increased penalties (ODIs) due to climate change. Gur
operating costs are likely to increase compared to teday, and additional
capital investment will be required. The value of our assets and our cost
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TCFD continued

of capital would remain relatively unchanged compared to today if we
continue to enhance our reslience.

Transition risks

Approach taken

The Group undertook qualitative scenario analysis in 2022 cansidering
the financial implications of transition climate nsks and epportunities
far South West Water (ncluding Brnstol Water) under the two transitian
scenarios described earlier. The assessment considered impacts to
the year 2030; this time horizon was sclected as it aligns with our
operational Net Zero target and there is much uncertainty beyond

1his time with regards to changes 1o pohoy, technology, markeats, and
public opinion.

Impacts - UK Slow Transition scenario

This scenaria provides & chalienging context for meeting our 2030
operational Net Zero target. In this scenario we have identified the
following main impacts far our business:

« The cost to our business of achiaving our 2030 Net Zero target
rises, and there is less ability to recover costs through the
regulatory pricing system. This is compounded by the readiness
and higher costs for access to low-carbon technologies and related
skills (due to the UKs underinvestmert in this scenario), and increased
costs related to both our own renewable energy generation, and
the purchasing of green electricity from external suppliers (where
dernand is likely to outstrip supply)

+ Meeting our 2030 target requires greater use of carbon offsets,
The enabling environment for decarbomisation is weaker and costs
are higher, which leads to slower progress in emissions reductions
across our business. As a rasult, the residual emissions that need to
be offset nse. which adds to our costs.

+ Environmental targets require additional energy use. New
guidance on targets for both nutrients and storm averflows will
require a significant increase in encray use and associated capita
and operational carbon. While nature-based solutions will form part of
the soluticn, there will be significant refiance on engineered solutions
due to potential inflexibility in regulation and deadlines to improve
outcomes. The increased energy and carban use compounds
impacts above

» Reputational risks are significant and require careful
management. Some of our customers and stakehclders may have
differing zrionties and preferences for actions to meet our 2030
target, for examzle regarding the increasec use of carbaon offsets.
Some may be highly sensiive to affordability, and increasingly
scrutinise our Investment choices.

+ Opportunities are lower than the Fast Transition scenario.
Opportunities for our business remain, however, they are in
general mare imited, and with lower return than in the Fast
Transition scenarie. Increasing efficiency of energy and rescaree
use, and pursuing low-carbon energy alternatives are the primary
opportunities and can nelp to 2ffset some of the zddiuicral energy
and carbon costs, There is also an opportunity to clearly identify and
communicate the synergies between environmental objectives and
the transition to a Net Zero buginess in order to increase support from
customers, stakeholders, and regulators.

Compared to today, overall our revenue 1s unlikely to be impacted
significantly in this scenario. but also our non-water revenue is less able
to grow Qur casts to achieve operational Net Zero may increase relative
to our current prans, however, early investment in decarbonising the
husinass ta meet t~e 2030 target remains more cest-sffective In the
long term {post 2030}, and redures the risk to our Company and our
customers from measures such as carbon pricing, as well safeguarding
our reputation on environment and cimate change. The vafue of our
assets and aur cost of capital would remain ralatively unchanged
compared to today.

Impacts - UK Fast Transition Scenario

This scenario is more favourable to our business and to the UK's Net
Zero goals, as it creates a more supportive enabling environment to
achiove our 2030 operatinnal Net Zera target. however this may present

challenges balancing trade-offs between the agendas of Met Zera,
chimale resilicnce, environmental protection, customer affordability, and
ather ohjectives. In this scenario we have identified the following main
impacts for our busingss:

= Cost to our business of achleving our 2030 Net Zero target is
lower than the Slow Transition scenaria. Therc is much greater
regulatory suppoert in order to support the step change in investment
required, with an increase in costs winch can be recovered through
customers’ bills. The maturity of technology and associated business
models progresses rapidly, and helps to drive down costs across many
areas. inclucing in renewables, resource efficiency, and demand-side
measures. Greater RED programmes with gated investment and
piloting will minimise technology investment risks compared to the
Siow Transition scenario, where strategies could be more reactive
than proactive.

+ Access to the skills and resources needed is costly. There is vory
high demand for low-carbon technologies, skills. and expertise across
the economy in this scenario, which significantly outpaces supply
(partly due to the UK's past underinvestment and the time required
to develop supply chains). This adds to our costs associated with
decarbonisation. and risks delaying key projects.

s Environmental targets require additional anergy use. This impact
15 the same as the Slow Transition scenario, however the regulatory
ernvironment may be more favourable for nature-based solutions
{NES) which can also sequester carbon, as there may be more
stringent carbon management reguirements, and carbon markets
would also be stronger and provide more incentives for NBS,

= Enhanced support to low-income customers may be needed.
Fairness in the distribution of the costs of the UK's transition 1o Net
Zera is a key concern among stakeholders. Increased support to
some customers may be required, and our investments will need to be
carefully planned and shased to ensure they a-e efficient and svoid
sudden price impacts,

« Opportunities are higher than the Slow Transition scenario. The
more favourable enabling environment means that our opportunities
are enhanced i this scenario, and they are easier to realise. There
are particular opportunities to further invest and innovate on cnergy
and resource efficiency, and to attrast further investment througn
sustainable finance opportunities.

Compared to today. overall our revenue is unlikely to be impacted
significantly in this scenario. but cur non-water revenue has greater
potential to grow, Our costs to achieve Net Zerg may remain largely
unchanged compared to taday. The value of our assets may increase as
we decarbonise and enhance our natural capital, and our cost of capital
may decrease compared to today.

Our Strategic Response

Although there are important differances in the impacts between the

d fferent transition scenarigs, there are a number of cc~mon elements
which will require us to implement a common strategic response. The
relative importance of each, and specific elements within the response,
will vary across the two scenarios. but we have identified six key focus
areas which will enhance resifience to transition rigks, and better position
the Group to take advantage of opportunities:

» Investing in efficiency. Under both scenarios there are major carbon
savings tnat can be achievad by mereasing e5iciency, both in enargy
use (for example more efficient pumping). redicing water losses,
and thrauch the use of smart tachnology to enable more efficien:
water supply and transmission systems. Some of these opportunities
wiil also reduce costs. We are currently Investing in pragrammes to
further reduce energy use and carbon across our operations This wilf
allow us 1o more rapidly progress to operational Net Zero and reduce
the cost of the transition

» Enhancing our energy resilience. We¢ will continue to invest in
generating our own renewable energy to reduce our exposure to
energy prices and to enhance our options for energy supply, which is
faveurable under both scenanos.

* Enhancing our access to Green Economy resources. Across
both scenanos there will be a shortage of skills and resources across
key areas of the Green Economy that we will need to suppaort our
transition To manage this we will diversify our supply chain of low-
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carhon suppliers, and invest in a programme of internal capacity-
building to ensure access to the skills needed. We will also wark with
partners across the industry and engage with peers, regulators, and
Government 1o enable rapid investment in the skills and capacity
needed to support Net Zero,

= Engage and influence environmental targets and trade-offs.
New ambitious targets on nutrients and storm ovarflows will require
increased energy use and new infrastructure, and subsequently
tiigher cperdtional and capital carbon, There s a trade-off between
action to meet these targets and action on decarbonisation, with
implicaticns for the balance between nature-based, and engineering
solutions. We will engage in ongoing consultations on environmental
targets and strategics for mesting them, and seck clear guidance
on managing differert trade-offs. We will advacate faor policies which
enable flexibility and time to scale up nature-based solutions so we
can maximise co-benefits far our customers and the environment.

= Enhance our stakeholder and customer engagement. There arp
significant reputational risks associated with both scenarios, although
the balance of concerns will vary. We will develop plans for enhanced
pragrammes of engagement and communication with aur customers
and stakeholders, in particular focusing on explaining the costs and
benefits of the investments we are making, potential trade-offs and
synergies betwaen Net Zero and other environmental targets,
and affordability.

= Pursue opportunities to deliver more value for customers and
sharehalders. We will continue to pursue opportunities te reduce
costs and enhance sustainabifity. This includes reducing our financing
costs through our sustainable finance framework, investing in our
environmental programme which includes restoring ecosystems to
capture carbon, and working with partners and suppliers to enhance
our resilience and reduce emissions across our supply chain We
will also continue to explore opportunities to enhance our revenue
through water resource options, selling remewable energy, and
markets for bioresources and natural capital

Statement of resilience

Therg arc clear impacts on our business under different climate
scenarios, in particular:

+ higher costs in the short term 1o meet our operational Net Zero target
by 2030 under the Slow Transition scenano.

+ higher costs in the short, medium, and long term under the RCP8.5
Highear Physical Impacts scenario.

Several of the sirategic responses outlined above are already included in
our strategic plans and business plan, and we have confidence that our
Company has a range of strategic options to manage the impacts, can
take advantage of opportunities, and remain resihent under the different
climate scenarios considered. Further analysis, including quantitative
analysis 1s planned going forward to enhance Pennon's confidence
related to resilience.

There will be the raquirement to invest more to improve our resilience
to climate change and deliver Nat Zero. Assets are likely to require
additional protection, and planning for new assets will require a greater
level of embedded climate resilience. Significant action and investment
will be required Yy our Company. as well as action by our supply chain
partners and wider actors (eg. Government, local authorities, major
landowners/users, other providers of infrastructure and services).

Risk Management

Disclose how the organisation identifies, assesses, and manages climate-
related risks.

Recommended disclosures
» Daescribe the organisation's processes for identifying and
assessing climate-related risks.

= Describe the organisation’s processes for managing climate-
related risks.

« Describa how processes for identitying, assessing, and
managing climate-ralated risks are integrated into the
otganisation’s overall risk management.

The Group’s risk management framework 1s oxplained in detail on pages
52 to 62, including the mcthodology for assessing risks.

The Group is continuing to integrate climate-related risk management
within the Group's overall risk management pracess, and climate-related
risks and opportunities are assessod using the same methodology as
other business risks. In the past few years we have undertaken specific
work to identify and assess climate-related risks and opportunities,

and we are moving towards this risk identification and assessment

being integrated within business subsidiaries/functions. We have the
processes in place to enable this integration, and a key arca we are
continuing to work on is raising awarcness and competency so that the
key people across our subsidiar es/business functions can affectively
identify climate-retated risks, like they do with other risks (in many cases,
climate risks are an amplifier or additional driver to risks we have already
identified, rather than presenting novel risks). This year and last year

we convened workshops with senior management from across business
functions to re-visit and re-assess climate-related risks and actions, and
management will take forward the responsibility to integrate climate-
risks into risk registers owned by each businass subsidiary/function.

Furthering our progress, the Group has identified several principal nsks
which are impacted or influenced by physical and transitional climate
risks and opportunities, and as such we are increasingly cognisant that
climate risk management is integral to the performance and resilience
of our business and strategy. The link between climate-related risks and
opportunities on our principal risks is surnmarised in the table over

the page.

We recognise the evolving landscape of climate-related risk which is
reflected in the changing regulatory frameworks, customer expectations
and Government policies that are inherent to our operating context.
This is particularly true for climate and Net Zero where new policies and
technologies are rapidly emerging, and markets are rapidly changing.

For the climate-related risks that have been identificd, a desired ‘target’
net ngk level is documented within the Group's risk framework This
target risk level or tolerance level reflects the acceptable level of risk

by the Group and also stands as a target and equitable measure for
alleviatory measures to approach the risk going forward. Climate-
related risks are approached with a minimal level of appetite, and this is
subject to Board approval where all appetite levels are established. The
apprapriate action then follows from the level of difference between the
net sk and the desired risk appetite. Actions to manage nisks cover four
response types:

+ Tolerate: where decisions are taken 1o tolerate a risk, subject to
ongoing monitoring. An example is climate-related risks where
uncertainty is high and therefore we might decide to monitor risks
until such time as it may be necessary to take further action.

» Treat: where actions are taken to manage and reduce risks. such as
implementing operational measures in our drought plan or capital
investments to enhance our resilience to droughts.

» Transfer: used where possible to transfer risks to other organisations -
such as threugh insurance or through contracting out respensibilities.
We recognise it is not possible to fully transfer risks, rather this
approach helps to reduce our exposure. For example, reducing our
exposure to the impacts aof flooding through flood insurance

+ Terminate: where decisions are taken to stop activities so that we
are not exposed to particular risks. For exampie, we may decide not
to undertake a capial pro ect if risks cannat be effectivaly mit gated
- for example due to high costs far energy. materials, and specialist
resources refated to Net Zero or climate adaptation.

Actions to mitigate risks are allocated to sction awners and progress 15
maonitored through the risk review process.

Pennon Group plc | Annual Report and Accounts 2023 93

UOHEWLIOU] JOY30  SISWAIEIS [BIUeUl]  BoUBWIAAGSD  Woday MBayels




TCFD continued

Climate-related risks impact and influence our principal risks

Physical Risks  Transibior Risks

Our Law, Regulation and Finance

Principal Changss in Government policy -
Risks  Regulatory frameworks _ : :
Non-compliance with laws and regulations R .

Inability to secure sufficient finance and funding, within our debt covenants. to meet ongoing commitments
Non-compliance or occurrence of an avaidable health and safety incident
Failure to pay all pension obligations as they fall due and increased costs to the Group should the defined
benefit pension scheme deficit increase

Market and Economic conditions

Macro-economic near-term risks impacting on inflation, intorest rates and power prices -
Operational performance
Failure to deliver the Group's 2023 Net Zero commitment in response to the impact of climate change .
Availability of sufficient water resources to meet current and future demand . .
Failure of aperational water treatment assets and processes resulting in an inability to produce or supply cfean . -
drinking water
Failure of operational wastewater assets and processes resulting in an inability to remove and treat . .
wastewater and potential cnvironmental impacts, including pollutions
Nan-defivery of customer service and environmental commitments . .
Irsufficient skills and rescurces to meet the current and future business neads and deliver the Grouo's )

strategic priorities
Business Systems and Capital
Insufficient capacity and resil'ence of tre supply chain to deliver t1e Group's cperational and . .
capital programme
Inadequate technologica! security results in a breach of the Group's assets, systems, and data
We recognise how climate-related risks are impacting our principal risks and/or how our response to these risks needs to
consider climate resilisnce and Net Zero

Metrics and targets
Disclose the metrics and targets used to assess and manage relevant climate-related risks and opportunities where such information is material
Recommended disclosures

» Disclosa the metrics used by the organisation to assess climate-related risks and opportunities in line with its strategy and risk
management process.

+ Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 greenhouse gas (GHG) emissions, and the related risks.

» Dascribe the targets used by the organisation to ge climate-related risks and opportunities and performance against targets.

We are continuing to enhance the metrics we use Lo quantify key climate risks and to monitor progress towards managing risks and achieving our
targeted objectives. We have adopted the TCFD guidance relating to metrics and targets, and our progress is shown in the table below.

We continue to disclose comprehensive data relating to our GHG emissions and energy consumption (SECR report on pages 67) We report on all
Scope 3 categories which are relevant and material to our business (ESG databook). SASB reporting can be found on pages 70 to 72.

The Group is committed to improving 1ts sustainabilty and climate change related disclosures and will continue to enhance this aver the coming years,

Deseriptign of the metric Metne for Fv22/23' Trerd”  Relatec Targets

GHG emissions  Scopc 1. 2, and 3 GHG emissions (in tCO,e). 290831 Operational Net Zero by 2030 {(SWW & BRW),
GHG Reduction from the baseline year 2021 B657% Total Net Zero by 2045 {SWW)
(Scope 2 market-based) (tCO.e). Commitment to set Science-Based targets
Carbon ntensity of our water services in 1809 SWw (SBT) for near-term and long-term emissiors
tannes of CO.e per megalitre of water supplied 1791 BRW
10 cuSLOMErs, Reduce operational emissions by 70% by 2025

Carbon intensity of our business in tonnes of CO.e 73 (Scope 2 market-based) (tCO-)

per £100k of our revenue based on Scope 15nd 2
GHG emissions.

Transition risks Risk of increased energy costs: Proportion of our c.28% Purchase 100% renewable glectricity
Selected metrics operational expenditure on electricity (%). by 2022 (SWW)
for some material Generate up to bO% of the energy we use
rigks th-ough our own renewable encrgy generat'on
by 2030, (SWwW).
Transiticn risks in our supply chain proportion 21% SWW 100% of our key and strategic suppliers wil
of our key and strategic suppliers who have have established an ESG policy or equivalgnt
cvidenced they are working towards & by 2025 (SWW),

ro target. -
Met Zero terget We are considering setting a target ta

encourage aur suppliers to play their part in
delivering Net Zero,
Risk of customer sffarcability in ac~ieving 95.9% Sww Zerowater poverty by 2025 (SWW & BRW).
Net Zero and adapting ta climate change our 100% BRW
customar affordability measure.
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Jescrnipion of the metne fetne for FYPP420 Trond: Rajated largets
Physical risks Proportion (%) of customers currently at risk of 0 = Qur 2050 target is to achieve 0% of customers
Selocted metrics —SCYere restrictions in a 1-in-200-year drought. } at risk of severe restrictions in a 1-in-500-year
for some material Costs related to managing the current drought c£19m drought, aligning with Government planning
rigis® and ensuring resilient water supply (£). guidance
Proportion (%) of customers at risk of sewer 983 Our long-term target is to reduce this to zero,

floading in 2050 in a 1-n-50-year storm.

assuming funding is provided to achieve this
through the regulatory system.

Number of major sites/assets at high risk of
coastal flooding and erosion,

In progress?

Our long-term target is to achicve O of our
key sites/assets at high risk, assuming funding
15 provided to achieve this through the
regulatory system

Annual average number of storm overflow spills 28 Reduce spills to an average of 20 per year from
from cach storm overflow (number per yean. each storm averflow by 2025,
Zero harm to rivers and seas by 2030,
Climate-related Enhancing our energy resilience and reducing our 31084.05 Generate more renewablc energy every year
opportunities carbon emissions with renewable energy: Amount 10 2030
Selected metric of renewable energy wc've generated in 2022
for a material (e
appertunity Proportion of our energy use which came from 689% Generate up to 50% of the energy we use
energy we generated ourselves (%) through our own renewable cnergy generation
by 2030,
Enhancing our resource efficiency to reduce GHG Q1% Sww Reduce leakage by 50% by 2050 (from
emissions and save water, 93% BRwW 2019/20 haseling year)
» leakage reduction from the baseline 2019/20
YEar,
Per capita consumption (PCC} in litres per day per In Progress £% reduction in per capita cansumption by
person. 2024-25 (SWW) based an 2019/20 baseline
year.
Reducing our financing costs through sustainable 100% »75% of rew finance to be through sustainable
finance: proportion of new finance under our financing framework.
sustainable finance framework during the year.
Capital Investment (£) earmarked for our renewable £180m accelerate our generation of up to 50% of the
doployment energy genaration capital plans to 2030, elactricity wa use through our owr rerdwablc
Selected chergy generation by 2030.
metrics for Additional investment (£} in enhancing resilicnce £120m
material capital  and environmental performance announced within
investments the vear 2022 on top of our angeing business plan
investment,
Remuneration  Portion of the majority of our management and 20%
employees’ incentive schemes linked to ESG
outcomes, including climate change.
Internal carbon  Value of carbon used in busincss cases and £262/1C0.e

value

investment planning for PR24 (E/tC0O.e)°

Sensitivity testing:
Low: £126/tC0Oe
High: £378/1C0O.e

Some metncs relate orly to South West Water (SWW) or Bristal Water (BW) |n future we will be amirg to report combined metrics tor the water businesses
Irdicates the trerd from the baseline year

Does rot include energy used i transport.

1
2
3 We are currertly undertakirg analysis to investigate ard quartify this rnisk
4
3

lnvestmert includes repurpesing ex-guarries and rmines, iIrtroducing desafination units to enbance water capacity. ard WaterFit ard Greer Recovery initiatves.

In our Climate Adamation Report provided to DEFRA in 2021 it shaws intolerable levels of physical cimate risks i left unmitigated. In addition, at least
17 of the top 20 physical climate risks (>80 risks identified) would exceed this threshold by 2080 without further adaptation. This signals the need for
further investment in climate resilience in future planning rounds.

Our Net Zero carbon commitments will provide a step change to how we run our business and look to manage the risks of climate change, an update
an our progress during the last year is found on pages 42 and 43. The metrics and targets associated with this help to show the investment in the area
and the planned future investment to mest this goal

All projects being put forward to the planning committee have a focus on both their carbon impacts and the ESG impacts which arg used to manage
the decision-making process.

Read more: Net Zero and Streamlined Energy and Carban Report (SECR) - pages 42 and €7.
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Non-financial and sustainability information
statement

Climate and
environment

People

Social
matters

Human
rights

Anti-
corruption

96

Qur ambition is to become Net Zero by 2030 Ta achieve this, our Net
Zerq strategy is built around thrae key pillars - Sustainable Living,
Championing renewables, Reversing Carbon Emissions To deliver on our
carbon ambition, and reduce cur chmate-related nsks, we continue to
innovate and look for ways to decarbonise our operations, working with
partners and supply chain.

Cur people are at the heart of cur Group. We continue to foster a culture
built on aur purpase and one that reflacts our values, trusted, responsible,
collaborative, progressive. We operate a safety-first mindset to warking
acress the business with our HomeSafe health and safety approach
which 1s embedded in the day to day working culture of our business. We
sncourage continuous learning and development, providing oppertunities
far all employees. We are building a diverse and inclusive warkforce.

We work closely with our customers, communities and partners on the
things that matter most to them and have regular engagement with them.
Supporting our customers is & priority. Not only providing safe, clean
drinking water, but supporting them financially when it matters most. We
aim to kecp our bilts low and supported c.M0000 customers with their
bills during 2022/23.

Qur approach to community relations and investrment enabiles strong

and clear governance, making positive community investments which
create value, and benefits both the cornmunity and the business. Our
Neighbourhood Fund is about supporting our local community. We're
funding projects that support the wellbeing of people, the environment
and commmunities in the South West 1n 2022/23 we gave £300000 to 79
community groups in the South West. Community groups can apply for up
to £2.000 m funding.

Through our corporate sponsorship and donations work we continue to
fund a number of local charities, initiatives and events, We committed
£136.242 plus VAT in 2022/23. This funging contributes to marine
education initiatives with organisations like the Wildlife Trusts, through to
funding ovents and awareness raising with charities such as the RNLI and
Surf Life Saving GB. We also work with local community charnties such as
Devon and Cornwall Food Action.

We are committed to having open and fair dialogue with all cur
stakeholders on human nghts issues. We have 8 zero-tolerance approach
to medern slavery. Our policies help prevent and address army human
nghts impacts on our business activities and relaticnships, We ensure

all of our partrers and suppliers comply with our palicies. which include
our Code of Conduct and Anti-Modern Stavery and Human Rights Policy
etc. Our Modern Slavery Statement identifies the activities we conduct
annually and our Suppliers Code of Canduct further aligns our supply
chain to the standards we expect of surselves and others.

One of cur guiding principles is to act farrly and respons'bly in everything
that we do We are committed to promoting and maintain the highest level
of ethical standards in relation to how we do busiress We have a zero-
tslerance approach ta brzery and carrption and have effective systems
In place to counter them.

Anyane that warks wath or for the Group must comply with our anti-
corruption policy and are encouraged to report any breaches,
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Read more Related policies

F

Approach » Biodivarsity policy.
to ESG - « Water managemant policy
page 65 + Environmenta! policy.
Qur Task

Farce on

Ciimate-

refated

Financial

Disciosures

- pages 74

10 95

Net Zero ~

page 42

and 43

Feople = Health, safety and
saction — security policy.
pages 31 * Code of Conduct.
032 » Workplace pohey.
« Dwersity, respect and
inctusion policy.
» Baard diversity policy.

Cur » Community relations and
customers investment policy

- page 28

to 30

S172 -

page 112,

Modern = Ant-Maodern Slavery and
Slavery Human Rigiits.

Statement

- foot of

homepage at

WWW.DENNG -

group.couk.

Code of + Whistleblowing Policy.
Conduct - « Anti-Facilitation of Tax Evasion
page 118. + Conflicts of Interest.

anti- = Anti-Money Laundering Policy.
bribery and = Gifts and Hospitality Policy.
corruption - » Anti-Bribery and

page MB. Corruption policy.

» Regulatory and Compliance.



Thr fnllnwing information and the secthions roferenced, represent our non-financial information statement which is required by section £414CA and
414CB of the Campanies Act 2006 The table below outlines our policies under the sections defined under the non-financial and sustamnability
information statement, as well as where further information in this report can be found, A full list of the Group's policies can be found onling at
https /www.pennon-group.couk/aboui-us/policies

Due diligence processes

Policy outcomes

Principal risks

Non-financial KPls

« Governance framework in place led
by the Board and its Committees.

o External assurance.

= External ESG benchmarking.

« Minimising our impact on
the environment.
= Meeting our
regulatory commitments
» Net Zero 2030 ambition.

» Failure to deliver the Group's 2030 Net Zero

commitment in response to the impact of
climate change.

Availability of sufficient water resources to
meet current and future demand

Failure of operational water treatment assets
and processes resuiting in an inability to
preduce and supply clean drinking water,
Failure of opcrational wastowater assets
and processes resulting in an inability to
remave gnd treat wastewater snd potentia!
environmental impacts including pollutions.
Insufficient capacity and resilience of

the supnly chain to deliver the Group's
operational and capital programmes,

* % onorgy usage
from renewable
energy gencration,

= % reduction in GHG
emissions (Scope
2 market-based
ermissions enly)

= Tres planting.

» Annual all colleague Great Place to
Work survey

« Health & Safety Steering Group
oversceing targets, performance
monitoring and interventions.

« Employee representative groups,
ncluding RISE and Trade
Unions relations.

= Change the Race Ratio.

« Reduced workplace.
accidents and improved
employee weliness.

» Board diversity target

achievements.

Sustainability target.

« Code of
Conduct complisnce

Insufficient skills and resources to meet
the current and future business needs and
deliver the Group's strategic priorities,
Mon-compliance or occurrence of an
avoidable health and safety incident

¢ LTI number.
o GPTW
accreditation
* % REACH
recruitment
+ % female
employees.
= 5% Club
achievement.

= Community engagément plan in
place led by Regulatory team.

= Having a positive
impact on our local
communitigs through our
business activities
and investments.

» Foster an cnvironment
that cncourages
employee engagement
with communities and
provides opportunities
far volunteering
and establishing
community partnerships.

Nan-delvery of customer service and
environmental commitments.

* £ community
investment.

- C-MaX.

* % priority services
register - customer
satisfaction.

» Modern Slavery Statement
WWW.RENNON-group.couk

. An apen dialogue with our
stakeholders on human
rights issues.

« Non-compliance with laws and reguiations.

* % Supplier
engagement with
our Sustainable
Procurement
Framework.

« MNew Fthics
Management Committee.

= Speak Up helpline.

+ Gifts and Haspitalty and Canflicts of
Interest procedurcs

« Group-wide Bribery and Corruption
mandatory training.

» Supplier due diligence process,

» Seeking to prevent detect
and report financial crime,
including instances of
bribery and corruption.
Maintaining and ethical
approach to business and
adhering to our code

of conduct.

Non-compliance with laws and regulations.
Inadequate tachnological security results
in a breach of the Group's assets, systems
and data.

= Number of cases
reperted through
Speak Up.

% of suppliers who
support our Code.
of Conduct

Approval of the Strategic Report

Cur strategic repart on pages 1 1o 97 has been reviewed and approved

by the Board.

Andrew Garard

Group General Counsel and Company Secretary

31 May 2023
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Governance at a glance
Highlights

Board changes
Welcoming two Independent Non-Executive Directors - Dorothy
Burwell and Loraine Woodhouse

In December 2022, Dorothy Burwell and Loraine Woodhouse were
appointed to the Board as Independent Non-Executive Directors. They both bring
a wealth of experience from their roles in other companies.

Read more an their biographies on pages 102 to 104.

Welcoming our new Group General Counsel and Company Secretary -
Andrew Garard

On 30 November 2022, Simon Pugsley stepped down as Group General
Counsel and Company Secretary. On 1 December 2022, Andrew Garard
joined the Group as Group General Counsel and Company Secretary.

Read more on Andrew's experience in his biography on page 104.

Governance updates
Establishment of a Pennon Ethics Management Committee

As part of our commitment to monitoring and improving purpose and culture, during the year we formed a
Pennan Ethics Management Committee to assist the Pennon Executive and the main Board 1n overseeing our
culture and commitment to ethical business and integrity, as well as our aspiration to be a great place to work
and the best employer in the Great South West.

The Groaps care membership 1s made up of our Group Chief Peaple Officer, Group General Counsel and
Company Secretary. Pecole & Culture Director and Head of Legal Compliance

Their role s to:

« QOversee the Group's ethics and comphiance programme nclud ng the Code of Conduct

» Identify general and specific ethics risks and facilitate a~ organisation and framework for the effective governance
and assurance of ethics and compliance (including all associated policies, procedures and controls).

Oversight of issues logged via the Speak Up line ensuring a consistent and transparent approach

« Horizon and Group-wide scanning of potential ethics and compliance issues facing the Group

+ Review the Group's progress in living our values and delivering on our purpose,

Key focus areas for the Board in 2022/23

+ Supporting customers on low INncome.

= Drought management and resilience programme including WaterFit,
» Strategic direction 2050

« Integraticn of Bristol Water into the Group.

« Culture

= Enviranmental performance.

» Operational performance.

« Storm overflows.

+ Energy costs.
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Board meetings

and attendance

There were

six scheduled
Board meetings
during the year.

2022

;

May

Board and
Committee
meetings

v

July

Board and
Committee
meetings

v

September
Board and
committee
meetings
plus
strategy
day

v

November
Board and
Committee
meetings

v

» WaterShare+. J

2023

January

Board
meeting
v

March
Board and
Committee
meetings




Meeting attendance during the year and Board skills matrix In numbers

E .
Position Chair Non-Executive Directors xecutive
Gill Neil lain Claire Jon Dorothy  Loraine Susan  Paul

Member . .
Rider _Cooper  Evans Ighodarc Butterworth Burwell'  Woodhouse' Davy  Boote |

Atendnce  6/6  6/6  6/6 6/6 66 22 22 66 &6 | Rarking overallin

Ste e e e e FTSE 250 Women's

Independanl:e@ , (&) L eaders Review, 1st
o in the utility sector.

1
in 14

© number of households
: in the South West Water
region now shareholders
following the second
N issuance of WaterShare+
@ in 2023

Water sector ©

©

Regulation ®
Financeand '
Accounting
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“Health, safety @ -
and wellbeing

ESG including

©® ®.0 80 ©® 0 ©
© © 0 06 © 0 e

® ©® ® © @

technology
_enddigital

0 ® 060060 000

Governance @ @ @

ol o ®
®
®

Remuneration ()

1 Were appairted 1st Decembar 2022

Board gender diversity as Board ethnic diversity at Board tenure as at
at 31 March 2023 31 March 2023 31March 2023

® Male @ Of ethnic minority: ® O-3vyaars.
L4% 22% 3 Directors
. Femaie: @ White: =zl Bocte, Corothy Buasall

56% 78% LoranaWooo ouaa
) @ 3-5vyears:

3 Directors

~GnButtersortn 130 Evars, Zlare Igrodarg
@ 5+ years:

3 Directors

Nel Cooper, Sasan Dizwy, Gill Fider
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Chair’s introduction to governance

Gill Rider
Charr

“Engaging with all our stakeholders has never
been more vital.”

Dear Shareholder

| am very pleased to intraduce, on behalf of the Board, the Pennan
Group Corporate Governance Report for 2023 We provide detall

around our governance practices and processes, and how we apply the
principles of best practice in corporate governance. It a:so covers our
key focus areas and achievements during 2022/23 and explains how the
Board continugs to support the Group's strategy The Board reaffirms
Its commitment to maintaining the effective corporate governance anc
integrity that enable us to deliver our sustainable strategy for the long-
term benefit of all our stakeholders.

Review of the year

Our well-established governance arrangements and processes enabled
the Board and its Committees to operate effactively and effic.ently
throughout the year. As well as physical Board meetings we also held
several ad-hoc virtual meetings, enabling us to communicate more
frequently and to give management our advice and support more often,

Strong gove-nance remans central to the successful management

of the Group. providing the framework we collectively need to deliver
our strateqy, eectively fulfil our purpese, create value for all our
stakeholders and continuousty develop of our sustainable business We
continue to operate to the highest standards of corporate governance.
Our Board composition 1€ substantially ahead of the d'versity targets
suggested by the Parker Review and the FTSE Women Leaders Review.

And our ESG targets, which include our commitment to achieving Net
Zero by 2030, remain well ahsad of many companies in the FTSE 250,

Throughout 2022/23 we focused on achicving our strategic prionties
while ensuring a -obust response to the drought conditions that affected
the environment as well as many of our customers and communities.
Management kept us well-informed on progress against the Group's
strategy and about the measures taken to mitigate the impact of the
year's historically low levels of rainfall.

The table on page 11 will help you to navigate our reporting and
evaluate our performance against the Principles of the UK Cerporate
Govarnance Code 2018 (the UK Codel. As we explain below, we also
have procasses and proceduras in place 1o safeguard the independence
of decision-making by the Boards of South West Water and, prior to its
integration with South West Water, Bristol Water.

Promoting diversity

Diversity and inclusion (D& continues to be a top pricrity for the Board
and the Group, As a whole it is encouraging to see our CEQ recognised
for her work in this area. Our gender and ethnic diversity representation
on the Board exceeds the Hampton-Alexander and Parker targets

Qur cormmitment to diversity 1s also reflected right across the business;
our widespread commitment and focused drive to recruit talent from

all backgrounds has the heartfelt support of cur strong and diverse
leadership team.

Engaging with our stakeholders

Engaging with all our stakeholders has nevor been more ossential,
particularly in view of the nationai and global issues we are facing.

All companies in the water sector face much scrutiny around their
environmental impacts, so it Is vital that we listen to and respond to aur
stakeholders’ views. We make sure to carefully consider all decisions
and ther likely impacts on our stakehclders And we ensure through our
stakeholder engagement programme that everyone has the opportunity
to provide feedback to the Board.

We continue to foster an open and transparent foedback culture within
the business All colleagues have the opportunity to share feedback
with the Executive team and Board in several ways. including the Big
Chat initiative, our Great Place to Work survey and our new Employee
Forum RISE.

You can read more on how we engage with our stakeholders in our
Section 172D statement on page 112,

Culture

As a Board we pay particular attention our Group’s culture, ensuring
it i3 fully aligred with our shared purpose, values, and strategy

We continue to monitor these essential properties and receive
regular reports from management on the work being done to
ensure continuous iImprovement.

Role of the Board and its effectiveness

It is ~1y view trat the Board continues 1o be highly effective with s
deep undarstanding of the opportunities avaitable to us and the threats
facing the business. The results of this year's Board and Committee
performance evaluations support this view; ses page 117 for further
deta:l. We keep all identified threats to the futu-e success of the
business under constant review. Please see our risk report on pages 52
to 62 for a description of the risks we identify and review.

Board independence - Pennon, South West Water and
Bristol Water
In accordance with Ofwat's principres on baard leadership, transparency

and gavernance, the Group maintains separate Boards for Pennon and
South West Water including Bristol Water following licence consolidation,

Qur system of governa~ce remains app-opriate ard e¥ective, wnile
continuing to suppaort the delivery of our strategy.

100 Annual Report and Accounts 2023 | Pennon Group plc



Qur Board ard Committee framework also allows us to remain efficient in
our decision-rnaking processes. The South West Water Board convenes
on the same day as each Pennan Board meeting and considers ali key
relevant issues. This arrangement allows full operational oversight and
governance by the Boards over the Group's water intercsts, while the
Pennon Board continues to focus on strategic forward-looking matters
for the Group as a whole.

Changes to the Board

We are delighted to welcome two new Non-Executive Directors, Loraine
Woodhouse and Dorothy Burwell to the Board. Both Dorothy and Loraine
bring a wealth of experience and | look forward to working with them to
promote the success of the Group. You can find more details on our new
appointees an page 104.

In December 2022, we also welcomed Andrew Garard as Group General
Counsel and Company Secretary te continue supporting the Board,
sugceeding Simon Pugsley. I'd iike to thank Siman for his continued
support of the Board and his valuable contribution to Pennon Group
during his 24 years with the business.

A review of the composition of each Board Committee was conducted in
December 2022 with changes becoming effective on 31st January 2023

Neil Cooper will be standing down from the Board in September 2023
ancd we set out details on the process to recruit his successor in the
report of the Nomination Committee on pages 128 t¢ 131.1d like to thank
Neil for his contribution to the Board over the last 8 years and wish him
well for the future.

Looking ahead

As part of our focus for 2023724, we will continue to embed Bristol Watar
into the Group. We will focus on delivering against our environmental
commitments, and ensuring we are well placed to meet the vital
ambitions of the PR24 framework. And, as we look to our governance
arrangements, we will continue with our ongoing and orderly succession
planning strateqy There is much to do, and we have the talent and
governance in piace to achieve our ambitions.

b will be standing down as Chair, and fram the Board, in 2024 and the
search for my successor will begin later in the year. As for all new
Board appointments, these will be managed under g formal, rigorous
and mdependently conducted process, in ing with the UK Corporate
Governance Code.

I would like to take this opportunity to thank my Board colleagues,

the management team and our wider workforce for therr outstanding
work over the year just gone. We will continue to focus on delivering
against our strategic priarities in the vear ahead, ensuring the wellbeing
of our workforce as we build on the work of the last year in creating a
successful and sustainable business.

Gili Rider
Chair

31 May 2023

Compliance with the UK Corporate
Governance Code 2018 and other

requirements

We continue to apply and comply with the 2018 UK Corperate
Governance Code (the UK Code] in all our business activities. We
believe that strong corporate governance (s fundamental to our
business, assuring our stakeholders that we act with their best
interests in mind and to ensure iong-term sustainable value that
benefits everybody.

We provide details of how we have applied the principles that form
the UK Code throughout this report; the tabie below provides some
useful signposting. The Board confirms that throughout the year
under review (and up to the date of this report), the Company

has complied with all the relevant provisions of the UK Code. You
can find Information on the tenure of the Chair of the Board and
succession planning on page 117

The UK Code 1s published on the Financial Reporting Councll
{FRC) website. The introduction to this Corporate Governance
report and the following sections have becn made in accordance
with the UK Code, Financial Conduct Authority (FCA) Listing

Rule 986 and FCA Disclosure and Transparency Rules 71 and 72.
They cover the work of our Board and its Committees, our internal
control systems and procedures including risk management, our
staterments relating to share capital and contral, our confirmation of
the Company as a gaing concern and our Directors' responsibility
staterments. Finally, in accordance with reporting reguirements,

on page 125 the Board can confirm to shareholders that the
Annual Report and Accounts taken as a whole is fair, balanced
and understandable and provides the information necessary

to assess the Company's position, performance, business

mecdel anc strategy.

To read more on how we have applied the UK Code:
Board leadership and company purpose

Composition, Succession and Evaluation

Role of the Board - page 107

Purpose, values and monitoring culture - page 109
Stakeholder and shareholder engagament - page 110
Risk management - page 118

Policies and practices — page 107

Appointmeants and succession planning - page 128
Board compasition - page 116

Board evaluation - page 117

Division of Responsibllities

Audit, Risk and Interna! Control

Role of the Chair and Non-Executive Directors - page 114

Committea responsibilities - page 107

Committee rolas - page 107

Qur approach to risk management - 1ac2 117

Remuneration

Remuneration report - page 136
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The Board

Working responsibly together
Gill Rider cBE E|HI1Q @

Appointment to the Board
Gill was appointed to the Board
as Nan-Executive Director on
1Septernber 2012 and became
Chair on 31 July 2020

Current external appointments

Non-executive director and Chair
of the Remuneration Committee of

skills and experience

Gill has a wealth of experience in leadership and governanco across a broad
range of sectors including professional services, education, not for profit and
government. Formerly, Gill was Head of the Civil Service Capability Group

at the Cabret Office, reporting to the Cabinet Secrezary. Prior ta that,

she held 8 number of senior positions with Accenture LLP culminating in the
post of Chie” Leadership Officer for the global firm She was previously President
of the Chartered Institute of Personnel and Development (CIFD) and Chair of the
Council of the University of Southampton.

Chair intertek Group pic, President of the
Marine Biological Assosiation.

Susan Davy [e][n]
Appointment to the Board Skills and experience
Susan was appointed to the Board Susan's knowledge of the industry, coupled with her financial and regulatory
in February 2015 as Chief Financial expertisc, has underpinned the development of Pennon’s strategy to become
Oficer, having joined the Group 2 leader within the water industry. Under Susan's leadership, the Group has
as Finance Director of South West expanded and taken a more water focused approach, through the disposal
Water in 2007 Susan was appointed  of Vindor, acquisition of Bournemouth Water and the most recent acquisition
Group Chief Executive of Bristol Water.
on 31 July 2020, In her 25+ years’ experience in the utiity sector, Susan has also hield a number
Current external a intments of other senior roles in the water sector, including at Yorkshire Water, giving her

Group Chief Executive Ppo the knowledge to provide stability and thoughtful leadership to the Group.
Non-Executive Dircctor, Audit id
Committes Chair and member of Under her gul ance, South West Water has becomg the on_\y water company
the Nomination and Remuneratian to have achieved fast-track status for two consecutive business plans — the first
Committees of Restore ple. Board in 2014, the second in 2019
member of Water UK and member
of the Energy & Utilities Skills
Parthership Council.

Paul Boote [E][H]
Appointment to the Board skills and experience
Faul was appointed to the Board Paul 15 a chartered accountant with over 20 years' experience. He has held
as Group Finance Director on several senior roles at Pennon, including Pennon's Director of Treasury, Tax
8 July 2020, having joined Pennon and Group Finance. During this time. he was responsible for the development
on T January 2010. Paul became of Pennon's sector-leading sustainable debt portfolio, ensuring the Group
Growp Chief Financial Qfficer in maintained a responsible approach to tax, as well as leading on financial
September 2022 reporting matters.

. Paul has also held senior finance roles at comparies operating in the sport,
Current external appointments N > . N ‘ P .r : D 8 P
construction, and envirenmental infrastructure industries
Group Chief None

Financial Officer

Neil Cooper X (e ][H][N][R]

Appointment to the Board

teil was appaintad to the Board
as Independent Mon-Executive
Director on 1 September 2014
and became Senior Independent
Director on 31 July 2020,

Current external appointments

Neil is currently the Chief Financial
O%icer of Currencies Zivect, &
foreign exchange broker and
international payment provider

Senior Independent
Director

Skills and experience

Neil brings te the Board extensive experience in @ wide variety of corporate

and financial matters. Previously, he was group finance director of Barratt
Developments plc and bafore that, group finance director of William Hilt plc and
Bovis Homes plc. Neil also held senior finarce positions at Whithread plc. worked
for PricewdterhouseCoopers as a management consuftant and held several roles
with Reckitt & Colman ple,

As Char of the Audit Committee. Neil has been influential in directing Pennon’s
aporoach on saveral significant matters including internal cantrol, governance
and financial reporting.

( Committee key

Audit
Committee

MNomiratior
Committee

ESG

Healtk & Safety
Committee Committee

Charr of
Committeq

Remuneraticr
Commitlee

. Adended
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lain Evans CBE [A] A [H1[N][r]

independent Non-
Executive Director

Appointment to the Board

lain was appointed to the Board
as Independent Non-Executive
Dircctor on 1 September 2018

Current external appointments

lain 15 a non-executive director of
Bologna Topco Limited and HSM
Advisory Lirmited and continues to
act as an independent corporate
strategy consultant.

Claire Ighodaro ¢BE[A][E][H][* ] Y

Skills and experience

Jain has 40 years of extensive global experience in advising companics and
governments on issues of complex corporate strategy. In 1983, he co-founded
L E.K. Consulting in London and built it 111t one of the world’s largest and most
respected corporate strategy consulting firms with a global footprint active

in & wide range of industries,

lain was appointed as a non-executive directar of Welsh Water plc in 1989
and served on the board for nearly ten years, including five years as ¢hair

As chair of the ESG Committee, lain is leading the development of 2
sustainability programme that underpins the delivery of Pennon’s strategy.

Independent Non-
Executive Director

Appointment to the Board

Claire was appeinted to the Board
as Independent Nan-Executive
Director on 1 September 2079,

Current exteraal appointments

Chair of the Audit Board of
KPMG LLP.

Jon Butterworth [A][E] () [N][R]

Skills and experience

Claire has held a number of senior roles and directorships with UK and
international organisations and has extensive board experience, serving on their
audit, remuneration and governance committees

She is a past president of the CIMA (Chartered Institute of Management
Accaountants) and was the first fermale to lead this organisation. Claire spent
most of har executive career with BT plc. She has also held non-executive
directorships across a diverse portfolic including Governance Committee Chair
of Bank of Amernica's Merrill Lynch International, Audit Committee Chair of
Lloyd's of Londan, Flocd Re, The Open University and various UK public bodies
including UK Trade & Investment and the British Council. Claire was also
Nen-exacutive Chair of the Board and Governance Committee at Axa XL -

UK Entities until December 2022,

As Chair of the Remuneration Committec, Claire continues to guide Pennon's
approach Lo executive remuneration, ensuring that it is aligned with and
supports the Group's strategy and reflects the wider econamic market.

Independent Mon-
Executive Director

Appointment to the Board

Jon was appointed to the Board
as Independent Non-Executive
Director on 8 July 2020,

Current external appointments

Chief Executive Officer at National
Gas. Jon is also Prasident of the
Pipeline Industries Guild and a
director of ETapo & Co Limited,
Shopfittings Manchester Limited
and TMA Property Limited.

Skills and experience

Jon has a distinguished track record and an immense depth of experience and
knowledge within the utility sector, having begun his carser aver 40 years ago as
an apprentice at British Gas. Jon was previously Managing Director of National
Gnd Ventures, driving growth across a range of commercial ventures outside the
regulated energy sector in the UK and the US. He has also been the Managing
Director of Northwest Gas, Global Environment and Sustainability Manager of
Transco, National Operations Director of National Grid, Group satety, Resilience
and Environmental Director of National Grid ple and formerly CEQ of National Grid
Ventures, building {£3 billior) of growth in renewalbles across the LUSA and Europe.

Jon's utility background makes him keenly aware of the impartance of maintaining
a balance between performance and safety. As Chair of Pennon's Health & Safety
Committee, he constructively challenges the Board and management team, to
continue 1o raise the bar in this area. He is an Ex-Chair of the CORGI Board, an Ex-
Ambassador of the HM “oung Offenders Programme and a trustee of the National
Gas Museum Trust
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The Board continued

Dorothy Burwell [a][e][n][R]

Independant Non-
Executive Director

Appointment to the Board

Dorothy was appointed to the Board
as Independent Non-Exceutive
Director on T December 2022

Current external appointments

Partner and Global Partnership
Board Member of FGS Global, Non-
Executive Director at Post Holdings,
Ing, Trustee of the Consumers’
Association charity, Which?.

Loraine Woodhouse [A][E][H][N][R]

Skills and experience

Dorethy has over 20 years experience in Banking and Communications, specialising
in naturad resources and advising clients around issues on sustainability, strategy and
corporate communications. She is well known for driving substantive diversity and
inclusion agendas.

Between 2002 and 2008, Dorothy held analyst and senior roles at Goldman Sachs

in the Investment Banking Division in both London and New York as well as in the
firmwide Strategy group, where she focused on proprictary mergers and acguisitions
and new business development.

Dorothy graduated from the Florida Agricultural and Mechanical University, USA with
a Bachclor and Master of Business Administration, Finance and Management.

Independent Non-
Executive Director

Andrew Garard

Appointment to the Board

Loraine was appointed to the Board
as Independent Non-Executive
Director on 1 December 2022

Current external appointments

Non-Executive Director of The
Restaurant Group plc and a member
of their Audit, Remuneration and
Nomination Committees, Non-
Executive Directar and Chair of the
Audit Committee at British Land plc

Skills and experience

Loraine i1s an experienced finance executive, with her experience focused in the retail
and consumer sector, and more recently in real estate and infrastructure through her
roles with Imtu Properties plc and British Land Company plc,

Loraine was the Chief Financial Officar of Halfords Group plc for just under four yesrs
until June 2022, before which, she spent five years in executive and senior finance
roles within the John Lewis Partnership, including Waitrose.

Prior to that, Loraine was Chief Financial Officer of Hobbs, Finance Director of Capital
Shopping Centres Limited (subsequently Intu Propertiss ple) and Finance Director af
Costa Coffee Limited

Group General Counsel
and Company Secratary

Appointment to the Board

Andrew was appainted to the
Board as Group General Counsel
and Company Secretary on

1 December 2022,

Current external appointments

Non-Executive Director st Zinc
Media Group plc where he is Charr
of the Remuneration Committee

Skills and experience

Andrew is a very experienced General Counsel having joined from Meggitt
PLC where he wasg Group General Counsel snd Director, Corparate Affairs,
and a member of the Group Executive responsible for legal, commercial, trade
compliance. governmaont relations, ethics and contract management.

Previously, he was Group General Counsel and Campany Secretary at 1TV
plc where he was a member of the Exccutive Board and led a global team
responsible for leqal and business affairs, secretariat, comoliance, Insurance,
health & safety, rights management and corporate responsibility. Prior to this,
e was Group General Counsel at Cable & Wireless plc and Head of Legal at
Reuters Group plc.

Andrew founded the Legal Social Mobility Partnership in 2014 before creating
the Social Mobihty Business Partnership in 2017

Committee key

Audit
Committee

ESG
Committee

Haaltr ard Safety Nomination
Committee Committee

[H]

Crair of
Commitiee

Remureration
Committee

. . Attended
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The Executive Team

Susan Davy
Group Chief Executive

See biography on page 102
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Paul Boote
Group Chief Financial Officer

See biography on page 102
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Adele Barker

Group Chief People Officer
BEA hons, PCEC

Adele joined the Group in 2017 and was appeinted Group Chief People
Officer on 31 July 2020. Adele supports the Remuneration, Nomination,
and Health & Safety Committees Her areas of accountability include
the Group wide Human Resources function, Health and Safety and
Corporate Communications, Her background includes senior roles in
FTSE organisations including British Gas. Barclays and Marks

and Spencer

Andrew Garard

Group General Counsel and Company Secretary

See biography on page 104

John Halsall
Group Chief Operating Officer

Appointment: February 2023

Experience: Before joirning the Group, John was Regional Managing
Director {Southern) for Network Rail for 14 vears. Prior to that, he spent
17 years at Thames Water in various senior operational roles including
Director of Water Services and Director of Qperations.

Laura Flowerdew
Chief Customer and Digital Officer

Apnointment: September 2022

Experience: Laurzs was Chief Financial Officer of Bristol Water ale from
20118, before taking on her new role within the Group after the Bristol
Water acquisition. Laura continues to be a director of Pelican Business
Services (hilling and customer services across both Bristol Water and
Wessex Water), a role she has held since 2019
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The Executive Team continued

Lisa Gahan
Group Diractor of Regulation, Stratagy and Asset Management

Appointment: Joined South West Water in 2021 and became
Group Director of Regulatory. Strategy and Asset Management in
September 2022

Experience Prior to joining the Group, Lisa was a founding partner of iCS
Consulting, where she spent over 20 year helping utilitios organisations
with economic regulation, customer engagement, and investment and
strategy planmng.

Richard Price
Chief Engineering Officer

Appointment: September 2022

Richard has previously heid the roles Operations Director and COQ in
Bristol Water before becaming Chief Engineering Director for Pennon
in September 2022, Before joining Bristol Water, Richard held extensive
rotes at Southern Water ard so has in depth knowledge about the
water industry. Rictard’s role within Pennan is to lead safe, efficien:
and innovative engineering and construction across the greater South
West region

David Harris
Group Drought and Resilience Director

Appointment November 2022

He leads the organisation's drought planming activities as well the
onguing development of our longer tarm resilience,

With over 25 years of executive experience, David has successfully led
performance and growth of iarge infrastructure businesses. bath in the
regulated watar market and the competitive energy market in Australia.
David brings experience from his time leading one of Australia’s largest
water companies through the worst droughts in the country’s history,
ensuring the constant supply of drinking water and the building of
additional water resources

Perthminster
Beach, Cornwall
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Board Leadership and Company Purpose

Governance structure and framework

Pennon Group plc Board

The Board 15 responsible for providing leadership and oversight of the Group's business, strategy and associated activities including promoting
its fong-term success The Board's responsibiities include setting the Group's values, policies and standards, approving Pennan's strategy and
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cbjectives, and overseeing the Group's aperations and performance. The Beard makes decisions in relation to the Group's business in accerdance ;!
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Executive (PEx) The terms of reference for each Committes are agreed by Board and can be
Responsible for defining and driving found at https./fwww pennon-groupcouk/about-us/board-committees.
the business prionities that will
actieve delivery of the Group's Audit Disclosure ESG Health and
strategy and ensuring, to the extent Committee Committee Committee Safety
of the authority delegated by the Ensure the quatity Draw up and mairtan | | Ensure robust Committee
Board, the proper and prudent and mFegn!y of the procedures, systems scrutiny of f Frowide a Teview and
management of Group resources to Group's financial tar:‘d Z"”"fuls tf‘” keV_*‘Spem‘g‘ challenge furction
o reporting, as&essing e iertfication, environmental, to support the Roard
create aer maxwrms_e sharghoWder the applicatior of treatmert and social and and [iz Executive
value while protecting the interests scoaunting pohcies disclosure of inside governance (ESG) on allmatters
of the wider stakebolder group. grven Jnderlying information and for performance an('i 1o connected ta hezith
Chaired by tho Chief Executive standards, probtwg and (c]omlplvmg wb\th o:her ovisee Pennon’s . and safety Imclding
. . testirg accauntirg isClosure oohgatiors perormance agains the deployment of
Officer. the EXEC!JUVE meets iudgements made in fallwig on the Group. its ESG straiegy tre heslll“yar‘d safety
regularly to receive reponts from the prepanirg bnancisl and strategic strateay, restien
d ta reporting ard honiter comphance sustainability strateg, testience
management commitlees an o wnth the disclosure ot and process safety.
review and refine recommendations eval.ating whether procedures and objectives.
to b ted to the B d the presentatior of kaa - tre
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. adequacy of these
15 far, balanced and o der
urderstardable procedures Jrder
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Review and challerge J
the orgoirg
_ affectiveress of N .
Ethics Water the irterral corto) Nomination PR24 Remuneration
Management Business ervironmert ard the Committee Committee Committee
scope and adequacy Requl - f | are f E 1
committee Re\fiﬁw eqular review of ar, prepare 1ar, rsJre remunsration
of sk management the structure, size oversee and drive 15 aligned wath the
Meeting Processes across and composition the PR24 Business Group’s strategy and
the Group. (including the Plan, set and apprave reflects the values of
Drought and skills, knowledge, strateqy for PR24 and || the Grodp
independence, appoint and overses Ad the Baard
Resilience diversity and rélevart executve Ve oar
. . ar: the framewark
experience) required committees and :
of the Board activities to ersure of executive
Investment . remureration for the
compared toits the delvery of the . o for th
Planmng current position planin ing with sraup ard jorthe
p wider workfarce.
Committee and the skills and the oversll
expertise needed In Croup strategy
the future.
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Board Leadership and Company Purpose continued

Key activities of the Board

in 2022/23

Tre key aclivities that were carried out by the Board during the year, together with an indication of the stakeholders affected and whose interests
the Board considered in its discussions and decision-making are set out below. In 2022/23, the Board has considered a wide range of matters to meet

its obligations

Inform

Senior Leaders and management prepare wiitten repoarts In advance
of Board meetings as well as deep-dive presentations on key areas of
the business = to inform and make recommendatons for the Board's
cansideration. In addilion, reguiar performance reports are shared with the

Board to ensure they are continuously informed.

The agenda is agreed with the Chair in advance in conjunction with
the CEQ and Group General Counsel and Company Secretary.

]

Recommend and consider
Recommendations and decp
dives from Senior Executives
as well as external advisors to
faciiitate decision-making and
accounting for stakeholder
impact are presented to the
Board for consideration.

>

Apprave and action
The Board will consider
matters and agree and
approve actions to
take forward.

Supported by: Operational site visits / Governance. legal and regulatory updates

Activity
Strategic

Stakeholder link

Strategic direction through to 2050

Reviewing and approving the strategic direction
through to 2050. Agraeing eight priorities and
the enablers for change required (o achieve
these priorities.

Bristol Water integration

Reviewing the progress of the integration into
South West Water and the nced for & merged
licence. Authorising the final steps to be taken to
affect the integration.

Delivery of capital projects

Reviewing and agreeing a new framework model
for capital delivery, Implementing 8 new tender
process to attract new partners inte the
delivery mocdlel.

Financial

Reviewing and authorising the 2021/22 Annual
Report and Accounts

The payment of a final dividend of 2683p per
share and the holding of a successfut Annual
General Meeting

Energy costs

Reviewing the impact of higher power costs

on operating costs. ldentifying options to biing
power and energy efficiencies across all assets.
WaterShare+

Approval of the special WaterShare+ resclution
ta shareholders at the 2022 AGM ¢nabling the
execution of the second issuance of the scheme.
Approval of ¢ £20m to fund both the payment of
the dividend to fund the share purchase, and the
application of bill reductions, for both South Weast
Water and Bristol Water customers,

Qperational

QDI improvements

Weeting regulatory requiremesnts, ongeing
regulatory/innovation initiatives, maenitoring

via H&S reports and adapting nlans where
needed. Successful regulatory outcomes, safe
customer and employee experience, enhancing
day-to-day operations,

Water Resource Management

Reviewing the Water Resource Management Plan
which sets cut how the Company will ensure it
meets demand for water over the next 25 years in
line with Departmeant for Enviranment, Food ard
Ru-sl Affairs (CEFRA) and c-wvironmental Agency
(EAY requirements. Noting optiors for getting

our specific strategic rescurce and demand plans
onto the political agenda and for reducing per
capita consumption to 110 /day.

Yool

i}

Activity
Environmental
Drought management

___ Stakeholder link

e m

Reviewing the response to the drought given the
dry and hot weather Acceterating all engingenng
options, increased customer and water-saving
communication and enhanced stakeholder
engagement Submission of Orought Order for
Cornwall and instigation of a customer bill

support initiative.

Net Zaro strategy, Pollution Incident Raduction

G @R

Plan Green, Recovery investment programme and

Environmental Plan

lmplermentation and manitonng of each of the plans
and adapting each where needed. Alignment of
plans with our strategic priorities. Commutting to key
pledges. Delivery to achieve ever more stringent
targets as well as greater public/fregulatary scrutiny
Reinvestment of funds previously identified as

wastewater efficiencies.

Social
Purpose and culture

Reviewing the results of the Great Place ta Work
survey. Agreeing the next steps to improving
purpose and culture and considoring why scores
around integrity and values were lower than the
previous year. ldentifying the types of training
and competencies needed 10 suppon the

business in its future development

Supperting customers on low income fa
Monitoring of customer service levels and plans

to defiver improved diversity mix and adapting

where needed. Cantinued alighment of plans 10
schigve ever more stringent targets as well as

greater public/regulstory scrutiny.

Lad{r 117

Governance, Compliance, Legal and Regulatory

Regular updates an Carparate Gavernance and
key legal develepments during the year.
Cartinued alignment of plans to

Las @il
&

ersure appropriate compliance/ best

practice governance.

Risk
Mitigation of key risks

Ongoing focus on key risks, with deen dives at

{38
&

Audit Committee meetings. Cantinued alignmant
of plans to erisure appropnate risk mitigation

Legend
-ﬁ‘ Ervironmert Q People
Bp Customers
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Monitoring purpose and culture

Monitoring and measuring the Group's purpose and culture is a key focus area for the Board. Our organisation couldn't deliver without our c3000
collesgues. Qur purpose, Bringing water to life — supporting the lives of people and the p! they love for generstions to come Lnderpinned
by our values that we live by - trusted, respansible, collaborative, progressive — governs how we operate, behave and foster a diverse

and irclusive culture, Everything we do, we do with our stakeholders in mind, be it offering our custarners financial support when needed. providing
help and funding for comrmunity initiatives, warking with our regulators and the Government on ensuring the future 1s sustaingble, celebrating and
rewarding our colloagues or finding innavative ways to protect our enviranment.

Underpinned by the values we live by

: Qo .
- Y AN dll
Trusted - Responsible - Collahorative - Progressive -
we do the right thing We keep our We forge strong We are always
for our custoermers promises to relaticnships working looking for new ways
and stakeholders our customers, together to make a to improve and make
communities, and positive impact life better
each other
New employee panel — RISE This is a great ppportunity for Susan and Adele to understand what is

happening and what's important for our colleagues. Topics like wellbeing
and mental health, cost of living, communication and hybrid working are
Just seme of the topics covered with actions and responsibilities agreed

to drive progress over the next quarter.

In June 2022, we launched our new pecple pancl, RISE which aims

0 be a two-way, open and honest communication forum to discuss
business topics and ensure that the views and opinions of colleagues are
shared with the company. The RISE forum now has over 100 members
stretching across all areas of the business.

Twicc a year. RISE members meet with our CEQ, Susan Davy and our
Group Chief Peaple Qfficer, Adele Barker to discuss feedback ard ideas
from across the busingss. The first one took place In January 2023 with
seven RISE reprosentatives.

Our Executive team
visiting Knapp Mill
Water Treatment Works,
Bournemouth
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Stakeholder engagement

The Board understands the role the Group has to play in creating

& more sustainable South West and UK &s a whole We are committed
Lo carrying out our business in a responsible way and to continuously
improving how we provide all our services for the benefit of all

our stakeholders,

Our Section 172017 statorment describes in more detail how the Board
considers the interests of all our stakeholders when carrying aut its
duties. This staternent 1s on pages 112 and 113, you should read it
alongside the sections on pages 27 to 39 to understand how the Board
taok stakeholder intorests into congideration in all its decision-making
during the year

We actively engage with all our stakehoiders, including our customers,
our communities, our people. our suppliers and our investors.

We arc geutely awarc that many of aur stakehelders are struggling
with the uncertainty posed by the cost -of-living crisis, the political
landscape and wider economic environment,

We are committed to maintaining appropriate and regular dialogue

to ensure our strategy and our performance objectives always reflect
our stakeholders’ expectations and needs OQur continuous engagement
allows stakehoiders to give feedback on matters they consider of
importance to them and raise any issues which they would like to

be addressed.

For engagement with the workforce, the Board has decided at this

time not to adopt any of the three specific employee engagement
methods referred 10 in the UK Code. Instead, our chesen method is

to adopt 8 more enhanced approach which includes the conduct of &
periodic ‘Great Place to Work™ engagement survey (including related
managernent feedoack sessionsy and continuous employee feedback
through our own in-house forums. These comprise our new RISE people
panel, which has recently replaced our employec engagement forum,
and the 'Big Chat’, hosted by the Executive team. These forums not
only give employees access to important up-to-date information on

key business events; they also provide the opportunity to hear from

the Directors, give feedback and ask guestions The Board beligves
Pennon's chosen approach is an effective way of commanicating with
employees and gathering essential feedback from across the business.
This empowers the Board to consider the interests of all employcas in
its discussions and decision-making. You can find further information on
employee engagement on pages 31to 39

Shareholder and investor engagement

Shareholders are one of our key stakeholder groups and we continued
to manage a comprehensive engagement programme with them
throughout the yvear

Members of the Exccutive met with 71% of our institutional investors
during 2022/23, as well as attending 10 roadshows, events and
conferences for investors, in North Ameriza. Australia and Europe
Alongs:de this programme, we also hosted a Spotlight Presentation

and live Q&A in April 2022 - wth focus a1 investing for sustainable
growih. We alsa held 95 meetings and calls with curcent and arospactive
investors allke.

Pennon Group maintains a stable shareholder register of which around
half of investors are based in the UK. Institutions hold the majority of
our issued share capital. with the remainder largely held by private client
investment managers A small proportion 15 held by retail investars

& Group Chie’ Fingneial Officer and Group Head of Investor Relations
report regularly to the Board on the views of major shargholders, aboLt
the Group. Yo ensure the Board is always fully bricted on sharsholder
wews ard aspirations. our corporate brokers present frequently to the
Board on equity market developments and sharehoider perceptiors.

Engaging with our suppliers

We work in partrership with our suppliers to deiver mutually beneficial
outcomas that benefit a'l our stakeholders, We cngage through formal
RFP processes for each AMP period and periodic supplier raview
meetings thereafter.

Shareholder and Investor engagement calendar

2022
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»
April
+ Spatlight Presentation: lnvesting for
Sustainable Growth

+ Annguncement of the sceond issuance of our
pioneering WaterSnare+ scheme, including
Bristol Water customers,

v
May

»  Announcement of Full Year Resylts 2021/22

v

June

+ London and Europe Roadshow

= PCIM Roadshow - Lendan and Edinburgh
« Credit Suisse Global Energy Conference

« RBC Utilities & Infrastructure Canferenca

= Watershare+ Advisory Panel meeting '

v
July

« Annual General Meeting
« WaterShare+ Annual General Meeting

v
September

» Trading Statement

v

November
= Announcement of Half Year Results 2022/23
+ Watershare+ Adwvisory Panel meeting

v
December

« Londor and Europe Roadshow
« PCIM Roadshow - London and Edifburgh
« Virtual North &merica Roadshow



Hodey oibeyenns

QiOZ 3 E_J anuar Engaging with our regulators and policy makers
- : - y ——— We have proactively engaged with cur regulators and Government,
Vol Swiss Raadshaw (Geneva & Zurich) both at a local level, includ'rg shaning platfarms with focal MPs at
! iti 2 il ti r
¢+ CitiCurapezn Utilties Conference constituency meetings. and face to face d scussions with DEFRA
' v throughout the year.
| February Pennan AGM

The AGM 15 an impartant forum where shareholders can meet with

and quastion the Board, and we are keer to ensure that we continug to
enatle shareholder engagement. We enjoyed once again our discussions
with shareholders in parsan last year, having been remote since the
COVID-18 pandem ¢. We look forward to engag ng with sharehalders
again at our 2023 AGM We will set out infermation on our arrangements
for our 2023 AGM in the Notice of AGM. The veting results of sach AGM
are fully dizclosed to the Londan Stock Exchange, and we were pleased
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+ Watarshare+ Advisory Pangl meeting

v Bristol Wate- ficence merger successfully to see that every resolution at the 2022 AGM was passed with at least
H completed 94 45% votes in favour,

: Customer AGM

: March Customers were able to see first-hand how water is supolied to the
|+ Trading Statement City cf Plymouth using the latest technology and provide direct

'« North America Rosdshow fesdback and inform our WaterShare+ Acvisory Pznel Lord Tavlor,

; v Chair of the Panel, was also on hand to provide an update on olans for
: the next year and discussed how Pennon Group was delivering against
i May its in year objectives

Our appreach to stakeholder
engagement

Identify key
stakeholders

« NGOs
Hausehald customers

¢ Investors

Businesses

+ Visitors

« Supply chain
« WaterShare+
Panei

Retail customers

Engage to
understand
priorities and
material issues

Review and
communicate
progress and
performance

o All
stakeholders « Customer
AGM

+ Stakeholder

Engagement

Forums

+ Employees
and unions

Landowners

+ Local - Regulators
government )
and MPs « Unwversities and

researchers
NGOs

Engage to develop
strategies and
plans to meet

priorities

Engage on
delivery and
partnership
working
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Section 172(1) Statement

All of the Board's decisions are considered against the importance of
acting in a sustainable, ethical and collaborative way, understanding
the views of our different stakehalders and weighing thelr compating
interests, whilst being mindful of the regulatory obligations owed by
Pennon Group's regulated subsidiary, South West Water limited. Qur
Board leads and sets the tone by carefully noting the priorities of

our stakeholders during its discussions and when 1t tskes decisions.
We also know the importance of continually assessing the long-term
impacts of our decisions. This helps us live our purpose and our
values, a3 a responsible, trusted and sustainable business acting in a
way which benefits all our stakehoiders as much as pessible. Properly
understanding the impact of what we are doing has become part of how
we operate, and it permeates everything we do at Pennon

Each Dircctor has & duty under section 172 of the Companies Act (5172),

to act in a way they consider, in geod faith, would be most likely to
promate the success of the Company for the benefit of members and
stakeholders as a whole, and in doing so, must have regard 10 a range of
broader issues. Therefore, when the Board makes a decision, we atways
take full account of the following:

+ the fong-term consequences of our decisions

« theinterests of our empioyces

» the impartance of having excellent business relationships with
suppliers, customers and anyone else who we impact

+ the impacts our operations have on our communities and our
environment

= ensuring we mMaintain our reputation for the highest standards of
business conduct

= we will always act fairly between our shareholders

As part of every decision we make, we look at how we witl impact our
stakeholders. To enable us to understand the points of view of our

stakeholders and where our decisions could affect them. we

have a stakeholder engagement programme. We see stakeholder
engagement both as fundamental to development and delvery

of our purpose and strategy and as critical for our long-term
sustainable success. Although there are often competing interests
and priorities involved, being clear an what matters to our
stakeholders, allows our Board to weigh-up all relevant factors.

We have identified our stakeholders as:

O' Environment

8% Customers
@_ Our People

Communities

o
0

Suppliers
Investors
Regulators

Policy makers

Examples of seme of the key strategic issues considered and decisions made by the Board during the year and an explanation of how the Board
considered the matters in Section 172(1) (&) - (f} when taking decisions are set out in the table below.

Section 172 considerations Our engagement The Board’s role
Drought As a Group, we have recognised We reviewed the implications We approved the submission of a Drought Order
Management the challenges an impact of the of proceeding with & non- to cover Cornwall and the investments required
unprecedented shortage of rainfall essential use drought order to increase water resiliance.
this year within the rlefg\on, on Of” anq drought pe.rm_n optians We supported in princisle the customer bill
customers, communities, and wider noting that two thirds of the -
A . support initiative.
stakeholders. We were quick to put in required savings would need
place measures to mitigate any to be met from supply-side We approved and implemented a recruitment
adverse impacts interventions strategy tallored and specialising 10 drought and
We notad that next year's water We considered the impact \r,vat_’er resource management to ensure future
resource position would start from of financial incentives to esiience.
a low base customers who saved water We approved £30m of initiatives and investments

that are already underway

We approved £95m of additional investment
including desalinat:on to build future resilience.

We debated key risks of the various options and
used 2 broad range of scenang modelling.
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Section 172 considerations

Our engagement

The Board’s role

Pollution
and the
Environment

We have a wital role to play in pellution
reduction within our region which
speaks to our commitment to operate
in an environmeantally sustainable

and responsible manner. We further
develeped our Pollution Incident
Reduction Plan, We strive to have 3
better relationship with our regulators,

We continued the measures
implemented in 2021

which required working
clogoly with customers, the
Environment Agency and
local communities.

We recognise the responsibility the Beard has
to the environment and implemented this viow
throughout the year.

We noted the progress made on reducing cur
pollutions and reviewed the strategy together
with our targets over the next two years,

We noted the recent changes to penalise
amenity-refated potlutions within category 1or 2
and progress against these,

We reviewed strategies for preventing
ilegal connections.

On WaterFit, we engaged with our key
stakcholders including OFWAT and the EA

Integration of
Bristol Watar

Following the clearance from the
Competition and Mergers Authority on
7th March 2022, the Board was pleased
to finalise the license merger with
Bristol Water, on st February 2023, and
welcome colleagues 1o the Group.

Following clearance far
the merger we worked on
the integration, licence
merger and statutory
transfer process

We approved the submission of the required
licence variation and the issue of the Section
8 notices

We endorsed the proposal to transfer the Bristal
Watar debt portfolio to South West Water,
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We delegated autharity to the Group Chief
Financial OFicer and Group Treasurer o agree
the final terms of documentation.

Water The long-term sustanability of the We investigated long term We considered options including new water
Resource campany angd its continued ability to interventions to shore up our sources {including Blackpoo! Pit and Leswidden
Management supply water to its customers is critical ability to provide services Lake), installing desalination and dewatering. We
but needs to be balanced against the including looking at noted the potentiaf extent of these works and
impact on the environment other sources. the need for full environmenta! assessments.
and communities. We debated the restrictions on abstraction
that the company is subject to and requested
further reports on long-term water resource
management,
Delivery of High standards of business conduct are  We considered the assurance We considered the relationship between the cost
the WINEP critical to the company’s aperations and activities undertaken in this of schemes and impact on bills.
programme reputation. This includes alignment with respect noting the pusitive We considared the assurance activities

regulatory guidance. As a company,
we are committed to delivering our
WINEP programme ta meet our
envirenmantal obligations

agsessment provided by our
external technical advisers.

We considered the
relationship between the cost
of schemeas and impacts nto
bills and affordability as well
as resourcing chalienges

undertaken in this respect, noting the positive
assessment provided by our external advisers.

We delegatad authority to the Executive to
approve the submission of the proposals,
noting our statutory obligaticns, non-statutory
requirements and the priority drivers of the EA
and Natural England.

" Affordability

As a Group, we do nat only recognise
the needs of our wider stakeholders
and investors but also the needs of our
people and customers This year, the
Board has had the cost of living crisis
at the forefront of their minds when
supporting our colleagues

and customers.

We investigated means of
providing incentives to our
customers and reducing the
cost of their water supplies

Building on the success of the first WaterShare+
scheme, we approved the second WaterShare+
initiative, with £20m being given to South West
Water, Bournemouth Water, and, for the first time,
Bristol Water customers, in the form of a Pennon
share or £13 credit added to their bill

We approved the launch of the Stop the Drop
initiative, which asked all customers in Cornwall
to come together to help Stop the Drop' in
reservoir levels. The Board was happy to give
support to customers and approve £30 credit
to customers” bills, in Cornwail, if Colliford
Reservoir rose to 30% storage capacity by

31st December 2022,
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Division of responsibilities

There is a ¢lea- separation of responsibilities between the Chair and the Chief Executive Officer, dwvided cetween managirg the Board and the
business, while maintaining a close working relationstup

Al Directors are equally accountable far the proper stewardship of the Group's affairs and have specific roles, which nelude t1ose set out below

Non-Executive Directors Executive Directors
Chair Group Chief Executive Officer ]
Gill Rider Susan Davy
» Leading the Board and setling its agenda. + Managing the Group and prowiding executive leadership
v Promating the highest standards of integnity and probity = Developing and proposing Group strategy.
and ensuring good an¢ efiective governance. - Leading the aperation of the Group in accordance with the
« Managing Board campasition, performance, and Baoard decisions.
succession planning. = Coordinating with the Chair on important and sirategic Group
« Providing advice, support, and guidance to the Chief 1ss0es and providing input to the Board's agenda.
Executive Officer. + Contributing to succession planning and implementing the
+ Representing the Group and being available to sharsholders, organisational structure.
v Discussing separately with the Non-Executive Directors « Leading on acguisitions, disposals, business development and
performance and strategic issues exploiting Group synergies.

» Managing sharehotder relations.

Senior Independent Director

= Assisting the Chair with shareholder communications and
being an additional point of contact for sharcholders.

v Acting as a sounding board for the Chair. F

+ Being available to other Non-Execcutive Directors if they have Group Chief Financial Officer
concerns that are not satisfactorily resolved by the Charr,

Neil Cooper J

. Paul Boote
» Ensuring an annuzl performance evaluation of the Chair,
with the support of the other Non-Executive Directors. + Supporting the Group Chief Executive in providing executive
L leadership and developing Group strategy.

Reporting to the Board on performance and developments
across the business

Non-Executive Directors .
+ implementing decisions of the Board

Claire Ighodaro, lain Evans, Jon Butterworth, s Managing specific business responsibilities.

Dorothy Burwell, Loraine Woodhouse = Managing investor relations including financing
and treasury activities.

+ Critically reviewing the strategies proposed for the Group.
« Critically examining the operational and finarcial performance
of the Group. 3

Evaluating proposals from managemant and constructively
challenging its recommendations.

= Contributing to corporate accountability through being active
membiers of the Committees of the Board.

I

ompany Secretary

Simon Pugsley (to 30 November 2022),
Andrew Garard (from 1 December 2022)
« As Group General Counsel, witn remit covering compliance. statutory duties and governance, providing strategic legal and commercial advice

to the Group and the Board in its daliberations, As Group Company Secretary, attending and supporting all Board and associated Committes
meetings of Pennan Group ple, South West Water Limited and Bristol Water pic
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Managing the Group and its subsidiaries

Following the acquisition of Bristol Water in June 2021, the South Wost
Water Board and the Bristol Water plc Board operated as separate
independent boards in sccordance with Ofwat's principles on board
leadership, transparency and governance untl February 2023 The
refocus of the Group on UK water means the interests of the nan-
regulated and regulated businesses are more closely aligned and
provide far more effective leadership and governance Because the
three boards were run concurrently, the Directors were well-positioned
to assess matters holistically and provide continuity to the Group as it
moves to @ water-anly enterprise. Despite this concurrency, the Group's
ngoroeus conflicts of interest process safeguarded the South West Water
and the Bristol Water plc Boards' ability to set and have accountability
for all aspects of the regulated business’ strategy thereby ensuring

and strengthening South West Water's and Bristol Water pic’s
reguiatory ringfence.

While certain matters may be delegated to the Board Committees and
to the Executive Directors, as appropriate, the matters reserved for the
Board include:

« All acquisitions and disposals.

» Majar items of capital expenditure.

Authority levels for other expenditure,

+ Pennon’s dividend policy.

= Risk management process and monitonng of risks.

» Approval of the strategic plan and annual operating budgets
« Group policies, procedures and delegations.

« Appointments to the Board and its Committces

The Board also endorsed certain decisions taken by the South West
Water and Bristcol Water plc Boards, including major capital projects

and investments, long-term objectives and commercial strategy, the
five-year requlatory plans, annual budgets, and certain decisions relating
to financing. This approach was compatible with Ofwat's principles on
board leadership, transparency and governance because such decisions
were ultimately reviewed and approved by the South West Water and
Bristol Water pic Boards. Approval of South West Water's and Bristol
Water ple's dividend policy and the declaration of dividends to be paid
by South West Water or Bristol Water plc to Pennon also were rescrved
for the South West Water and Bristol Water plc Boards, respectively,

Conflicts of interest

In accordance with the Directors’ interest prowision of the Companics
Act 2006 and the Company’s Articles of Association. the Board has in
place & procodure for the consideration and authonsation of Dircctors’
canflicts or possible conflicts with the Company's interests. The Board
considers this has operated effectively during the year.

Each Director has a duty under the Companics Act 2008 to avoid

a situation in which they have or may hawe a direct or indirect interest
that cenflicts or might conflict with the interests of the Company.
This duty 15 in addition to the duty owed to the Company to disclose
to the Board any interest in a transaction or arrangement under
consideration by the Company.

A register of Directors’ conflicts is maintained and reviewed at each
Board meating. Authorised conflicts disclosed on the register currently
involve cross-directorships with Pennon Water Services Limited and the
trustee board of the Group's defined berefit scheme. Gther potential
conflicts of interest that were examined during the year included:

= The appointment of Claire Ighodaro to her role at KPMG

= Neil Cooper’s disciosure of his interest in a holiday homa potentially
impacted by a South West Water commcreial agreement

Related parties

The processes outfined above 1n relation to confiicts of interest, together
with the commissioning of frequent share register analysis, cnable the
Board to monitor the Group's relsted parties so that any related party
transactions may be quickly identified and compliance with the Listing
Rules ensured.
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Composition, succession and evaluation

Board support and training
Directors have access to the advice and services of the Company Secretary, and the Board has an established procedure whercby Directors may seek

independent professional advice at the Company's expense te fulfil ther duties. The Company Secretary is responsible for ensuring that the Board
operates in accordance with the governance framework and that informati:on flows effectively between the Directors, the Board, ard the Committees.

The training needs of Directors are reviewed as part of the Board's performance evaluation process each year. Training may include attendance at
cxternal courses organised by prafessional advisars and also intemal presentations from senior management

During the year, updates were provided to the Board and Committees via the Group Genera! Counsel and Company Secretary and/or the Company’s

external advisors. These included updates on mandatory roporting and recent legal or governance changes, including shareholder guidelines

Specifically, the Board received updates on:

+ Proposed changes to the Corporate Governance Code noting the move towards an outcorne-based approach backed up with specific reporting
and assurance requirements.

« The potential new regulator to replace the FRC announced in May 2022 that will have new powers to tackle breaches of company directors’ duties
relating to corporate reporting and auditing.

» The Data Protection and Infarmation Bill intreduced to Parliament on 18 July 2022 with the aim to “update and simplify” the UK's data
protection framework.

Induction programme
Newly appointed Diractors receive a formal, tailored induction

Intreductions Information Engagement
Introduction meetings with key Presentations from Directors to Newly appainted Directors arg invited to
stakehnlders in the business and an provide key information on Finance, ) visit different operating facilities across
outline of the Board and its Committees > Rermuneration, Health and Safcty. Legal, the Group and to meet with crployses
Regulatory, Risk, Environmental and in order to better understand key
other key Group matters. processes and systems

A N N

| l |

Supported by:

Operational site visits and governance, legal and regulatory updates

Non.Executive Director induction programme

As part of Dorothy and Loraine’s induction to Pennon and its Group
companies, they tock the opportunity with Andrew o visit several
sites across the region including a drinking water treatment site. a
sewage treatment site and 3 reservair catchment project

The two days of site visits were corplimented by a full day briefing
session on topics ranging from Governance and Group Firance

to the Group's approach to Heaith and Safety and key risks and
opportunities faced by Pernon and the wider UK water industry.
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Pennon Board composition, independence,
and experience

The Board comprises the Chair, six Non-Exccutive Directors, two
Executive Directors and the Company Secretary. At year end, famale
representation on the Board was at 5b%, excecding the Board's target
of 40% and the target of the FTSE Women Leaders Review and the
Listing Rules

All of the Non-Executive Directars are considered by the Board to be
independent. Noting their intentions of retiring as set out below and
given their longer service a particularly rigorous review was undertaken
In respect of their respective re-glections, the Board remains satisficd
that, based on their participation at meetings and their contribution
outside of the boardroom, both Gill Rider and Neit Cooper continue
to demonstrate independence of character and judgement in the
performance of their role. An explanation regarding the Board's
recommeandation that Gill Rider and Neil Ceaper remained in office
during 2022/23 notwithstanding their long service to the Board, is
shown below.

Neil Cooper will be retiring from the Board in September 2023 and Gill
Rider will be stopping down as Chair in 2024, Detalls of tho recruitment
process for their successors is set out in the Nomination Committee
Report on page 128

All Directors are subject to re-election each year. All the Non-Executive
Directors are considered to have the appropriate skills, experience in
their respective disciplines and personality to bring independent and
objective judgement to the Board's deliberations. Their biographies on
pages 102 to 104 dermonstrate collectively & broad range of business,
financial and other relevant experience.

Neil Cooper is Chair of the Audit Committee and in accordanca with the
UK Code and FCA Disclosure Guidance and Transparency Rule 711, has
recent and relevant financial experience and competence in accounting
and auditing (as set out in his biography an page 103). The Board is
satisfied that the Audit Committee has competence relevant to the
sector in which the Group operates.

Succession planning

Neil Cooper

Neil Cooper has served eight ysars following the Board agreeing that his

term be extended to nine years last year. Thi Board recammends Neil's
re-election at the 2023 AGM shead of his stepping down in September
2023 Information on our succession planning for the Audit Committee

Chair role is 10 the Momination Committee Report on page 128,

Gill Rider

In 2021, noting that Gill's tenure as a Non-Executive Director was
approaching nine years and following an independent review and
extensive consultation with shareholders, the Board was satisfied that
an extension of no more than three years fram July 2021 as Chair was

appropriate. The rationale for this was set out in the 2022 Annual Report

The Board beligves that these factors remain relevant this year, Gill will
retire from the Board no later than July 2024 and the Board believes
that continuity of leadership and strateqic leadership between now and
then is impertant as the Group continues to re-position itself as a major
operator in the UK Water sector.

The Board considers that the extension of Gill's term as Chair both
facilitates effective success o1 planning and the develop~ent ang
continuation of a dwverse Board For these reasons, and mindful of
the recommendations of the UK Corporate Governance Code, the
Board believes it to be in the best interests of the Campany and its

shareholders, for Gill to remain as Chair, and recommends her re-election

at the 2023 AGM. It therefore recommends her re-appointment to the
Board as Chair far one more year.

Further information on succession 1 provided in the Nomination
Committee Report on page 128,

External appointments

Susan Davy

Susan Davy continued as 8 Non-Executive Director of Restore ple
throughout 2022/23 The Board js of the opinion that the experience
gained frem external apogintments provides additional and different
busingss experience and a fresh insight into the role of an Executive
Director. She is also a Non-Executive Director of Water UK, the
membership body representing the UK water industry.

Chair and Non-Executive Directors

Information on the other business commitments of the Chair and
Pennon's Non-Executive Directors is an pages 107 to 104.

Board effectiveness review

The Board undertakes a formal and rigerous review of its
performance and that of its Committees and Directors cach year.
This ensures that they continue to operate effectively and are
identifying opportunities for impravement gnd best practice. as
well as helping to inform future agenda tems and areas of focus.
This year the review was undertaken by a third party, Equity
Culture, by means of online interviaws with a number of the Board,
N consultation with the Chair and respective Committee Chairs, in
January and February 2023. The outcome of the review concluded
that the Board, its Committees, and individual Directors continued
1o cemanatrate a high degres of effectivenass and collaboration.
and that the Board had a forward-thinking mindset and a good
understanding of opportunities for growth and risks facing the
business, with the following positives, negatives and/or actions
suggested The detailed arcas of assessment, commentary/ feedback
and actions is included within the Nomination Committee report on
pages 130 to 131

In parallel with the Board efectivenass review the Committee
undertook a 360-degree cvaluation of the executive committee
members and ensured the feedback was shared with the Groun's
senior leadership,
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Audit, risk and internal control

Risk management and the Group’s system
of internal control

The Board is responsible for maintaining the Group's system of internal
control to safeguard shareholders’ investments and the Group's assets
and for reviewing its effectiveness. The system is designed to marage
rather than eliminate the risk of failure to achieve business objectives
and can only provide reasonable and not absolute assurance against
material misstatement or l0ss An ongoing process for identifying,
ovaluating and managing the significant risks faced by the Group has
been in place throughout the year and up to the date of the approval of
this Annual Report and Accounts and is regularly reviewed by the Board.

The Group's system of internal control is consistent with the Financial
Reporting Council's (FRCY ‘Guidance on Risk Management, Internal
Control and Related Financial and Businass Reporting’ (FRC Internal
Control Guidance).

The Board confirms it applics procedures in accordance with the UK
Code and the FRC Internal Control Guidance, which bring together
elernents of best practice for risk management and internal control by
companies. The Groups internal audit function undertakes specific risk
assessments to identify vulnerable risk areas in the Group. The Boards
risk framework described on page 53 of the Strategic Report provides
for the identification of key risks, including £5G risks, in refation to the
achievement of the business objoctives of the Group, monitoring of such
risks and ongaing and annual evaluation of the overall process. ESG
nsks identified and assessed by the Board cover areas such as health
and safety, climate change and tax compliance, Details of the key risks
affecting the Group are set out 1 the Strategic Report on pages

52 to 62.

Key performance indicators arg in place to enable the Board to measure
the Company’s £SG performance on pages 65 and 66 and a number of
these are linked to remuneration incentives on page 137

As part of the review evaluating the system of risk management and
internal control under the Group risk management palicy, all Executive
Directors and senior managers are required to certify on an annual basis
that they have effective controls in place to manage risks and to operate
in compliance with legislation and Group procedures.

The Group's processes and palicies serve to ensure that a culture of
effective control and risk maragement 1s embedded trroughout the
Group and that the Group 1$ able to react appropriately to new risks as
they arise.

Code of Conduct and policies

The Group's Code of Conduct was reviewed and re-endorsed

in Novernber 2022 The Code of Conduct and refated policies set out
Pennon's commitment to promoting ard maintaiming the highest ethical
standards. Areas covered in the Code of Conduct and related policies
include our impact on the envirgnment and our communities, our
workplace, and cur business conduct.

The Code of Conduct sets out the vaiues and principles by which we
aperate and provides a framewark for ethical business practices. It is
further supported by several policies that guide our warkforce and
suppliers, so that we can identify and deal with suspected wrangdeing,
fraud or malpractice. maintain the highest standards of compliance. and
apply consistently high standards of ethics. We aim to maintain a culture
that fosters the reporting of any concerns, and trust and confidence that
we will act upan them.

Anti-bribery and anti-corruption

The Group's policy on anti-bribery and anti-corruption strictly prohibits
emplayees across the Group from offering or accepting bribes,
facilitation payments and kickbacks. The policy requires proper due
diligence checks of third-party supplisrs and contractors doing busingss
with the Group, including a corruption risk assessment to examing

the nature of the proposed work or transaction. The pelicy provides a
framework that requires everyone wha works with or for the Group to
always act honestly and with integrity. The policy has been rolled out
comprehensively into all parts of the Group. with regular online training
arranged by the legal compliance team. The Group ensures compliance
with the policy in line with our risk-based approach by conducting
planned and ad hoc checks, providing both general and specific
training, and carrying out detailed investigations into allegations

of potential wrongdoing (whistle blows) received from employees,
custormers and suppliers. The potential consequences on collcagues
and the Group itself are clearly set out in the policy as are the
processas far raising concerns

To mitigate risk, targeted authorisation and oversight processes are
applied to the areas that have been dentified as being more vulnerable
and addittonal training 1s provided.

The legal compliance team likowise actively assesses high-risk areas
based on information gained through its clese working relationship

with the Group internal audit function. Assessments are undertaken
using several entry points, including using the output of reviews with

the exccutive teams, during and following face-to-face training, and
analysing whistleblowing reports. Any foreign trading operations,
procure™ent activities, business developmert 2nd back-office functions
continue to be specifically reviewed for compliance with anti-bribery and
anti-corruption reguirements. Comprahansive operating procedures are
in place to address risks in those areas, with regular reviews taking place
to ensure the assessment of risk remains up to date.

The anti-corruption and anti-bribery policy also sets out the
employment consequences for its breach and potential legal senctions
under bribery laws Any breaches or failure to adhere to the Group's
strict standards of integrity and honesty will be subject to disciplinary
action, up to and including dismissal from the Company. All employees
are required to read, understand, and comply with the policy and report
any circumstances or any suspicions of fraud, bribery, corruption or
other irregularties, either to a line manager or by using the Group's
confidential whistleblowing service Speak Up. There were no confirmed
cases of bribery, corruption, fraud, or business ethics violations during
the year,

Allegations of bribery or corruption are reported to the Audit Committee
together with investigation outcomes and details of any action taken,
which are disclosed to our external auditors

Training and communications

Our comprehensive programme of training and internal communications
continues with targeted messaging and interactive traning sessions.
This programme addresses the businesss key compliance nisk areas
and has been designed to increase resilience, heighten awareness. and
oromote a culture of doing the right thing.
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Whistleblowing policy - Speak Up

The Speak Up service encourages employees to raise concesns about
suspected wrongdoing or unlawful or unethical conduct, explains how
any such concems should be raised and ensures that employeos are
able to do so without fear of reprisal. The Group's whistleblowing policy
specifically covers and encourages reporting of:

Hoday nbnens

+ Endangering someone’s health and safety.

= Anything that is against the law.

« Stealing or fraud.

= Corrupt or dishonest activity.

+ Damage to the envirgnment.

» Covering up wroagdoing.

» Abuse of authorty.

+ Intentionally misreporting to a regulatory body
« Bullying, harassment and/or victimisation.

The Speak Up service comprises telephone and web-based reporting
channels operated for Pennon by independent provider NAVEX Global.

Following receipt of a report, the allegation will be assessed, and an
investigation started promptly The investigation process is overseen
by the Ethics Management Committes and will be undertakan fairly,
impartially, and thoroughly by appropriately trained Investigators with
strict confidentiality being maintained at all stages of the investigation.
After cach investigation, a confidential roview is undertaken by the Head
of Legal Compliance to identify any lessons learnt, or organisational
improvemegnts or training requirements. Other improvements identified
arg always acted upen, while ensuring the paramount requirement

of operating a whistleblowing process that protects the identity of
individuals and the independence and integrity of the process. Our
whistleblowing process 1s des’gned to supperl our staff, reflect shared
responsibility, promete a positive culture, provide unique insights and is
central to our system of checks and balances.

UONBULIONUI IMPO  SIUSWIALELS [RIDUBUL]  2OUBLIIAGD

Legal Compliance policies and our Code of Conduct

The Group has pelicies in place covering the scceptance of gifts and
hospitality, anti-facilitation of tax evasion and conilicts of interest, which
require our people to disclose any situation which may conflict with their
responsibilities as Pennon empiloyees.

Qur Code of Conduct and other key compliance policies can be found in
the Governance and Remuneration section of our Group website at
www pennon-group.co.uk/sustainability/code-conduct-and-policies
under internal Control.
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Audit Committee Report

Neil Cooper
Chair of the Audit Committae

Committee Date of Attendance
members appointment to

Audit Committee
Ngil Cooper September 2014 QP
Claire Ighodaro September 2019 [C]IC]o]o]
lain Evans’ September 2018 @@
Jon Butterworth' July 2020 PDEG
Loraine Woodhouse December 2022 [©)]

Darothy Burwell' December 2022

1 Fallowirg a review of Board Committee compositior lain Evars, sor Batterworth
and Darsthy Burwell ceased to be memze-s of the Audit Committes effect ve
Ist Jaruary 2023,

Role of the Audit Committee

« Ensure the quality and integnity of the Group's financial and
regulatory reporting.

s Momitor and review the effect veness of the internal
contrel environment.

« Challenge the scope and adequacy of the Group's risk
maragement procasses.

The Audit Committee is focused on ensuring
sound financial and risk management to support
the Group’s strategy

The Committee’s focus for 2022/23
» Ensure the 2023 Annual Report and Financial Statements are fair,
balanced and understandable,
= Indepth review of tho key financial reporting judgements.

» Risk "deep-dives” in key focus areas.

+ Consideration of the FRC's review of the extarnal auditor's 2022
audit of Pennon Group ple.

Scrutiny of our responses to address the risks posed by rising
inflation and the resultant cost of living crisis.

Dear Shareholder

On behalf of the Board, | am pleased to present the Audit Committee's
report for the year ended 31 March 2023, This report is intended

ta provide shareholders with an insight into the work of the Audit
Committee ('the Committec?) together with details of how the
Committee has discharged its responsibilities throughout the year and
overseen the process of assurance over the integrity of the 2023 Annual
Report and Financia! Statements {'the 2023 Annual Report').

As In previous years, we have focused on the following key priority arcas:

+ Ensuring the quality and integrity of the Group's financial reporting:
this is done through the assessment of the application of accounting
policies given underlying standards, challenging management through
the review of the use of accounting judgements made in preparing
financial reporting and the Committee's assessment of the quality of
financial reporting of the Group In terms of whether its presentation is
farr, balanced and understandable.
Ensuring the 2023 Annual Report is aligned with the requirements
and guidance from regulators, and that gli matters reported on and
disclosed meet the needs of our various stakehnlders
« Maoritoring and reviewing the ongoing effaciiveness of the internal
contral enviranment.
= Challenging the scope and adequacy of risk management processes
across the Group. In doing this, wa monitor the expression of the
Group's risk appetite and undertake “deep dive™ reviews of higher
risk areas.

The Committee uses its collective expertise, with input from the External
Auditor, to provide a robust challenge to the approach and judgements
made by managerment in the treatment of financial matters and their
resulting disclosures within the financial statements, One of cur key roles
is to advise the Board that we are satisfied that the 2023 Annual Report
is fair. balanced and understandable and that 't provides the information
necessary for shareholders to assess the Group’'s positian, trends in
performance, business model and strategy. In doing so, we ensure that
management’s disclosures reflect the supporting detail. or challenge
them to explain and justify their explanation and, if necessary, re-present
the infarmation. As part of fulfilling these commitments, we carefuily
consider the key financial reporting judgements of the msnagement as
set out on page 123 Significant matters considered by the Committee
bath during the year and in relation to the year-end financial statements
are ‘a'd outin this report The External Auditor supports this process in
the course of the statutory audit.
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The Commitiee was pleased to advise the Board that the 2023 Annual
Report met these criteria. Details of our review process can be found on
page 125,

The Committee discharges its responsibilities throughout the year in
accordance with a schedule of business reflecting the annual external
reporting cycle of the Group, allowing for appropriate consideration at
the right point. This scheduling aiso allows for consideration an an ad
haotc basis of events as they have arisen.

In regard to risk, the process starts with the Group's Executive Risk
Committee formulating its risk appetite as well as its ongoing monitoring
of key risks and their mitigation. The Committee then considers this
formally, as well as homing in an key risk areas

During the year. these key risk deep dives covered a wide range
of topics including the risks posed by:

» Cyber security breachas.

+ Non-recovery of customer debt.

= Regulatory planning for PR24.

» Availability of financing for our accelerated investrment programme.

More detail on our risk management processes, principal risks and their
associated mitigations can be found on pages 52 to 62,

Alongside this focus on our risk processes, we formally review the
output of the Group's financial resilience and health assessments; for a
12-month ‘look forward” period through our assessment of the Group's
going concern status and over & penod of five vears to assess the
Group's continuing viability. This viability assessment has considered a
range of financial projections arising from the current challenging and
complex external environment with ongoing uncertainties in relation

to aconomic growth, Inflativn prospects and g indiecl impact of

the ongoing conflict in Ukraine. These are madelled through internal
scenarios around the deployment of Group cash reserves and which
now incorporate the integration of Bristol Water's operating licence
into South West Water. While the Group maintains a five-year viability
assessment period, being appropriate for an acquisitive group, South
west Water, now including the operating commitments of Bristol Water,
has continued to use & longer assessment period to 2030, since it has a
greater visibility of future cash flows, being a regulated businesses.
Cur vighility statement is reported on pages 63 and 64

Throughout the year, the Group has remaned focused an delivering

a resihent performance in UK water, despite a difficult period of cost
inflation, as we execute our twin-track growth strategy of utilising bath
organic and acquisitive levers to drive long-term sustainable growth We
are focused on delivering sustainable results for all stakeholders

Key considerations for the Committee in the last year in delivering these
cammitments include

« Consideration of the FRC's revicw of the External Auditors 2022
audit of Pennon Group plc and its thematic review of acquisition
disclosures, which included Pennon

» Theimpact of unprecedented weather conditions and demand in
Cornwall, with a combination of temperature and drought leading to a
1-in-200-year water resource shortfall and the appropriate disclosure
of the fingncial impact of this

» Scrutiny of our responses to address the risks to the business posed
by rising inflation and the resultant cost of living ¢risis

= Challenging our financial projections and scenario analysis
to ensure we are weli placed to deliver our envirgnmental
Investment commitments.

| am pleased o welcome Loraine Woodhouse to the Committes as
part of our Board succession planning | will be stepping down as Chair
during 2023 as | reach the end of my nine-year tenure at Pennon and
am confident that Loraine, who will succeed me, has the experience
and gravitas to both oversee a smaoth transition and perform the

role successfully going forward.  would Tike to thank the members of
the Committee past and present, the management team, the internal
auditors and our External Auditors and advisors for their eontinued
commitment and for the contribution they all provide in support of the
work of the Committee, not just for the year under review, but during my
tenure as Committee Chair,

¥eor Laape

Chair of the Audit Committee

31 May 2023

Exeter Quay taken on one of our litter pick days
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Audit Committee report continuved

Audit Committee composition

All members of the Committee are Independent Non-Executive Directors of the Board. In accordance with the UK Code, the Board 15 satisfied that Nell
Cooper, Clare lghodarg, Loraine Woodhouse, lain Evans and Jon Butterworth, all of whom served on the Committee during the year under review have
recent and relevant financial experience and also, in accordance with FCA Rule 711R of the FCA's Disclosure Guidance and Transgparency Rules have
competence in accounting or auditing. Following a review of the composition of Board Committees, lain Evans and Jon Butterworth stood down from
the Audit Committee in March 2023

Only members of the Committee have the right to attend Committee meetings. Other regular attendees at meetings, at the invitation of the Committee,
include the Chair of tha Board, the Group Chief Executive, the Group Chicf =inancial Officer, the Groue General Counsel and Company Secretary,
Dircctor of Risk and Assurance, Group Financial Controller and the External Auditor,

The Committee regularly holds private discussions with the External Auditor without management present Further, the Committee Chair regularly
communicates w-th the Grouo Chief Financial Officer, the External Auditor a~d with Committee members outside the meetings to better understand
any Issues or areas for concern.

Matters of significance in 2022/23

Financial « Reviewed and discussed reports from management on the financial statements, considered management’s significant

reporting accounting judgements and the policies being applied, and assessed the findings of the statutory audit in respect of the

integrity of the financial reporting of full and half year results.

Reviewed the internal assessment of going cancern and longer-term viahility on behalf of the Board,

+ Reviewed in detail the 2023 Annual Report and advised the Board that the presentation of the 2023 Annual Report is fair,
balanced and understandable in accordance with reporting requircments, including the consideration of climate risk in the
preparation of the financial statements, and recommended the Board give approval for publication.

External anditor

Oversaw the 2022/23 statutory audit, including the key audit risks and lavel of materiality applied by the External Auditors.
Assessed the effectiveness of the External Auditor 2nd made a recommendation to the Board on ther reappantment.

« Agreed the statutory sudit fee for the year ending 31 March 2023,

« Reviewed and approved the non-audit services and related fees provided by the External Auditors for 2022/23.

Internal controls | poyiawed the affectivaness of the Groups risk managaman: framework and its integration into Board and
and risk Committee Reporting.
management Reviewed the Group's Risk Appetite Statement prior to making a recomnmendation to the Board,
« Monitored fraud reporting and incidents of whistleblowing, including a review of the Group's whistlebiowing processes and
procedures and reporting to the Board on this.
Reviewed the Group risk register and considered appropriate areas of focus and prioribisation for the internal audit work
pregramme for the financial year.
« Carried out deep dives at Committee mectings on principal risk areas.

Governance

Considered and approved Group accounting policies and judgements used in the preparation of the financial statements,
including any required alignments of Bristol Water's accounting policies.

« Reviewed and considered internal financial policies.

Confirmed compliance with the UK Code.

= Held regular meetings with the external auditor and the Group Director of Risk and Assurance without members of
management being present.

Regarding rmontoring of the integrity of the financial staterments, which is & key responsibility of the Comrmitiee identified in the UK Code, the
significant areas of jJudgement considered in relation to the financial staternents for the year ended 31 March 2023 are set out in the following table,
together with details of how each matter was addressed by the Committee At the Committee’s meetings throughout the year, the Committee and the
external auditor have discussed the significant matters anising in respect of financial reporting during the year, together with the areas of particular
audit focus, as reported on in the independent audito’s report on pages 162 to 189, In addition to the significant matters set out in the table below, the
Committee cansidered presentational disclosure matters including the use of non-underlying performance metrics and ensuring a fair presentation of
statutory and non-statutory performance and financial measures
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Buring the year, the Committee's areas of facug included

Area of focus How the matter was addressed by the Committes

Revenue recognition = Given the nature of the Group's revenue, the key areas of income statement judgement for South West Water. Bristol
Water and Pennon Water Services continue to be in respect of revenue recogmition relating to income from water
sorvices. While the Committee reliod on South West Water's, Bristol Water's and Pennon Water Services' processes
for assessment of watcr into supply, it challenged the robustness and timeliness of the methodalogy used. resulting
in management streamlining the calculation approach. The Committee welcomed this improvement and continues
to scrutinise the track record of accuracy by comparing actual outturns with accruals at previous year ends to form
a judgement about the quality of decision making, The Committee also closely considered the work in respect
of these areas at year end by the external auditor as well as reviewing disclosures around revenue recognition
accounting policies.

Bad and doubtful debts * Regular updates on progross against debt collection targets and other contractual payments duc are received by
the Board. Performance is monitored regularly across the Group against historical standards and compared to the
track records of other companies in the relevant sectors. The Committee was particularly mindful of the ongoing
impacts of affordability on the assessmant of expected credit losses in determining the bad aelit pravision, nating
the significant increases [n inflation arising from macro-economic developments. At the year end, the external
auditor reported on the work it had performed, which, together with the detailed analysis reported, enabled the
Committes to conclude that management's assessment of the year-end position and its provisions for expected
credit losses were reasonable.

Going concern basis for = A report from the Groun Chief Financial Officer on the financial performance of the Group, including forward-

the preparation of the looking estimates of covenant compliance and funding levels under different scenarios including inflazion scenaros,
financial stataments is provided to the Board on a periodic basis. Rolling five-year strategy projoctions and the resultant headroom
and viability statement relative to borrowings are also regularly reviewed by the Board, including the application of scenarios to enable the

Committee to better understand the potential range of outcomes. At the end of each six-month period the Group
Chief Finangial Officer prepares for considerat'or by the Committee a report focusing on the Group's liquidity over
the 12-month peried from the date of signing of either the Annual Report or half-year results. The Committee also
raviewed a repert from the Group Chief Financial Officer on the Group's financial viatility over an appropriate period,
in connaction with the UK Corporate Governance Code's requirement for a viability statement to be given by the
Board. The Board considers the appropriate period to assess the Group's viability remains unchanged at five years
which recognises both the longer-term wisibility in the regulatory environment of the South West Water and Bristol
Water businesses and the corparate activity, including acquisitions and other non-regulatory investments, such as
the recent Bristol Water acquisition and our investments in solar energy gencration. undertaken by Pennon
Similarly, this report also considered the viability of the Group, taking into account the potential manifestation of
ather adverse events modelled from the Group's principal risks and resultant sensitivity scenarios. In performing

its own viability agsessment, South West Water (now incorporating the operating licence of Bristol Waler) uses a
longer assessment periad to 2030, noting a greater visibility of future cash flows, being a regulated water business.
Consideration of these reports and constructive challenge on the findings of the reports, including the scenario
testing carried out by management, has cnabled the Committee to form its assessment and satisfy itsclf that it
remains appropriate far the Group to continue to adept the gaing concern basis of accounting in the preparation of
the financial statements and in addition advise the Board on providing the viability statement set out on page 63.

In addition to the matters above, the Committee also reviewed and considered communications with the FRC in respect of their thematic review of
acquisition disglosures, which included Pennon. Positively, this review hughlighted arcas of our disclosure in respect of the Bristol Water acguisition

as examples of best practice. Less positively, the FRC also queried the inclusion of an element of cash outflow relating to acguisition costs within the
investing activities section of the cash flow statement. Having considered this matter, the Company has acknowledged that the acquisition cost cash
outflow should have been presented within operating act vities but that a restatement of presentation was not proposed as the effect of the change 1s
not material. Following our responses, we are pleased to report the FRC has satisfactorily concluded this review.

The Audit Committee notes that the FRC's review was based on the 2022 annual report and accounts and does not benatit from detailed knowledge of
ouUr Dusiness or anunderstarding of the underlying transactions entered ‘nto Itis, howaver, conducted by staff of the FRC who have an understanding
of the relevant legal and accounting framework. We also note that the FRC provides ne assurance that the annual repart and accounts is correct in all
material respects; the FRC's role is naot to verify the information pravided but to consider compliance with reporting requirements. The FRC's letters are
written on the basis that the FRC (which includes the FRC's officers, employees and agents) accepts no liability for reliance 91 tnem by the company or
ary third party, including but not limited to investors and shareholders.

Effectiveness of the external audit process

Receiving high-quality and effective audit services is of paramount importance to the Cor-mittze. We continue to carefully monitor the effectiveness of
our External Audftor as well as their independence, while recognising there is a need to use our Externat Auditar's firm for certain non-audit services.
We have full regard to the FRC's Ethical Standard and ensure that our procedures and safeguards meet these standards.

The FRC's Audit Quality Review (AQR) team completed an inspection of the audit of the financial statements of Pennon Group ple for the year ended
31 March 2022. The AQR's overall assessment of the audit was that there were no key findings arising from the inspection.

The Committee has carefully considercd the three ather findings that were raised in the AQR's report and has concluded that these do not present any
s.gnificant concerns on cverall External Audit effectiveness whan taken with the External Auditor responsa immedately below

The External Audilor produced a detailed audit planning report in preparation for the year-end financial statements, which reflects appropriate
congideration of improvements to address the AQR report’s other findings and which has assisted the auditor in delivering the timely audit of the
Group's Annual Repart and which was shared with, and discussed by, the Commitiee in advance.

Tne effect vaness rewiew of tha Fxternal Auditor 1s considerad as part of the Comm ttee's a7nual performanre evalustion. which also examines

the relationship and communications between the Committes and the external auditor. Further details of the Committee evaluation are provided on
page 124. No issues were raised during that review, The Committee concluded that the Auditor was effective during the year and tnat the relationship
and communications were open and constructive.
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Audit Committee report continued

The Committee considered it was appropriate that the External Auditor be reappointed and has made this rccommendation to the Board.
The Committee Chair has also met privately with the External Auditor to discuss key matters

Auditor independence

The Committee regards independence of the External Auditar as absalutely crucial in safeguarding the integrity of the audit pracess and takes
responsibility for ensunng the three-way relationship between the Committee, the External Auditor and managerment remains appropriate.

The External Auditor reported on its iIndependence during the year and again since the year end, confirming to the Committee that, based on its
asscssment, it was independent of the Group.

Provision of non-audit services

The Committee adopts a robust policy for the engagemeant of the External Auditor's firm for nen-audit work. The Committee receives a regular report
covering the auditor's fees including details of non-audit fees incurred.

Recurrent fees typically refate to agreed procedures regarding anrual regulstory reporting obiigations to Ofwat, work which 1s mast efficiently and
effectively performed by the statutory auditar. The nolicy is for non-audit fees not to exceed 70% of the audit fee for statutory work and for the
Committee Chair to approve all non-audit work performed by the statutory auditor. The policy uses the average of the last three years’ audit fees
disclosed in the accounts and certain non-audit fees for services that are required to be performed by the auditors that are excluded fram

the assessment.

The Comimittee carefully reviews non-audit waork proposed for the statutory auditor, taking into consideration whether it was necessary for the auditors
firm to carry out such work, and only grants approval for the firm's appointment if it was satisfied that the auditor’s independence and objectivity would
be safeguarded. If anather accounting firm cauld provide the required cast-effective level of experience and evpertise in respect

of the non-audit services, then such firm would be chasen in preference to the External Auditor.

The level of non-audit fees payable to the External Auditor for the past year 15 14% of the three-year average audit fee, which is within the Group's 70%
non-audit fee limit

The GraLp Chie® Financial Officer egularly reports ta the Committee on the extent of services provided ta the Company by the External Auditor and
the level of fees paid. The fees paid to the External Auditor's firm for non-audit services and for audit services are set out in note 7 to the financial
statements on page 188.

External auditor reappointment and statement of compliance with CMA order

The Group complies with the Statutory Audit Services for Large Companies Market Investigation (Mandatory Use of Competitive Tender Procosses
and Audit Committee Responsibilities) Order 2014,

We last undertook a formal comprehensive audit tender process for statutory audit services in 2014, The current External Auditor, Ernst & Young LLP
(EY). were appointed following a comprehensive audit tender process and approval by shareholders at the Company's 2014 AGM, EY commenced thair
appointment as auditor and presented their first report to shareholders for the year ended 31 March 2015 The icad audit partner must change every
five years. Christabel Cawling, wha has congiderable audit experience of ather FTSE 100 utility companies, has held the role since 2010,

This year-end audit has been EY's ninth consecJtive year in office as statutory auditor As previously indicatec, the Committes will oe running

a full tender for the Group’s external audit services during the year ending March 2024. before the next rotation would become due. This aliows
for any potential new audit firm to take up the rofe for the year ending March 2025 and. if required. affords appropriate time for a srooth transition
of responsibilities,

Internal audit

The internal audit activilies of the Group are a key part of its internal contzol and risk management framewark. At Group level there is a long-standing
and sffective centralised internal audit service, which supparts the Committee in delivering its resparsibilines and has continued Lo operate effectively
The current Group internal audit pfan was approved in March 2022, following a thorough review to ensure it provided adequate coverage over the
Group's key risks far the vear abead and was sufficiently flexible to “espond to emerging nisks in developing the plan, accaunt 1s taken of the principal
rigks, the activities to be undertaken by the External Auditor, and the Groups annual and ongoing risk management reviews. This approach seeks to
ensure that there is a pregramme of internal and external audit reviews focused on identified key risk areas throughout the Group. Looking ahead, the
intention of the Committee s to estabiish formal internal audit plans covenng each six-manth period, given the valatiity of the operating environment,

The Group Director of Risk and Assurance reported regularly through the year to the Committae on the cutcomes and findings of internal audit
activity Thers were regular discussions, correspondence and private mectings between the Director of Risk and Assurance and the Committee

Chair, Tre Commitzee continues zo manitor the perfarrance of the inzerral audit “unction as par: of its annual assessmant of the affectivenass of the
function. As required by IIA standards, the next cyclica' external review of the internal audit function will take place bafore the end of 2026/27 (the last
having been undertaken in 2021/22).
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Fair, balanced and understandable assessment

To enable the Commuttee to advise the Board in making 1ts statement that it considered that the Company's Annual Report 15 fair, balanced and
understandable (FBLL on page 107, the Committee applicd a detailed FBL review framework that takes account of the Group’s well-documented
verffication process undertaken by managernent in conjunction with the preparation of the 2023 Annual Report, This was in addition to the format
process carned out by the External Auditor to enable the preparation of the independent auditor's report, which is sct out on pages 162 to 169,

In preparing and finalising the 2023 Annua! Report, the Committee considered a report on the actions taken by managernent in accordance with the
FBU process and an FBU assessment undertaken by the Pennon Exccutive. This assisted the Committee in ¢arrying out its own assessment and being
able to advise the Board that it considered that the Annual Report taken as a whole is fair, balanced and understandable and provides the information
necessary for shareholders to asscss the Company's position, performance, business model and strategy

Looking forward

During the forthcoming year, the Committee will remain focused on the key arcas of responsibility delegated to it by the Board, ensuring that standards
of good governance are maintained and that appropriate assurance 15 obtained across all areas of the business, with 8 particular focus on the

Group's principal nsks, control environment and approach to financial reporting, nating the volatility in the global econemy. and taking into account
developments in reporting responsibilities including those recommended by the Task Force on Climate-related Financial Disclosures (TCFD), the
consideration of climate rigk in preparation of the finangal statements and potential changes in the gavernance environment. The Committes will
further assist, with its usual diligence, the transition from the outgoing Comrmuttee Chair to the new Chair during the year.

Fernworthy Reservaoir,
Dartmoor National
Park, Devon

Pennon Group plc | Annual Report and Accounts 2023 125

UONBULIO] JRYID  SILAUAIEIS [ElOURUl]  souewaAof  Model ajBajens




ESG Committee report

lain Evans
Chair of the ESG Committee

Committee Date of Attendance
members appointment to

ESG Committee
lain Evans Saptember 2018 DO
Gill Rider September 2012 PO
Susan Davy March 2018 RO
Jon Butterwarth July 2020 [GIS]151O)]
Paul Boote July 2020 QOEE
Claire ighodaro! September 2019 ©E0O
Nei Cooper’ July 2020 QO
Darothy Burwell December 2022 (@)
Loraine Woodhouse” December 2022

1 Following a review of Board Comimittee composition, Cill Rider, Mei Cooper and
Loraing Woochowse ceased to oe members of the ESG Commitzee with effoct ‘rom
31 Janoary 2023

Role of the ESG Committee

« Review the policies, management, initatives and performance of
the Group with respect tc the environment, workplace policies,
group governance and corporate policies relating to responsible
and ethical business practice. the role of the Group n sowety and
customer service and engagement.

= Review the gverarching environmental performance of the business,
ensuring a focus on ey areas of improvement,

» Review the actions of the Group to determine the suitability of the
workplace environmental policies and practices of key suppliers
and contractors,

« Review the sxtert ard eectivenass of the Group's excer-al
renarting af sustainability performance and s partcipation in
relevant external benchmarking indices,

= Reqularly report to the Board

» Advise the Audit Committee of any materal non-financial risks.

The ESG Committee supports the
Company's ongoing commitment to
environmental stewardship.

The Committee’s focus for 2022/23

« Reviewed the external 2022 ESG Assessment scores and approved
the work being undertaken to imprave these.
Successfully achieved majority of 2022/23 £SG targets.

Successful progress made against majority of environmentai KPIs,
including sewer flooding and biodiversity.
« Approved an updated Sustainable Finance Aliocation and

Impact Report.

Reformulated the future ESG targets te align with executive
remuneration targets.

Carried out degp dive reviews on storm overflow discharges and
the Spillsure programme noting the enhanced level of community
engagement boing proposed.

Continued delivery of TCFD recommendations including detailed
appraisal of transition risks and opportunities and scenaric analysis.

Enhanced ESG reporting including our disclosures aligned to

the Sustainability Accounting Standards Board {SASE) reporting
framework and new ESG DataBook.

Integration of Bristol Water ESG activity into Group ESG reporting.

Dear Shareholder

i am pleased to report on the ESG Committee’s activitias and
achievements during 2022/23. There have been no changes to the
Committee this year | continue to be supported by an experienced
Commuttee who focus on governing our ESG activity and disclosure and
ensure we continue to be a responsible business. creating a positive
long-term impact on the environment and all our stakeholders and I'd
like to thank them for their work and input this year.

Qur approach to E5G ensures that everything we do supports our
commitment ta provide environmental stewardship and to support our
customers and local communities. As a responsible employer, we remain
focused on employee development alangside a robust health, safety
and wellbeing programme. This is underpinned by a strong governance
framewark that upholds our core values within the arganisation and
throughout our supply chain. Sustainability 1s at the heart of our
business and is part of cverything that we do. During the year, the
Committee cons/dered a wide range of matters while fulfilling its duties
In accordance with its terms of reference.

Our refreshed Group ESG targets through to 2025 reflect the priority
ssues identified by stakeholders in our matenanty sssessment that were
not alreacly addressed in existing regulatory commitments and plans
These targets support us in aligning our approach and priorities for
PR24. You can réad more on the outcomes of the materiality assessment
on pages 66,

Witn efect from € April 2022, we are required to disclose ciimste-related
financial irformation on 2 mandatory basisin line with requirements
frorm the TCFD. These disclosures eviderce our strategy to reduce
emissions within cur cperations and thraugh our supply chain to
achieve Met Zero by 2030 drven by three pilla-s - sustanable living,
champicring renewals. and roversing carban emissions.

Tris Annual Report pravides an integrated assessment to sNow Now 3
responsib'e approach to sustainatility helps us to alance the immediate
and longar-term needs of society with the defivery of sustained
commercial success,

ESG performance

The ESG Committee continues to assess performance against a range
of chailenging targets for the Group, set as part of the business planning
process. The Committee reviewed and approved 2025 targets noting
that the metrics, ODIs, Operational Service assessrnents and ESG
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targets are aligned to the strategic themes identficd in the Committee's
materiality assessment. ESG targets were rebased and reformulated to
align with executive remuncration targets. The Committoe agreed that
the targets for 2023724 should be published in this Annual Report an
page 66.

In addition, the South West Water ESG Committes provides assessment
and oversight of South West Water's performance against sustainability
targets that are core to the successful delivery of its five vear business
plan This is consistent with Ofwat's requirement for independent
governance of the regulated business,

As at the 31 March 2023 Pennon achieved 14 of our 16 targets for 2023
and are currently on track to meet our 2025 targets, Whilst we have
continued to invest in solar generation, the increase in energy usage has
resulted in generation as a propartion of total usage being lower than
targeted and despite our lowest number of fost time injuries this was
ahead of the number targeted for the year.

Materiality assessment

Luring the year, we embedded the results of our extensive

materiality assessment into our 2025 targets. The outcome of this
materiality assessment showed the following as of highest importance
to all stakeholders:

+ Net Zero.

« Freshwater stewardship.
+ Water quality.

= Climate resilience.

» Drinking water guality.

« Amenity and recreation.
+ Trust and transparency.

There has been no change in the areas of materiality which have the
highest importance for the Group,

Enhanced reporting and assurance

With a growing focus on ESG reporting, we are increasing our 2023
reporting suite and providing enhanced disclosure through our SASB
disclosure which can be found on pages 70 to 72 and ESG databook
which is available to view at www.pennon-group.co.uk/sustainability.

Pennon's ESG reporting is integrated throughout the strategic report
and specifically in the following sections.

Section Page
Chair’s letter 2
Chief Executive Officer's review 4
Business model 8
Strategy overview 10
Key performance indicators 17
Erwvironment parformance 86
Social performance 66
Governance performance 66
Stakeholder overview Nno
Our people strategy £y
Our operations 22

Other related reporting including ocur Gender Pay Gap repart, Climate
Change Adaptation Report and Net Zero plan can be found on our
website www.pennon-group.co.uk/sustainability.

Pennon's ESG performance and reparting has bean assured by DNV,
an independent management consultancy specialising In technical
assurance in the utility sector DNV's method of assurance includes
testing the assumptions, definitions, methods, and procedures that are
followed in the development of data and the auditing thereof to ensure
accuracy and consistency. The assurance statement can be found on
our website www.pennon-group.co.uk/sustainability.

Certain disclosures within this Annual Report that relate to the
sustainability performance of South West Water and Bournemouth Water
have been subject to an independent audit of regulatory data conducted
by Jacobs. DNV has reviewed the consolidation of these inta total
Pennon data where stated, but not their preparation.

Jacobs are engaged to independently audit South West Water’s and
Bristol Water's technical (non-financial) data relating to our Qutcome
Delivery Incentives published in its Annual Performance Report (APR),
this includes all regulatory targets, including a suite of environmental
performance indicators. This year Turner and Townsend has conducted
an independent audit of other non-financial also included in the APR,
This includes all South West Water regulatory targets, inctuding the suite
of environmental performance indicators Jacobs provide a report an
this audit within South West Water's APR. Similarly, Turner & Townsend
conduct an independent audit of Bristal Water's technical (non-financialy
data also published in its APR.

Benchmarking

It's important 1o us to ensure we are regularly benchmarked against the
expected industry standards. This ensures we are continuing to provide
up to date disclosure for our stakeholders. Certain leading indices assess
companies on their disclosures relating to stringent environmental,
social and governance criteria, and their position to capitalise on the
benefits of respansible business practice. Pennon is a constituent
within the FTSE4Good Index, Sustainalytics, CDP Climate Change, S&P
Global CSA, and a number of other leading external ESG assassments,
FTSE4Good and similar leading indices are designed to facilitate
investment in companies that meet globally recognised corporate
responsibility standards.

Our latest external assessment scores as at 31 March 2023 gre ncluded
on page 65 with improvernents seen in 7 out of 8 assessments.

Focus areas for 2023/24

= Embed the assessment and identification of climate-relatad risks
without our investment appraisal processes.

» Integrate our climate risks within our existing risk management
systems and risks registers across the Group.

» Continue to explore options ta develog quarititative metrics for our
key climate risks and opportunities

= Further integration of ESG across the entire Group.

» Expansion of community impact cvaluation and reporting,

» Review performance on how the company is fuffilling its purpose and
its external ESG benchmarking.

» Undertake matters of Committee governance such as its rolling
calendar of agenda items, annual Committee cvaluation and
examination of Committee’s terms of refergnce.

AW

laln Evans
ESG Committee Chair

31 May 2023
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Nomination Committee report

Gill Rider
Chair of the Nemination Committee

Committee Date of Attendance
members appointment

to Nomination

Committee
Gilf Rider September 2012 [SISISIS]
Neil Cooper September 2014 Qo0
lain Evans September 2018 [SIGIOIG]
Jon Butterworth July 2020 DR
Claire Ighodaro July 2020 PR
Loraine Woodhouse December 2022 @
Doiothy Burwell December 2022 (@]

Role of the Nomination Committee

+ Regularly review the structure, size and compasition (including
skills. knowledge, iIndependence, diversity and expericnce) required
of the Board.

« Consider succession planning for the Board and Senior
Manragement overseaing the development of a diverse pipeline

+ |dentify and nominate candidates to fill Board vacancies.

« Assist the annual Board evaluation process to assess performance

and effectivenass of the Board and its Committeas.

Evaluate the balance of skil's, knowledge, independence, diversity

and experience on the Board.

» Review the leadership needs of the Group, noth executive and

neon-exacutive, with a view to ensuring the continued success of

the Group,

Review the Group's policy on Diversity, Respect and Inclusion (sec

www.pennon-group couk/about-us/governance-ard-remuneration),

including gender. and the prog-ess against objactives
« Review membership of the Board Committees.

128

The role of the Nomination Committee is to
ensure that the Group has the pre-requisite
skills, experience, breadth and depth of talent to
meet longer-term strategic objectives.

The Commitiee’s focus for 2022723

» Overseeing the effectivenass of the Boarc's succession plan ard
identifying two new non-executives, ensuring that the Board has the
appropriate mix of skills. experience and diversity.

« Conducting the annual review o* Board Effectivenass anc
Board composition.

+ The annual review and approval of the Group policy on Diversity,
Respect and Inclusion and the Group’s progress on dversity in line
with the Parker review, including the outcome of the FTSE Women
Leaders Review and the Group's pesition an Gender Pay and
Ethnicity Pay.

* Ongoing review, development. and evolution of the Executive
Leadership team, including succession planning and the integration
of Bristal Water

« Reviewing terms of reference for the Committec to ensure they
continue to be appropriate.

Dear Shareholder

{ am pleased to present the Nomination Committee’s report for the year
ended 31 March 2023

This year, the Committee has been pleased to welcome Loraing
Woodhouse and Darothy Burwell to the Board as independent Non-
Executive Directors, from 1 December 2022. The appointments are in
lirne with our succession planning with relevant skills and diversity of
perspective Loraine wiil succeed the Audit Committee Chair when Meil
Cooper steps down in the summer. | am delighted they have chosen

to join Pennor, and would also like to recognise Nell's considerable
contribution to the Group since he was appointed in 2074

As noted in the 2022 Committee Report at page 157, Russcll Reynolds
Associates was appointed as independent consultants, to conduct

the search activity, providing the Committee with a long list of suitable
candidates, ensuring candidates were apprised of the expectations
required as a member of the Board. the time commitment and
professionai conduct and values. A rigorous selection process was
undertaken, including meetings with appropriate stakeholders as well as
the interview process with Board members. The induction process for
Dorothy and Loraine is detailed on page 116.

The Committae has also supported the ongoing evolution of the

wider executive, with the intagration of Bristol Water, and key external
appontrments including Andrew Garard as Group Counsel and Company
Sacretary and John Halsall as Chief Operating Officer.

Annual Report and Accounts 2023 | Pennon Group ple




The Committee maintains its strong interest in the Group’s progress

in championing diversity, whether gender, ethnicity, or social mobility,
and regularly reviews the demographics of the workforce as well as the
leadership and was pleased to see Pennon shortlistad in the Balance in
Business awards.

The Nomination Committee met four times during the year to fulfil the
duties set out in its terms of reference,

Only the members of the Committee ara entitled to attend the
Committee maetings, although cther regular Invitees to Committee
meetings during the year includad the Group Chief Executive Officer.
the Group Chief Peaple Officer and the General Counsel and Company
Secretary. Committee members are also excluded from participating
when their own positions are under discussion.

Further information on the Board biographies, can be found on pages
102 to 104,

Board diversity

At Pennon, we believe that a diverse and inclusive culture 15 a strategic
imperative, treating it in the same way as we do each strategic priority -
setting the tone from the top, holding leaders accountable and delivering
against a clear action plan.

We believe having a diverse mix of minds has helped to deliver & step
change in our culture, as a more caring and considerate business, that
places significant focus on wellbeing, and evidenced in achieving Great
Place to Work status for two years running.

Ag at 31 March 2023, female representation on the Board stood at 56%
and Pennon Exacutive gender diversity at 44%. Our overall score in the
Bloomberg GEl scorecard increased to 636%, up from 65% and reflecting
a disclosure score of 97% for 2022, We also maintsined first place in the
FTSE Women Leaders Review for utilities,

Despite progress acress the FTSE, Pennon is still ane of only g fow
husinesses in the UK to have bath a femals Chief Executive Officer and
Charr. Given this, we have continued our membership of the 30% Club,
and | am an ambassador of 25 x 25, the initiative to increase the number
of wornen CEOs in UK business.

The Group is an advocate of Sir John Parker's review for ethnic board
diversity, meeting the external targets required of a responsible and
inclusive business ahcad of the required dates. This year, in ling with
our commitment to the Change the Race Ratio campaign, we have
voluntarily published our ethnicity pay gap of 10.3%. The Committee will
continue te menitor pay gaps. Building our representation across the
Group 15 a focus, given the area we serve has lower representation than
tha national average where ethnic representation 1s 2 2%. Monetheless
we are making good progress and our ethnic diversity across the Group
fas improved to 3%.

Board Diversity and Inclusion policy

The Board reguires the Committec to review and monitar compliance
with the Board's Diversity and Inclusion Policy and report on the targets,
achievernent against those targets and overall compliance in the Annual
Repart each year. The Policy was reviewed in March 2023

The Board's diversity and inclusion policy confirms that the Board is
committed to
« The search for Board candidates being conducted, and appointments
made, on ment, against objective criteria whilst promoting the widest
forms af diversity, including gender, social and ethnicity. in this
context, the Board will endeavour to achieve and maintain:
a. A minimum of 40% female representation on the Board
b A minimum of 40% female representation on the Group's senior
managemant team
c. At least one member of diverse ethnicity on the Board

Sotisfying itself that plans are in place for orderly succession of
appointmcnts ta the Board and senior leadership

« Maintain an appropriate balance of skills and experience within the
Group and on the Board.

The approach to Company-wide diversity is detalled on page 37 and

is also fully applicable to our Remuneration, Audit and Nomination
Committees, and as each Committee is comprised of members of the
Board, the Board's Diversity and Inclusian Policy detalled above, similarly
applies [ can canfirm we exceed the Policy.

Colleagues are asked to provide persenal information for the purposes
of manitoring equality and for statutory reporting purposes, including
Gender Pay Gap. This is collected during recruitment and on-boarding
and colleagues are asked to periodically review and update as necessary.
Information is stared on the Group’s HR management system, including
the data used to populate the table on the following page. Employees
are encouraged to provide information on a veluntary basis.
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Nomination Committee report continued

The ethnic representation of our Board and leadership

Number % of the Number of senior Number in % of exacutive
of Board Board Board positions (CEO, executive management
members CFO, SID, Chair) management

whie, British or other White {incl minarity white groups 7 78 4 9 100

Mixed / maltple Ethric Groups o] - 0 0 -

Asiar [ Asian British 0 - 0 0 _

Black / Afncan / Canbbean / Black Britisk Z 22 4] 0 -

Other ethric groug iIncluding Arab Q o} O 9] -

Naot specified / prefer rat to disclose G O 0 O -

The gender representation of our Board and Leadership
Number % of the Number of senior Number in % of executive
of Board Board Board positions (CEO, executive management
members CFQ, SID, Chair) management

Mer 4 Ly s 5 &7

Wamen 5 56 2 4 43

Cther categories O - o] 0 -

Mot specified / prefer rot to disclose 0 - 8] 0 -

Talent management and succession planning

During 2022/23 we have overseen the reshaping of the wider executive, ensuring that the Group has the requisite skills and experience and breadth of
talent to mect the Group's longer-term strategic objectives. As we worked to enact our integration blueprint, fallowing the acquisition of Bristet Water,
Paul Boote became Grouo Chief Firancial Officer. At t-e same time, we strengthened the overzll executive with the external appointrents of Andrew
Garard as General Counsel and John Halsall as Chief Operating Officer. Mel Karam, Ch ef Executive Officer of Bristol Water, past the TUPE Lransfer of

Bristol Water to South West Water, chose to step down The Committee thanks him for his six years of service,

The Commitiee, supportec by the Group Chie® People Officer, also regularly reviews both the executive and non-executive leadership as part of its
standing agenda, reviewing both short- and long-term skills requirements, opportunitics for positive support to minority groups, and early identification
of high potential. In ling with our commitment to Change the Race Ratio, we have set stretching targets to develop diversity in our leadership levels
below Executive Committee level and the Committee will contirue to review progress on this important goal As part of the reqular reports received

by the Committes, rates of participation by many characteristics are provided, noting this 15 als0 subject to employees’ wish to disclose certain

characteristics or sensitive information.

Board effectiveness review

The Board undertakes a formal and rigorous review of its performance and that of its Committees and Directors each year, This ensures that they
continue so operate affectively and are identifying opperturities for improvement and best practice, as well as helping to inform future sgenda items
and areas of focus This year the review was undertaken by a third party, Equity Culture, by means of online interviews with a number of the Board, in
consultation with the Chair and respective Committee Chairs, in January and February 2023, The outcome of the review concluded that the Board, its
Committees. and individual Directars continued to demenst-ate a high degree of effectiveness end collaboration, and that tne Board had a forwara-
thinking mindset and a good understanding of opportunities for growth and risks facing the business, and the table shows the positives, negatives and/
or actions suggested In parallel with the Board effectiveness review the Committee undertook a 360 degree avaluation of the execut've com™itiee
members and ensured the fesdback was shared with the Group's senior leadership.

Summary of evaluation

Area of assessment

Commentary/feedback

Actions

Penron Board Conduct of meetings.

-

The Board is open, honest, respectful, engaged and committed

Board meetings, papers
ard presertatior

The volume of papers provides a challenge for the Board to
manage but this reflects the open culture of the Group

The annual cycle of Board meetings and topics is appropriate
Thereis a reassuring balance between appropriate challenge
and support between NEDs and Excoutive

The meetings are well-managed

Governarce is a strength of the Group

Review the structure of
Board papers

Board cversight

Maintain increased visibility around pollutions,

Caontinue to ensure appropriate
processes for monitoring,
reporting and addressing
poflution naidents

Groap strategy ard
GOVQ”‘SF‘CC‘

The Board continues to orovide e pful support to
management
The Boars offers good strategic directinn ard govarnance

Key themes are developing
strategic lines of communication
to deive climate delivery

and growth

Commurications strategy

The Board is keen ta help with advocacy
Further Board appointments could consider broadening the
axgertise - regulatory and Gover~mart affars

Ensure the Group has the
appropriate capacity to mect
its challenges
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Area of assessment

Successian and
talent frlanmng

Commentary/feedback

Actions

Recent Board and Execut'\verappointments have been

very positive

The appointment of a new SID and Chairis high on the priority
list of the Board

The CEQ is very highly regarded

= The bernch strength of the

Executive needs to be kept
under review

Strategy * The annual strategy day is well received The focus shouid remain on
- ESG matters are well embedded ensuring that the Group has
+ Sopcial initiatives are hgh on the Group's agenda the human resources to deliver
its ambitions
Risk » The Group has good structures and processes in place Ton-level risks should be
* Scrutiny of risk remains a priority for the Board agenda regularly reviewed
Committaes * The Committees work well and are well chaired

The frequency of meetings of the Health and Safety
Committee should be kept under review

Addit
Committee

Committer oparaian
and effoctiveness

The Audit Committee provides useful suppart to the Board
and management

The Committee operates good governance, is up to date
with changing legisiation and has a strong relationship with
financial management

Overall, it was fclt that the Audit Committee functions well,
with multiple members with deep finance experience

Continue with existing processes

ESG
Committer

Committee operation
and effactivencss

Relationships and communication between the ESG
Committee and koy executives are open and constructive
The Comrrittee makes effective use of KPIs and
benchmarking to understand ESG performance, with external
sustainability performance reported on regularly

Overall, the Comrittee provides goad direction in an ever-
evolving area and has developed well over the last 18 months
Environmental issues particularly around CSOs have emerged
mare prominently this year

The Committee and the Board have work to do. ta deal

with the pollutions and CSO challenges, with the right
gxccutive support

Ensure sufficient flexibility

to further improve Net Zero
activities and outcomes
Continue the wital focus on
environmeantal issues and C50s
Continue to review and asscss
processes in this area

Rermuneration
Committee

Committeg oparation
and effectiveness

The Remuneration Committee has performed well,
with well-honed processes and in noting the evalving
external environment

Continug ta evolve the framewark
as required and build on
existing pracesses

MNominatior
Committes

Committee operatior
and effactiveness

The Nomination Committee has perfarmed well and neasds to
continue its track of Board succession planming and Executive
suCCessian activities

Continue with existing processes,
focused on succession

H&S
Committee

Committee operation
ang effectiveness

The H&S Committee provides effective support to both the
Board and management

The Commitiee is now well established and focused on
supporting the Board's aspirations with recent reports on
investigations felt excellent.

A developing Committee
that should continua s deep
dives into HES performance
and incidents.

A key area for focus in 20003/24 will he seeking a successor for the role of Chair The eurrent Board refiects Pennon's commitment and belief in the
importance of diversity, and Pennan will be mindful of both the Company-wide and Board-specific diversity policies when selecting a replacement
Chair. The suceession planning process will consicler candidates from diverse backgrounds, experiences, and perspectives and we will provide an
update on the process followed in next vear's report. As detailed on page 117 the Board recommended an extension of up to three vears to the Chair's
term from July 2021, as being appropriate, to provide continuity during the strategic business review and acquisition of Bristol Water. Shareholders
voted in favour of this decision The addition of Loraine and Dorothy to the Board means this is the right time to review the responsibilities of Board
members ensuring we are maximising skills to best lead the Group for the future The process of seeking a successor for the Chair will be led by the
Senior Independent Dirgctor with no involvement from the current Chair.

Gill Rider
Chair

31 May 2023
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Health and Safety Committee report

Jon Butterworth
Chair of the Health and Safety Committee

Committee Date of Attendance
members appointment to

Health & Safety

Committee
Jon Butterworth November 2020 [9101619)]
Gill Rider November 2020 PR
lain Evans November 2020 [S1SIS]S)]
Susan Davy November 2020 QEEE
Paul Boote November 2020 20
MNeil Cooper’ November 2020 QO
Claire Ighodaro’ Navember 2020 [o]e10)]
Dorethy Burwell December 2022 @

Loraine Woodhouse'  December 2022

1 Following a review of Boarg Commitiee compesitior, Nedl Cooper, Claire Ighodaro ard
Loraine Woodha_se ceased <o he members of the H&S Committeg ‘wvith effect from
31 JarJarv 2023
Role of the Health & Safety Committee
+ Review and challenge to support the Board and Executive on all
matters connected to Health and Safety
« Review the exte~l and efectivencss of the Groups rezorting
of health and safety performance and compare to external
benchmarks.
» Regularly report to the Board,
» Advise the Audit Committee of any materal non-financial risks.

The Health and Safety Committee promotes a
culture of safety within the Company.

The Committee’s focus for 2022/23

Durning the year, the Committee considered a wide range of matters
in the course of fulfiling its duties in accordance with its terms
of reference:

» Six-monthly comprehensive reviews of the Group's
Health & Safety performance.
= Areview of the next phase of the HormeSafa strategy through
to 2025.
« A deep dive Into the wellbeing strategy with a focus
on mental health.
« A review and challenge of potential ncar-miss events
to ensure lessons are learnt.
Visiting operational sites to engage with front-line collcagues
and the wider Health and Safety teams.

Dear Shareholder

| am pleased to provide an update on the Health & Safety (H&S)
Committee’s activitics during the year.

| believe the key to ensuring we keep employees safe and well in the
workplace, is through empowerng cveryone to take responsibility for
the health, safety and wellbeing of each other and for themselves.
Simply put, it's about culture, leadership and accountability

Our dedicated Board Committee focused purely on H&S ensures the
Board continues to support our HomeSafe strategy and the Group's
vision that everyaone goas home safe every day. We continue to strive to
be a leader of H&S by 2025 in our sector, and leadership from the top is
critical. The Board has dedicated time to visit operational sites, discuss
and review performance, offer support. encourage learning and mee:
leaders and employees from across the business.

Reviewing the Group's health and safety performance, effectiveness
of health and safety policies and procedures. including the continued
roll-out of the HomeSafe strategy, has been core. with significant
improvements already noted.

Importantly, the Committee reviews deep dives of High Potential
Incidents with a particular focus on lessons learned, getting
to the root cause, encouraging a learning mindset.

i was personally deiighted to be able to attend and present to over
170 colleagues at the first new Perinon Group HES conference in
Bristol in February this year, opened by Susan Davy. The conference
was attended by representatives throughout the business from water
treatment operational colleagues through to supply chain directors,
with the aim of empowering everyona ta recognise "It could happen
to you™ and “Take 5" to ensure it doesnt. This theme developed

from an investigation into a High Potertial Incident we reviewed

at our Commuttese
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H&S Committee composition

Al Board members are attendees and servad throughout the year with
support from the Group Chief Pzople Officer and Pennon’s H&S Director

Reporting

In addition to the regular Board report by the Group Chiaf Excoutive
Officer, detailed performance is reviewed six-manthly, focLsing on
performance. benchmarking, and lead activities such as leadership and

engagement, hazard rectification, asset health and working environment.

The correspanding improvements in oulcome metrics have been noted,
with the Lost Time Injury Frequency Rate (LTIFR) reducing through the
vear by 15%.

The HomeSafe strategy continues to drive improvements and s
regularly reviewed to ensure it drives us towards our 2025 aims.
The Committee will continue to revigw and challenge plans and
performance to support our HomeSafe ambitions, with a detailed
roadmap to 2025 built on six key pillars.

o WWg

Jon Butterworth
Chair of the Heslth and Safety Cornmittea

31 May 2023

HomeSafe strategy

The Group's flagship H&S programme, HomeSafe, continues to
provide the framowork for driving significant improvements in all
health and safety activitics and impacts, HomeSafe is built on the
six strategic pillars,

\ﬁ Managing Risk

alal

W Sharing and Learning

% Working Together
Protecting Health

f@ﬁ; Enabling Leaders

W

@ Being Resilient

Read more on pages 35 and 38

Susan at the ‘*Keeping it flowing’, Kier Live event, Exeter Racecourse, Devon
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Remuneration Committee report

Clalre Ighodaroe
Chair of the Remuneration Committee

Committee Date of Attendance
members appointment to

Remuneration

Committee
Claire Ighodaro July 2020 | RE2BE
Gill Rider’ September 2012 PQEEE
Netl Cooper September 2014 PR
lain Evans September 2018 PQEEE
Jon Butterworth’ July 2020 lololole)
Loraine Woodhouse December 2022 ®
Dorothy Burwell December 2022 ®

1 Following a review of Board Committee compeosition Gilt Rider, lain Evans ard Jor
Butterworth ceased ta be merbers of the Remuneration Committee with effect ‘rom
31.Jan.Jary 2023

The role of the Remuneration Committee is to
set and implement executive pay in a fair and
socially responsible manner.

Role of the Remuneration Committee

+ Ensure remuneration is aligned with the Group's strategy and
reflects the values of the Group.

« Set and review the Remuneration Policy to ensure it remains
appropriate, considering shareholders' views and best practice.

= Advise the Board on the framework of executive remuneration for
the Group.

= Setting the remuneration far the Charr, the Executive Directors and

senior executives of the Group and reviewing the remuneration

arrangements of the wider workforce.

Approve the design and determine targets for any performance-

related pay schemes,

« Determine the appropriale outturn of any incentive arrangements,

The Committee’s focus for 2022723

« Consider the remuncration and terms of engagement of the
Executive Directors, senior executives and Chair of the Group and
the remuneration of the wider workfarce.

» Determing targets that remain stretching, relevant to the
Group's strategy and values and reflect best practice and wider
stakeholders’ views.

» Undertake the review of the Remuneration Policy, taking into
considerstion the Group's strategic goals, shareholders’ views,
regulatory commitments and evalving best practice, ahead of the
2023 AGM,

Dear Shareholder

| am pleased to present the Directors' rermuneration report for the year
ending 31 March 2023,

We are a purpose-led business, shaped by our values and culture. Our
approach to all matters, including pay, 1s informed by the perspective of
our various stakeholders, inciuding our investors, customers, colleagues
communities and the environment.

The econemic downturn over the past year has impacted the business,
our colleagues and our customers. Climate-relatad 1ssues have also
dominated the landscape, and the driest, hottest summer on record for
the region resulted in record demand for water. With this challenging
backdrop, we are mindful of the need to build and maintain trust on
the sensitive topic of executive pay, by clearly demonstrating our
commitment to socially responsible business

Despite the external backdrop, this has been a year of progress.

Our robust performance over the last financial year has created

¢.£198 miflion cumulative out-performance over K7 to date, enabling
reirvestment that will improve service quality over the longer term. We
have reduced storm overflow use by 30% and have maintained 100%
bathing water quality for the second year in a row. We also remain on
track to deliver our ambitious Net Zero programme by 2030. However,
it is recognised that there remains scope for improvement in certain
areas as we work towards our stretching ambitions. Although our PBT
and EPS results reflect the impact of exceptional levels of UK inflatian on
our debt instruments, the underlying financial results remain robust as
demenstrated by EBITDA of £307.8 millior

We were able to keep bitls lower than inflationary increases, We have
increased the number of customers benefiting from one or more of our
social tanffe by 23%. The second phase of our innovative WatarShare+
scheme was also launched in November 2022, and almost 33000
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custorners have opted to become shareholders, via the scheme, since its
introduction in 2021,

Supporting our colleagues

We are proud to be the largest employer in the region, with ¢ 3000
employees. The global financial pressures which face our customers, are
also affecting aur colleagues. Bulding on the suppart that was provided
during the pandemic, the business has continued to suppart our
colleagues during the well-documented cost-of-living crisis.

The 2023 pay settlement represented our largest-aver pay award, in
recent times, with a focus on higher increases far lower-paid, customer-
facing roles. The increase of 7% was backdated to 1 January 2023, which
further enhanced the effective increase for the vear 10 92%. Increases
for more senior roles were scaled down, with thase earning in excess

of £80,000 awarded an increase of 46%. The 2023/24 increases for
Exccutive Directors were capped at 3.5%.

The business also implermented a rounded package of measures to
support employees, including wellbeing suppart, access to financial
information and guidance through an external provider and hardship
support. An interim bonus payment was paid to front-line teams.

Our HMRC-approved share schemes continue to be popular with ¢60%
of colleagues in either the Sharesave or Share Incentive Plan. During the
year, our 2017 five-year plan and 2019 three-year plan reached maturity
with colleagues seging growth of up to 45% on their investment. We
have once again provided expanded disclosure on our approach for the
wider workforce, and this is set out on page 140.

CEO incentives

Tne Chief Sxecutive Officer's annual bonus for the 2022/23 financial year
and the long-term share awards (LTIP) granted in 2020 subject to three-
year performance to 31 March 2023, were each based on scorecards
intanden 1 captiire a miinder assessment nf averall perfnrmance
Bascd on the formulaic assessment of performance, the annual bonus
deliverad an outcome of 26% of maximum and the 2020 LTIP vested

at 45% of maximum. Further detail on the targets and outcomes is set
out in the main body of the repert. There were clear areas of under and
over performance, and this is reflected in the scorecard results. The
Committee was satisfied that these outcomes faitly captured overall
Group performance over the relevant performance periods

However, having reflected on the exceptional economic backdrop, the
Chicf Executive Officer recommended 1o the Committee that her benus
and 2020 LTIP awards were foregone in full. An equivalent valug is to
be diverted into a future issuance under the Company’s WaterShare +
scherne. The WaterShare + scheme directly benefits our customars by
gither providing money off thewr bill or via swnarsh'p of Pennon shares,

While recognising the performance delivered, the Committee reflocted
on the breader environment and approved the Chief Executive Officer's
recommendation regarding her awards, Thercfore, the Chief Executive
Otficer's single figure for 2022/23 does not include any varable
incentives and is significantly lower than cutcomes in prior years.

Remuneration Policy review

Cur current Remuneration Policy was last approved by shareholders in
2020 In accordance with the normal three-year renewal bmetable, we
will be seeking sharehclder approval for a new Policy at our 2023 AGM.

We are not proposing any material changes to our Remuneration Policy,
and therefore the previous policy has been largely rolled-forward. For the
current year, we have instead focused on refiming the metrics applicable
to incentive awards (sec below).

Overall remuneration levels under the policy remain modastly positioned
against our FTSE 250 peers, and no increases are being proposed

as part of the policy renewal. We also continue to have a number of
safeguard machanisms to avoid payrments for failure including use of
clear performance measures, stakeholder and other feedback, operation
of a discretion framework before approving incentive outcomes and
rabust malus and clawback provisions,

However, the Committee is aware of the external environment,
particularly in the context of our business plan submission for the

next regulatory review cycle, due to Cfwat in October 2023 Following
the AGM, we intend to undertake a raviow of gur pay structure taking
account of our strategic priorities and continuing best practice
guidance. This review will reflect on the range of approaches seen in
the market, from alternative performance metrics through to structural
changes such as the use of restricted shares. We will also consider any
refinements that are needed to in-flight arrangements. To the extent
that further changes to the remuneration structure for Executive
Directors are proposed, we will engage with our key stakeholders and
seek relevant approvals.,

Incentives for 2023/24 - clearer link to customers,
communities and the environment

When considering the implementation of the policy for the coming year,
the Commuttec was mindful of evolving Ofwat guidance on incentives
for serior oxecutives, in particular the desire for a substantial portion

of awards to be linked to delivery for customers, communities and the
cnvironment

For 2023/24, the annual bonus structure has been revised and balances
our focus on operational and strategic objectives related ta customars,
cemmunities and the environment (80%) and maintains an appropriate
weighting on financial results (40%).

For 2023 LTIP awards. the balance of measures has been refined

te respond to both Ofwat guidance and recent feedback from our
shareholders. A significant portion of the awards will be based on return
on regulated equity (50% weighting, increased from 33%), as this is a
key moasure for our shareholders and the regulator. As the performance
period concludes during the next price review period, the targets

have been expressed as returns above the allowed cost of equity, but
require the same ievel of out-performance as the 2022 LTIP. Customer
experience has also been maintained as a measure (20% weighting).

A new measure linked to water quality and the environment (30%
weighting), has been introduced, with long-term objectives relating to
our EPA rating, reductions in pollution incidents and combined starm
overflows. The targets are detailed in the main body of the repart.

Although the scoracard has been simplified by removing the sustainable
dividend measure, we acknowledge the ongoing importance of the
dividend to investors. In practice the continued focus on profitability

in the bonus plan and RoRE in the LTIP will together ensure that the
Company delivers strong and resilient financial performance, which in
turn enables us to deliver sustainable returns to our shareholders and
stakehaoldars over the long term,

The Rermuneration Committes is very aware of the nced to <learly
demonstrate a measured and responsible approach to executive pay.
Over a number of years we have a track record of taking a fair and
modest approach and this has been reflected in voting support at
previous AGMs and decisions set out in this year's report. In this context
we look forward to your continued support at the 2023 AGM.

Claire Ighodaro CBE
Chair of the Remuneration Committee

31 May 2023
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Directors’ remuneration report

At a glance

What is the structure of executive pay?

Year 1 ! Year 2 Year 3 Year 4 Year 5

Base salary = == == == o )
Benofits == == o on o - )
Retirement Benefits =— 9
Bonus: 50% in cash = —) 50% deferred inta shares for threg years == e e e o o o - - - ')

LTIP: subject to three-year performance periotd e e cm cm e - e — - ) Subject to a two-year holding Period e e e e e = )

Shareholding guideline: Executlve Directors are expected to build up a shareholding equivalent to 200% of salary = == == == o= o= o= - )

What safeguards are in place?

Robust performance Discretion framework Deferral and holding Malus and clawback
conditions Holistic review of periods

Variable pay linked to performance to consider Bonus and LTIP awards Pravisions in place for

a rounded assessment | formutaic incentive =P | are deferrec for a ] ariable pay 1o safeguard
of performance against outcomes are faic further period to provide against payments for failure
stretching targets and appropriate long-term alignment

How does executive pay link to our strategy? ‘

Customer Water Profit Return on
measures ESG quality measures Regulated Equity
Performance measures 0 000 000 o0 [ ] ]
2023/24 bonus @ © @ o
2023 LTIP ©@ & (&) @]

Qur Strategic pillars: @ Growth in Environmental Infrastructure @ Pioneering Solutions @ Leadership in UK water

How did we perform? What were the outcomes under the incentive scorecards?
2022/23 bonus autcome 2020 LTIP vesting outcome
Performance highlights % of max) (% of max)
Customer & 36% EPS (20%) ‘ 0%

£358m record capital investment Cperational (307> ,

‘ ESG (0%) 8% :us:m;blz_m\ 85%
part of our largest environmental programme idencs R
to date Financial 50%) 0% RaCE 2% 56%
¢.50% reduction in wastewater pollution CEO:Nil CFO:26% CEO:Nil CFO:45%
incidents Bonus forgone of max 2020 LTIP award of max

walved
in K7 to date
100% bathing water quality What were the remuneration outturns for 2022/23?
for the second consecutive year Susan Davy Paul Boote
>50% RCV growth forecast over K7 (CEQ) (CFo)
including our successful acquisition of Bristol Water
Investing c.£160m o o o o
in renewable energy generation 2132 £1577k 2122 £618K
¢.£40m returned to customers in K7
through our unique WaterShare+ mechanism
. Fixed pay . Bonus (cash) . Bonus (shares) . LTIP
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Summary of Remuneration Policy and Implementation in 2023/2/

The previous Directors’ Remuneration Policy was approved by shareholders at the 2020 AGM and cantinues to operate as intended. Although no
major changes are proposed, a new policy will he presented for approval at the 2023 AGM in line with the normal three-yeoar cycle, The 2023 Directors’
Remuneration Policy is set out in full on pages 152 5 157,

Fixed Pay
No change in policy

Salary increases below
that of the wider
workforce.

Retirement benefits
aligned with maximum
rate available to

wider warkforce,

Annual Bonus

No change in policy

Maximum potential
is un¢hanged for
2023/24 at 125%
of salary.

Normally 50% of
benus is deferred into
shargs released aftor
three years

Malus and clawback.
provisions apply.

Salary

The Group Chief Exacutive Officer respectfully declined salary increases for both 2027 and 2022, Salary rereases effective
for 2023/24 for the wider workforce range from 9.2% for colleagues on tower and mid pay ranges. to 46% for those carning
over £80,000. Increases for Exccutive Directors have been capped at 35%.

Salaries from 1 April 2023: Group Chief Executive Officer ~ £491,628 Group Chie Financial Off.cer - £319,815

Benefits, including pension-related benefits

Benetits currently include the provision of a Company vehicle, fuel, health insurance, income protection ang life assurance.
Other benefits may be provided if the Commitlee considers it appropriate. Executive Directors may participate in HMRC
approved all-employes share plans on the same basis as employees.

Executive Directors pension-related benefits are in line with the maxirum rate available to the wider workforce
(0% of salary)

For 2022/23 our bonus was based on: 2023/24 - Clearer link to Customer, Communities and
Environment
Custamer + Basket of service and For 2023/24, increased portion of bonus linked to measurable goals that
operatianal (30%) customer matrics are key to meeting goals for our customers, communities and
ESG (20%) Basket of measures the environment:
linked to enviranment, » Financial metrics (40%) — stretching profit objective

social goals and

= Customers, communities and the environment (60%) - scorecard
good governance

——— - of various metrics linked to operational, customer and environmental
Financial (50%) Underlying PBT perfarmance as well as broader ESG metrics,

Details of bonus targets are closely aligned to stratagy, and as such arg
censidered commercially sensitive. Further disclosure will be provided on
a retrospective basis in next year's report.

Long-term incentive 2022 LTIP targets: 2023 LTIP - Clearer link to customer, communities and
plan (LTIP) envirohment
No change in policy Threshald Maximum  For the 2023 LTIP, RORE will be up-weighted to 50%, increasing from
) Measure €100%) (o0%y  33%. An element linked to Water quality and the Ervironment will be
hMaximum annual n ) . )
Return on Regulated 6% 8% introduced, with the balance of the award linked to Customer Experience.
award 1s unchanged Equity (33.3%) An underpin continues to apply.
for 2023/24 at 150% of Sustainable 26 36 ~ ~ )
base salary. dividends (33.3%) Weasure weighting Threshele: Maximum
Three-year Basket of customer Basket of customer Return on Regulated allowed costof  allowed cost of
performance period, measures (33.3%) measures, INcludes Equity (50%) aequity +181% equity +3.81%
two-year C-MeX, R-MeX, D-MeX, Water Quality and Environment (30%)
holding period MPS and our Scorecard assessment based on various measures including:
Trustpilot Score .
Malus and clawback Improvement of EPA rating
provisions apply. . towards 4 star
EPA 0% . Minimisation of Category 1-2
Wastewater Pollution 10% pollution incidents and
reduction material reduction of
Storm overfiow 0% Category 3-4 incidents
reduction + Material reduction of

Storm Overflows

Maximum vesting under this element would require out-performance
across each perfarmance arca. Detailed metrics are daemed to be
commercially sensitive, Full disclosure of targets and the basis for
outcomes will be provided at the end of the performance period.
Customer Expetience (20%)

Customer metrics (15%)

C-Mex (80%). D-Mex, Median  Upper-Quartile
R-Mex, MPS (10% cach)

Trustpilot Score (10%)

WaterShare+ Maintain 10% increase
participation (5%)

45 50

Shareholding Executive Directors are expected to bulld up a shareholding equivalent to 200% of salary
requirements Departing Executive Directors will normally be expectad to hold 200% of salary (or actual refevant halding, if lower) on
No change in policy  departure, reducing to 100% of salary after 12 months,
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Directors’ remuneration report continued

Annual report on remuneration

Remuneration approach for wider employees

The Remuncration Committee pays close attention to the approach
taken to remuneration for the wider workforce and considers this when
making decisions regarding remuneration for the Exccutive Directors.
The Committes reviews a pay dashhoard twice a year, which contains
information on elements of financial and non-financial reward, the wider
labour market, demographics and pay statistics across the organisation.
This detail provides important context to ensure that a consistent

approach is adopted across the Group, including the Executive Directors.

Progiess in delivering the reward strategy s also reviewed regularly
and the Committee reflects on progress made in relation to aur gender
and ethinicity pay gaps. Alongside this, the Committee hears feedback
from employees from the RISE engagement forum through the CEC on
matters concerning remuneration arrangemants.

Reward strategy

Qur well-established People Strategy across the Group is centred
around talented people doing great things for customers and each other
and creating the best place to work.

Our Reward Strategy
Pennon's Group Reward Strategy has three aims.

1. Recognise
colleague
contribution

2. Engage and
motivate to be
theit best

3. Suppart delivery
outcomes and long-
term weazlth creation
in line with our People
Strategy and values

Supporting our colleagues

Salary increases for wider workforce

We have supported colleagues during the cost-of-living crisis, prioritising
increases for those who need it most. For 2023/24, cofleagues with a
base salary bolow £40,000 have been awarded a pay increase of 7%.
This was also bac<dated resulting in an effective increase of 92% for this
population. For those earning between £40000 to £80,000 a tapercd
approach has been taken, with those earning above £80,000. receiving a
pay increase of 46% from 1 April 2023,

Interim bonus

We paid an interim bonus payment to all employees below leadership,
helping colleagues mect the additional costs of Christmas at a time
when they need it most.

Financial wellbeing and wider benefits

We offer a comprehensive package of support, including the roll ous of

a financial wellbeing partner for colleagues and their familics, as well

as hardship loans. We have alse lifted the limits on our cycle to work
scheme, enabling colleagues to take advantage of electnic bikes (subject
to affardability} helping them reduce their commuting costs and their
own carbon footprint.

Saving for the future

Our Sharesave scheme was launched in 2022, enabling over 300 new
participants to join, meaning that circa 60% of employees row enjoy one
of the Graup's share plans, having a stake and say in the business.

We have also rolfed out participation in the Share Incentive Plan and our
Sharesave scheme across Bristol Water.

Living Wage Foundation

In 2027, we announced our Living Wage Foundation (LWF) Accreditation.
Further investrment has been made in our critical customer service roles
to maintain pay at a level above the LWF rates for all colleagues.

Wwider workforce remuneration dashboard

In accordance with the 2018 UK Corporate Governance Code, the
Committee roviews the level of information provided on pay matters in
the wider organisation. The Wider Workforce Remuneration Dashboard
provides the Remuneration Committee with an overview of the approach
to pay across the Group:

« Helps support the Committee in reviewing workforce remuneration
and related policies which continually evolves ta provide
greater insight

» Provides an overview of pay arrangements across the business and
kay statistics on pay in different areas of te business

« Updates on progress on our Reward Strategy implementation

+ Oversight of the wider remuneration landscape 0 provide
mare external context, industry specifics and ta inform on our
devalopments on financial wellbelng

« Cavers information on werkforce demographics, employee
engagement, gender pay, pay ratios, pension and benefits and
incentive autcemes in different areas.

The Committee intends to keep the content of the dashboard under
review to ensure it remains suitable.
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Reward framework

Our Reward framework supports our People Strategy.

Talented people doing great things
For our customers and each other

L J
[ ! I I | I
v v v v v v
Culture Rttracting Training and Compliance People Leadership;
and retaining competence processes and
talent succession

|

v

Rewarded by our framework

L |
v
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_ 1m aal =
Totalreward ~ Base pay Variable pay Saving for the Benefits
future

Underpinned by the Pennon values

<_

Progressive

Supported by:
Strategy and Governance, Job Evaluation and Benchmarking, Systems and Data
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Directors’ remuneration report continued

Pillar Highlights

Base pay The Group's qvlerarching principles for basic pay are as follows:

ottt * Be competitive to support attraction and retention

nnnn + Be fair, meeting all legislative requirements
+ Reflect the market and region in which the role operates
+ Reviewed annually - we engage with employee forums and trades unions as appropriate.
The 2023 pay settlement represented our largest pay award in recent years, focusing on our lower-paid and
customer- facing roles, see page 135.
SWW 15 also proud to be one of the minority of UK companies to be an accredited Living Wage Employer and
these standards apply to all Group companies.

Variable pay The Group operates variable pay schemes, including annual bonus arrangements and all employees and

2l

temporary workers are eligible to participate. Throughout the main bornus schemes, there is strong correlation
in the targets, to align the whole organisation on goals linked tc custamer, communities and the envircnment.
The maximum bonus levels arc based on seniority and level of responsibifity. At leadership level a portion of the
bonus is deferred into shares for three years.

Long-term incentive sharc awards are available to senior executives and Exacutive Directors, consistent with
market practice.

Qur front-line teams receive overtime, call-out and standby payments, ensunng that when warkloads are high,
employees benefit, We remain mindful of the need to balance working hours and avallable reseurce against the
health, safety and wellbeing of our colleagues.

Saving for the future

<

ADNAAN

Membership of the Group pension scheme remains high with a 96% participation rate in cur Defined
Contribution (DC) scheme. As part of our Saving for the Future, all employees can participate in our HM
Revenue and Customs-approved Sharesave and Share Incentive Plan, with a strang emphasis on employee
buy-in and ownership. In 2022, the Share Incentive Plan was iaunched to Bristol Water colleagues to sit
alongside the Sharesave. 10% of eligible cmployees chose to participate. We supported the 2022 Sharesave
with a number of drop-in sessions and presentations, ensuring new calleagues fully understood the schemes.
We saw over 1000 colleagues enter into a savings plan, of which ¢330 were new to employee share ownership
Not only do our share schernes pravide 8 mechamism for sharing in the long-term success of the Group, but
mean that colleagues and customers have a say and stake in the business.

Benefits

Benefits are available to all collcagues. During 2023, the Group continued te build on the additional benefits to
support employees’ physical and mental wellbeing in line with our reward strategy.

We have launched an online health programme providing self-assessment and guidance for a healthy life plan.
Total Reward Statements are available through our Reward Hub platform and for Bristol through a flexible
benefits platform. Qur buy and sell holiday schemc launched in 2022, gives employess the opportunity to either
have more holiday to suit their lifestyles or have more of their reward in cash to use for other benefits as they
prefer. We have developed further the colleague support groups and Time to Talk sessions established in 2022.
Financial wellbeing has grown in priority for colleagues this year and we have partnered with an external financial

wellbeing service to deliver this much-needed support to colleagues and their families.

Gender and Ethnicity pay reporting

During 2022, in line with our Change the Race Ratio commitments.

we published our Ethricity Pay Gap data for the first time. The results
reflect our journey in building representation of ethnic minority groups
and gender diversity across Penngn, noting that the South West, where a
large praportion of our business is based, has a lower diversity mix than
other parts of the UK

The mean ethnicity pay gap for the Group is 103%. Across the Group we
have been working hard to attract a greater number of ethnically diverse
cand cates to apply for job vacanzies, and we offer dedicatad suppert

to new employees through our graduate programme and support the
10,000 Black interns Programme. We will continue to work to progress
our diversity actions to build greater representation.

Our Group gender pay gap improved slightly during 2022 with an
improvement of 0.8% - the gap far the Group now stands at 8.4%. As we
look to develop female representation at all leveis, we continue to create
an environment for women to thrive gnd devaiop their careers.

During the year we have been recogrised for our progression in gender
equality by external bodies. In Spring 2023, Pennon was rated in the
Bloomberg Gender Equality Index with an overall score of 69% up from
65% 1n 2022 The index measures gender equality across five key areas,
Our placement in the FTSE Women Leaders repart reveaied we were
again first in the Utilities sector,

We are committed to deliver on our ambitions to build diversity and
inclusion across the Group and the water Industry.

Colleague engagement

In early 2022, we launched RISE our people farum, providing a two-way
dialague for all colleagues acress the Group This is regularly attended
by senior leadership clud'ng the Grouz Chief Executive Cfficer. Group
Chief Pecple Officer and other members of the Pennon Executive. RISE
15 now embedded as an established group provoking healthy debate
and discussion on areas that matter to employees. Engagement survey
results and action planning are a discussion area for this group and as
there 15 now a RISE member for every 30 employees, representation

of all differant departments and indmviduals is well catered for. This
group continugs to be a key source of dialogue and employee views for
shaping future reward developments The Committee is kept infarmed of
themes and feedback from RISE discussions

As we prepared to transfer Bristol employees to South West Water

as an outcome of the statutory transfer, we conducted a thorough
communication and consultation process with colleagues, with regular
Town Hall events, meetings with union and employee representatives
and regular team meetings. The transfer concluded smaathly on 1
February 2022
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The use of Yammer also continues to grow as a feadhack loop for
colleagues who can post questions and comments on any topic, creating
the culture that enables colleagucs to fee! comfortahle raising questions
on remuneration 1s an important step in open dialogue. Employees

can create groups for information sharing on wide-ranging topics from
social activities to innovation ideas We have seen collcagues use this

te voluntarily share Health and Safety posts reflecting the success of
colleagues’ engagement with HomeSafe, & priority for the Group, as well
as troughts on energy saving, efficiencies, and well-being technigues

The Big Chat, which is our regular cascade mechanism from the
Executive, has regular sessions ta inform colleagues on remuneration
topics, such as the Sharesave launch, details of the annual salary review,
henetits, and bonus news Employees can post questions five during
sessions or post follow up questions that will always be answered. The
Big Chat is recorded to ensurc that front-line workers who are not always
able to attend can access these broadeasts and this 15 supported by a
weckly newsletter to all employees.

We hold regular meetings with the urion representatives, keeping
them infermed of business developments and the People Strategy and
recognising their rale for colleague feedhack and the insights they can
pravide on behalf of their members. Their constructive approach to the
2023 pay settlement enabled us to pay colleagues as early as possible
supporting them with the many cost increases that come in April.

We held our annual engagement survey in late spring of 2022 and were
pleased that we were again accredited as a Great Place to Work for

the second year running. As in prior years, local results are discussed
and agreed at taam level with Company-level actions agread with our
RISE representatives and the Executive Committee. Continuing our
programme of weilbeing activities has boen strongly supported by all
colfeagues. During 2023 we will be cngaging with employees across the
Group as we collectively continue to embed the Pennon values.

How our remuneration approach meets Section 40 of the UK Corporate Governance Code

Clarity - remuneration arrangements should be transparent and
promate effactive engagement with sharehclders and the workfarce

The Committee advocates for trangparent disclosure of remuneration
arrangements, with full details of executive remuneration provided
within the Remuneration Repart each year. Incentive outcomes and
the performance levels achieved against pre-set targets are clear,
Consistent framoworks for annual incentives are used throughout
altlaveis of the organigation, providing clarity of performance levels
expacted. The Committee welcomes dialogue on remuneration
arrangements, with shareholders, our WaterShare+ Advisory panel and

our colleagueas either through our RISE panel or ather employes forums

Simplicity - remuneration structures should aveoid complexity and their
ratioriale and operation should be gasy to understand.

The remuneration arrangements in place arc simple, comprising base
pay, pension, benefits, short-term and long-term incentive awards and in
fundamental construct rermain consistent over time, Perfarmance ranges
whare applicable are straightforward in nature. Maximum remuneration
levels are set within the policy.

Risk - remuneration arrangements should ensure reputational and
other risks from excessive rewards, and behavicural risks that can arise
from target-based incentive plans, are identified and mitigated.

Remuneration arrangements are caretully considered by the Committee,
to ensure they reflect our values and those of a responsible business.
Long-term sustainable performance 1s central to our delivery for all
stakeholders and this is reflectad in our kong-term incentive plan,
balancing both financial resilience and customer and environmental
standards. All incentive payments are scrutinised by the Committee and
levels of reward positioned so that excess is avoided. The provisions for
malus and clawback are in place across all leadership schemes

Predictability — the range of possible values of rewards to individual
directors and any other imits or discretions should be identified and
cxplained at the time of approving the policy.

The Rermureration Policy sets the maximum tevels for variable
remureration and for retiremeant benefits and other benefits, these are
aligned to the wider organisation. All Incentive paymants are carefully
scrutinised by the Committee using a discretion framework to assess
audited results and making adjustment as appropriate when considering
wicler performance outcornes

JProportionality - the link betwaen individual awards, the delivery of
strategy and the long-term performance of the cempany should be
clear. Outcomes should mot reward poor parformance,

Careful consideration is qiven to the stretching targets that are selected,
taking into account the long-term strategy of the Group and the
expoctations of all our stakeholders.

Alignment ta culture - ncentive schemes should drive behaviours
consistent with company purpese, values and strategy

Delivery for custamers, communities, the environment and all
stakeholders is at the forefront of our incentive arrangements. The
Committee receives regular information on remuneration outcomes
and arrangements for the wider workforee, employee engagement and
interacts with colleagues across the business.

Pennon Group ple | Annuai Report and Accounts 2023 141

asuewsAcg  Joday mbajesys

UDHPLLIoHUY JALI0  SIUBLISYELS [BISURMI




Directors’ remuneration report continued

Single total figure of remuneration table (audited information)

Susar Davy* (20003 Paul Boote (£000)

2022/23 2021/22' 2022/23 2021/22'
Base salary 475 475 309 300
Benefits' (including Sharesave) 21 29 16 7
Pension-related benefits? 48 85 31 30
Total fixed pay 543 559 356 347
Annual bonus {eash) [+} 9 51 57
Annual bonus (deferred shares) L] a1 51 58
Long-term incentive plan®8 0 786 186 156
Total vaniable pay [+] 958 288 27
Total remunearation 543 1527 644 €18
Total fixed pay 543 559 356 347
Total variable pay (actual) 0 a68 288 271
Total variable pay (forgone) 440 - - -

Benefits compnise a car allowarce, fuel allowarce, medical rsarance, and income protection,

. See page 145 for further information on retremert berefits
For 2022/23 the CEC recommended that ber bonus and 2020 LTIP award were fargore in full An equivalent valua is to be diverted into a future issuance urder the Company’s
WaterShare+ screme. Further detail s provided 111 the narrative below,

- Far 2022/23 the 2020 LTIP has beer valued based on the average share price dunng the three-month period ta 31 March 2023 of 89186p and a vesting outcome of 45%, as
referred to on page 145, together with an estimate of the accrued didends payable on the vesting shares Of the vestad amourt, nane of the award 15 attnbutable to share price
appreciation over the performance period. Vested awards are sabject to a two-year holding perod

5. For 2021/22, the 2019 LTI valug reflects the share price at the date of vesting of 9/05p ard a vesting cutcome of 88 2%. Tre value ircludes accrued dividerds over the vesting

penod The Commutee did not exercise any discration o relabor 1o share price changes, These LTIP awards afe subject to 8 teo-year bolding penod

6 For 2021/22, the 2019 LTIP award granted to Paul Boote relates ta his previous rale, pnor to his appointment to the Board but 15 ircluded in the table above for transparency

w N

S

Notes to the single figure table

Fixed pay

For 2023124, the Remuneration Committes awarded the Executive Directors a salary increase of 35%, effactive from 1 April 2023, This was set with
reference to the increases awarded to the wider workforce, which ranged between 4.6% to 92% depending on pay levels For the Chief Executive
Officer, this will be the first salary ncrease that she has accepted since she was appointed to the role in 2020

Retirement benefits for both Executive Directors have been set at 10% of salary since appaintment, which is aligned to the rate available to the majority
aof the wider workforce. Further detal on pension arrangements is set out on page 145.

Variable pay

CEOQ incentive awards

Further detail regarding the outcomes of the 2022/23 annual bonus and 2020 LTIP are set out in the relevant sections below Both incentive awards
are pased on scorecards which consider performance from a nu~ber of different perspectives. The cverall autcomes raflect this rounced assessment
of performance,

In line with best practice, the Remuneration Committee considers the broader performance context before approving outcomes. Reflecting on the
exceptional eccnomic backdrop and in particLlar the cost-of-living crisis faced by many of our zustomers, the Chief Executive Officer recom~ended
to the Committee that she forgo her 2022/23 bonus and 2020 LTIP award. The Company will instead divert an equivalent value into a future issuance
under the Company's WaterSharer scheme. The WaterShare+ scheme directly benefits cur customers through either providing marey off tharr bill or
vig ownership of Pennon shares.

While recognising the performance delivered, the Committee reflected on the broader environment and subsequently appraved the Chief Executive
Officer’s recommendation regarding her awards. Tnetefore. the Chief Executive Cifcer's single figura for 2022/23 does not include any vaniaole
incentives and is significantly lower than putcomes in prior years.

Annual bonus outturn for 2022/23

Consistent with prior years, the bonus is based on a rounded assessment of performance. In ine with regulatory guidance a substantial portion of the
bonus is finked to delivery of stretching objectives for our customers, communities and the environment The bonus includes profit measures which
ensures that the Company maintains a focus on financial discipline. enabling us te invest ir the future and deliver robust and sustainable performance
for all of our stakeholders,

Whilst the Executive Directors have combined roles as Group Executive Directors and executives of the underlying water companies owned by the
Group, in the interests of transparency. they continue to be incentivised under a single bonus structure. This ensures that there 1s an appropriate
balance between Group measures and objectives direct'y linked 10 cur regulated water businesses
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The table bolow providos further details on the annual bonns strictire As shown below a significant portion of the bonus was linked to objectives
relating to customer, communities and environmental measures.

Water
business role

Link to strategy Group role
Focus on customer and operational measures assessed by

Ofwat, our customers, communities and wider stakeholders.

Customer & Operational
(30% weighting} >
ESG - Natural

(6.7% weighting)

Suppert our commitment to provide environmental stewardship
and to support our customers and local communities.

®}© ® O

ESG - Social > Objectives include a number of elements which matter for our

(8.7% weighting) custamers - including reduced carbon emissians, onsite water

. usage and diversity & inclusion. .

ESG - Governance @
(6.7% weighting)

Financial Underlying profit beforemey measure of the Group's financial

¢50% weighting performance and is one of our LPls.

Overzll financial stability enables us to continue to make sustainable
capital investments which benefit our customers over the long term.

Through the unigue WatcrShare+ scheme, customers have a direct
interest which is aiigned with our shareholders. They are therefore
able to benefit directly from strong financial performance.

In recognition of the Executive Directors broader roles, 70% of their remuneration is recharged (o the individual water companies (50% to South West
Water and 20% to Bristol Water) with the balance of 30% attributable to other Group activities including Pennon Water Services, In practice. this means
that 875% of salary of the total opportunity is allocated to the water businesses and 37.5% of salary to the Group role.

For 2022/23 the detailed measures and carresponding outcomes are shown below,

Customer and operational measures - 30% weighting larget Actudl Quttarm Target achreved Boimus outturm
(% of element)

Messures

Bathing water quality Improvements 4 Cumulative 8 Cumulative Yes

Wastewatar paliution incidents, per 10000km sowsr 23 62 No

Internal sewer fiooding, per 10,000 connections 158 068 Yes

Sewer collapses per 1000km 15.54 801 Yes

Leakage (3-yr rolling average) SWW 113 Ml per day 113 Ml per day Yes

Leakage (3-yr rolling average) BRL 343 Ml per day 37 Ml per day No

Environment Agency EPA 3 star 2 star No

CRI Water Quality Score SWw! 2 24 No

CRI Water Quality Score BRL 15 46 No

Interruptions to supply per property SWw 5 ming 45 seconds 8 mins 42 seconds Mo

Interruptions to supply pér property BRL 5 ming 46 seconds 8 mins 03 seconds No 36.4%

1. Awaiting regulator confirmation in July 2023 .
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Directors’ remuneration report continued

ESG Maasures - 20% Woeighting larget Actual outtarn Target achieved Bonus outturn
(% of element)
Measures
Reduce carbon emissions in suppart of gur Net Zerc strategy by 2030 65% 65% Yes
Increasc renewable generation 7% 689% No
Reduce onsite water usage 5 Mi/d 813 Mlid Yos
Great Place to Work accraditation Maintain Maintained Yeos
22(18% 28 (12%
Reduce Lost time injuries reduction) reduction) Nao
FTSE women Leaders Review position (Hampton Alexander) 20th 14th Yes
Achieve a Sustainalytics ESG 75 80 Yes
New debt through Sustainable Financing Framework 60% of new  100% of new
debt debt Yes
Fair Tax Accreditation Maintain Maintained Yes TFIR%

Group financial measures - 50% weighting
Financial performance for the bonus was based on underlying profit before tax. The outcomes for the year predominantly reflects the impact of the
exceptional inflationary environment on finance costs EBITDA for the year was £3078m.

Threskold Target Maximum  ActJal odtturr Borus outturn
Measure ££m) (Fm) (£m) (fm) (% ofelement)
Underlying PBT (50% weighting) 977 297 1047 16.8 0%

Assessment of overall performance

Each year, the Remuncration Committee undertakes a holistic review of performance to consider whether formulaic cutcomes are appropnate in the
context of overall performance. In line with best practice, the formal review process considers the following factors before approving outcomes for
incentive arrangements,

Discretion framework

factors considered include:

Culture and conduct Alignment of outcomes

Facus on significant bealth and safety, with overall customer

culture and operaticnal cvents experience .

. P Determination
Formulaic of final
outcome Consideration of external Input from other Board
. . outcome
environment Committees

Including employees and shareholder
experience

Broader financial performance

Including impact of exceptional and cne-off events

For 2022/23 the Committee reviewed the formulaic cutcome of the annual bonus sgainst the various perspectives set out above. The Committee
noted that there has been a drive to improve our underlying EPA performance, with a ¢.30% reduction in pollution incidents during 2022, There has
been a similar reduction in the releases from storm overflows and our water resilience initiatives have continued to progress well. While targets had not
been achieved in certain areas. this was reflected in the scorecard outcomes, Performance against our custamer and operational and ESG elements
were therefore considered 1o be appropriate.

While the formulaic outcome for the financial element reflected the external inflationary environment, the overall financial results were robust as
reflected in delivery of operating profit of £1531 miliion and Group Return on Regulated Equity of 105% for 2022/23 (Soutn West Water 111%. Bristol
Water 48%)

Taking into account the factors set out above, the Committee were satisfied that the bonus outcome farrly reflected underlying performance over the
financial year As noted above the CEO did not receive 3 bonus in respect of the vear,

Bonus outturn

Borus outturn

Weishting CE0 [eixe]

Customer & Operational measures 30% 109% 109%
ESG measures 20% 156% 156%
Financial measuies 50% 0% 0%
Formulaic outturn % of maximum 100% 265% 265%
£000 £157k £102k

Actual outturn Nil £102k

Cna half of the bomus paic to the Ch ef Financial Officer w Il be deferred intz shares for three years Malus and clawback provisions apply in relation to
the bonus awards in respect of the year,
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Long-term incentive outturn for 2022/23

Ihe awards in the single figure table relate to the LTIP awards granted on 3 August 2020 which are due to vest on 2 August 2023, These share awards
were subject to performance targets relating to earnings per share (EPS), sustainable dividends and return on capital employed (RoCE

The table below provides an overview of performance against the targets set

Trreshold ‘aximum Cutzome

Maeaasures _ {75% of maximur) (‘EOO% 0° maximum} achevereart {% 0f maxaruem)

EPS 30.8p 328p 73p 0%
(40% of award)

Sustainable dividend measure 26x 36x 34x 34%
(40% of award)

"RoCE 8% 10% 88% %
(20% of award)

Overall vesting ) 4£5%

outcome
CEOQ's award Forgone

1. Awerage of epening and closirg capital employed.
2 For below-threshold performance for any of the perfermance corditions, 0% vests ir respect of that performance condition,
3. Straight-ine vesting between poirts

Assessment of overall performance

Vesting of the award is subject to an ‘underpin’ relating to overall Group performance Consistent with prior years and in line with industry best practice,
the Committee utilises a structured discretion framework to support this review which considers perfarmance from number of different perspactives
This review 1s intended to ensure vesting outcomes are justified based on an in-the-round assessment of performance

For the 2020 LTI, the following factors were noted:

« Substantial capital investment into future infrastructure to improve service quality - capital investment programme of ¢.£358 million, with
investment in FY23 seeing a record increase of c.49% compared to the prior year.

= Supporting ocur custemers —over £85 million customer henefits delivered over the regulatory period to date.

Service delivery despite climate challenges - responding to record demand for water as a result of the driest, hottest year on record across

the region.

« Sharing success - the second phase of our innovative WaterShare + scheme was launched in November 2022, and almast 80000 househaolds
have benefited from this scheme since launch.

+ Water quality - continued progress but scope for improvement towards stretching goals.

As part of the review the Rermunegration Commuttee was mindful of recent Ofwat guidance for incentive awards to have 3 clearer link to customer,
sommunity and efvironmental objcctives. The 2020 LTIP dward was the final Lt P scheme to be based solely on financial performance. Since 2021,
LTIP awards have included targets refating to customer performance, and as noted on page 154, for the 2023 LTIP grant a water guality measure has
also been introduced, Further reassurance was provided by the fact the vesting outcome would have remained broadly similar if the targets for the
2023 LTIP had becn retrospectively applied to the 2020 award,

Based on the factors set out above, and the strategic progress made by the Group, the Committee was satisfied that the vesting outcome of 45%

of maximum represented a fair reflection of overall Group performance over the last three years. The grant price for this award was substantially
higher than the price uscd the awards granted in the prior year. duc to the market's positive response to the completion of the sale of Viridor in 2020,
Therefore an adjustment for potential windfalf gains was not deemed to be necessary

The CFO's vested awards will remain subject a two-year holding period and will remain subject to malus and clawback provisions. As noted above the
CEQ has walved her right to this award,

Retirement benefits and entitlements (audited information)
Details of the Directors’ pension entrtlerents anc pension-related bencfits duning the year arc as follows. Effective from 1 ALgust 2020, the maximum
pension contribution made by the Company is 10% of salary.

Company cortributions to

defired Cash allowarces in he. of Total value far Age and date of

cortnbution arrangements pension the year retirament

LOO0) [EOOG; {EQDO {far perswon parposes?

Susan Davy 4 47, 48 65 (17 May 2034)
Paul Boote - 31 31 B85 (29 June 2043)

Susan Davy received an overall pension benefit from the Company equivalent te 10% of her salary for the period T April 2022 to 31 March 2023, For
2022/23 this comprised an employer's contribution of £4,000 and a cash sum of £43500. She is 3 member of Pennon Group's defined contribution
pension arrangemsnts and 1s entitled to access the retirement fund in the Master Trust from age 55.

The employer's contribution to the penslon for Susan Davy is deducted from the overall pension allowanee.

Paul Boote received a pansion contribution of 10% of his salary. This is paid as a cash allowance of £30,900. He makes personal contributions to the
Group's Defined Contribution pension scheme and is entitled to aceess the retirement fund in the Master Trust from age 55.

Mo additionaf berisfits will become receivable by a Director if the Director retires early.

Pennon Group plc i Annual Report and Accounts 2023 145

JURWIAA0Y  Jotiay a16aybaLg

UDIIEILIOJUI JRLI0  SIUWSIMS [R1oURUlY




Directors’ remuneration report continued

Non-Executive Directors’ remuneration

Single figure of remuneration (audited)

2022123 ] 2021722
Taxable benefits Taxable berefits
Fees (£0CD) (£0003 Total fees (£000D Fees (£F000) CEOO0Y Tatal fees CEOO&)_

Gl Rider @ 0 232 225 g 275
Neil Coaper 828 0 83 86 0 86
lain Evans 76 4] 76 74 0] 74
Claire Ighodaro 78 0 75 74 0 P
Jon Butterworth 68 Q 68 86 0 66
Loraine woodhouse' 23 4] 23 - - -
Dorothy Burwell 21 o] 21 - - -

1 A payment of £2500 was made to Lorane woodFouse in respect of atte rdance at the November Board meeting prior to commencement of her service agreemert on
1 December 2022.

Non-Executive Directors’ fees and benefits
During the year, the fees for Non-Executive Directors anc Chair were reviewed and rereased with effect from 1 April 2023 Fees were increased by

3.5%. which is below the average increase awarded to the wider workforce which ranged between 48% and 92% depending on pay level. The table
below sets out the fee structure in full,

Non-Executive Director fees

Set at @ market lavel to attract Mon-
Executive Dircctars who have appropriate
cxperience and skills to assist in determining

) £230860 £7NTE0

the Group's strategy. eeerso T s
_Bweeo £10300

£5200  £15450
£13870 ) £13400

_EmSIO . FI400
£5330 ) £5150

1 ‘When apprepriate for the efficient carnarg ot of ker duties the Chairis prosaded witn a driver and a vehicle She s enttled to cxzenses on the same basis as for ather hon-
Executive Directors

Directors’ service contracts and letters of appointment

The dates of Directors service contracts and letters of appointment and details of the unexpired term are shown below.

Executive Directors Date of appaintment Notice periog
Susan Davy 31 July 2020 12 months
Paul Boote & July 2020 12 months

A pravious service contrast dated 1 February 2015 was held by Susa- Davy in respect of her appointment as Chief Financial Officer,

Non-Executive Directors Date of mual letter of appaintmant  Expiry date of appomtment
Gill Rider 22 June 2012 31 August 2024
Neil Coaper 17 July 2014 31 August 2023
lain Evans 16 June 2018 31 August 2024
Claire Ighodaro 1September 20015 31 August 20025
Jon Butterworth 1 August 2020 AT July 2023
Loraine Woodhouse 1 December 2022 30 November 2025
Dorothy Burwell 1 December 2022 30 November 2025

1 Gill Rider was appomnted as Char of the Board as of 31 July 2020 ard as s.ch s prowdirg orgairg strategic suppart ard contiruity of the Board urtil 2024

The policy is for Executive Directors’ service contracts to provide for 12 months’ notice from either side. The contract has g normal retirement age of
67 except where otherwise agreed by poth the Executive Director and the Company.

The policy is for Mon-Exgcutive Cirectors’ letters of appointment to contain & three-month rotice period from either side All Non-Executive Directors
are subject to annual re-election and letters of appointment are for an initial three-year term.

Caopies of Executive Directars service contracts and Non-Executive Directors letters of appointment are availalie for inspechion at the Company's
registerad office

The dates of Directors’ service contracts and letters of appointment and detai's of the urexpired term are shown above.

Outside appointments

Executive Directors may accept ong board appaintment i1 anather company. Baard approval must be sought before accepting an appaintment
Fees may be retained by the Director Susan Davy remained a non-executive director of Restore ple throughout 2022/22 No other outside company
appointments are held by the Executive Directors other than with industry badies or governmentai or guasi-governmental agencies
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Additional contextual information

Historical TSR

The graph below shows the value, over the 10-year period ended on 31 March 2023, of £100 invested in Pennon Group on 1 April 2013 compared with
the value of £100 invested in the FTSE 250 Index. The FTSE 250 Index is @ broad equity market index of which the Company was a constituent until
the end of the pericd,

Total shareholder return - since April 2013

300

250

200

50

Sunday. tMongay, Tuesday. Thursday, Friday, Saturday, Suncay, Tuasday. Wednesday, Trursday, Friday,
F1Mzarch 2013 3 March 2004 31March 2015 31March 2016 21 March 2017 21March 2018 31 March 2019 31 Marcn 2020 31 March 2021 31 March 2022 31 March 2023

@ Pennon Group @ FTSE 250

Historical Chief Executive Officer remuneration

As the Company did not have a Chief Exacutive Office” until 1 January 2016, the talile below provides histoncal single figure informazion in the form
of the average remuneration of the Executive Directors for years up to and including 20714/15. Their remunerstion was considered to be the most
appropriate to use as they were the most senior executives in the Company.

From 2075/16 onwaras the Chief Executive Officer’s remuneration for the year is shown.

2013114 20415 201518 2016/17 201718 201819 2019/20 2020427 2020/21 20022 2022123
Average Average

Executive Executive Chris Chnis Chns Chkns Chns Chns Susan Susan Susan
DCirector Directof Loughhn Loughlin Ladghlir, Laoaghlir Loughlin Loughlin Davy Davy Davy

Single figure of

remuneration

(E£C00) 962 762 119 1318 1153 1,351 2135 1337 1830 1527 543
Annual bonus

pay-out (% of

maximurm) 676 68.2 840 840 870 210 780 792 781 307 00
LTIP vesting
(% of maximum) 302 Q0 378 204 00 320 866 899 89S 882 00

1 Group Chief Executive Ofiger for e year including remuneration recoved betwaen 1Aprd 2015 and 31 December 20 la wizn in pasrion as Chief Execative of South West Water

2 Chris Loughlin stepoed down as Chief Executive Officer on 31 July 2023 ard was succeeced by Susan Cavy Consisient with the single figure. the figuras for Susan Davy relate
to the whole of 2020421, ngluding tne partion of the yaar wnen ste was Chief Finar cial Cfficer Tre LT3R sward for Chns Loughhin was pro-rated ta raflect service within the
perfarmance perod.

3 For 2022/23, Susan Davy recommended that her borus and 2020 LTIP were forgene An equivalent value 15 to diverted inta a future 1s5uance under the Compary's WaterShare+
scheme Further detail 1s grovided on page 142
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Directors’ remuneration report continued

Percentage change in Directars’ remuneration
The table below shows the annual percentage change in base salary, benefits and annual bonus of all Directors, including both Executive Directors and
Non-Executive Directors, and all emplayees over the thrce financial years to 31 March 2023

As Pennon Group ple has a relatively small number of employees, we have also shown befow the percentage change against our UK employees. For
comparison purposes, this is considered to be a more relavant peer group than the Pennon Group ple entity.

Percertage Percentage Percentage
Percentage Percentags change Percentage Parcentage change Parcentage Percertage” charge
changeir change in n arrugl change in changein in anrual charge in change in i annual
salary [fees benefits bonus salary/fees benefits bonas salary/fees berefits borLs
2020021 2020127 2020/21 20222 20222 2021122 2022/23 2022/23 2022/23
Executive Directors
Susan Davy 107% 0% 34.8% 4.2% —230% —b84% 0% -27% -100%
Paul Boote - - - 36.9% 270% —4&7% 30% -6% ~11.3%
Non-Executive Directors
Gill Rider’ 126% 0% - 218% - - 30% - -
Meil Cooper’ 16% 0% - 75% - - 30% - -
lain Evans' 4% 0% - 4% - - 30% - -
Claire Ighadaro’ 97% 0% - 88% - - 30% - -
Jon Butterworth! - 0% - 34 7% - - 30% - -
Loraine Woodhouse? - - - - - - nfa - -
Dorathy Burwell? - - - - - - n/a - -
All employees
Pennon Group plc -11.8% 3% 10.7% 2.8% ~278% -109% 47% -304% -735%
UK cmployees 122% 57% 178% 20% -195% -143% 39% -203% -4hA4%

1 I July 2020, there were a number of changes to the compositiar of the Board and the Committees which has mpacted the year-on-yoar percentage changes for 2020/27 and
202122 This includes the Chief Executive Officer and Group Chief Financial O=icer who were appoiried te their roies on 31.July 2020 and & July 2020 respectively The Chief
Fxecutve Officer was previously i rale ag Chef Firance Officer Full detail on thase changes has been provided in the 2022 Directors Ramuneraton Repert,

2. Lorane Woodhouse and Darothy Burwell were appointed to the Board 1 December 2022

3 The percentage charge ir berefits s attributed @ a reduction ir the cost of vehicle leasing <asts aird reduced cost i healthcare precmtam

Relative importance of spend on pay

2022/23 202122 Percemtage

(2 millor) {£ millor) change
Overall expenditure on pay 7 o 989 904 94%
Distributions ta ordinary shareholders 1015 918 106%
Purchase of property. plant. and equipment (¢ash flow) 3233 2401 34.7%

1 Excludes ren-arderlyirg items.
2 Relates to cortinurg Groag Includirg Bristol Water

The above table illustrates the relative importance of spend on pay compared with distributions to equity holders. The purchase of property, plant,
and equipmant (cash flow) has alsc beon included as this was the most significant outgaing for the Company in the past financial year Where relevant
the numbers have been provided for the continuing Group ta enabls year on year comparability.

Chief Executive Officer pay ratio

Cur CECQ pay ratio stands at 18:1 for the median employee. This is considerably lower than the ratio in preceding years, This is predominantly due to the
decision by the CEO to forgo her 2020 LTIP and the 2022/23 annual bonus award, Had the variable pay clements been paid to the CEQ the ratio would
have stood at 287,

25tk percentile Medan (PSCY 75tk percertile

Yaar Method (P25) pay ratia payrate  (P73) pay rano
2022/23 actual outcomes A 201 161 121
2022{2F formulaic outcomes A 361 281 211
2021/22 A 591 G4 361
2020/27 A 451 891 551
2019/20 A 871 581 503

For 202%/23 the CEQ recommerded that Fer bonus and 2020 LTWP award were forgore. Ar amoart of the egavalert value s 1o be diverted into & futare 1ssuance urder the
Compary's WaterShare+ scheme The CEO pay rabio for ths year therefore does rot include ary vanable ircert ve pay

This shaws the values for 2022723 Pad the CEQ accepted Fer vanable incertive pay awards.

The CEQ raug for 202122 1s lower thar previous vaars, partally due to the lower salary ard pensior benzfit receved by £usar Davy compared to ber predecessor The tatal single
fgure used Ir the ratio i 2020/21 was a combired tatal sirg's fig.re pro-rated to reflect the charge » CEG mid-year

w o

Option A has been used for the calcuations as per the disclosure regulations. The employees at the iower quartile, median and upper guartile (P25,
P50 ard P75 respectively) have been determined based on a caculat.on of total remuneration for the financial year 1 Apnil 2022 to 31 Maren 2023,

Base salary for part-time employees and 1ew Joiners within the applicable period has been converted 1o full-time equivalents far the purpose of
the calculations

Estimated values for ernployes PT1D data have peer used to establish the ordering of employees. given the timing of publication. This will be validated
and amended in due course to account for any variances

The validated P11D data and restated total singe figure for the CEQ for 2021/22 led to a smal! adjustment in the published ratics for P25, P50 o~ P75,
leading to a revised ratio at median of 44.1 and reducing the ratio at P25 to 591,

Far 2022/23 the total remureration for the employees identified at P25, P50 and P75 is £27035 £34.871 and £4580% respactively. The base salary of
2022/23 for the employees identified at P25, P50 and P75 is £24.835, £31244 and £37223 respectivaly.
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As the Committee spends a considerable amount of time on matters relating te remuneration arrangements for the wider workforce, we are
comfortahle rthat the median pay ratio is consistent with our wider pulicies ot pay, 1eward and progression and reward for the Group as a whole, In a
narmal year, a greater proportion of the CEQ's remuneration would be made up of the variable pay from their bonus and LTIP award. This year as the
CEQ has forgone her variable pay award, the value of total remuneration is considarably lower,

Share awards and shareholding disclosures (audited information)

Share awards granted during 2022/23
The table below sets out details of share awards made in the year to Executive Directors,

Face value Sercentage veshirg at Pérformn:m‘rcglucred
Lxecutive Diractor Tvpe of nterast Basis of award £C00 threshold performarce perog end cata
Susan Davy ) 3 25% of
LTIP 150% of salary ¢ 12 June 2025
Paul Boote 483 maximum
Susan Davy 50% of bonus 91
Deferred bonus
Paul Boote awarded 58 nfa 18 July 2025

LTIP awards were calculated using the share price of £10.376 baing the average closing price over the five dealing days preceding the date of grant,
which was 13 June 2022 LTIP awards are also subject to an additional two-year holding period. Deferred bonus awards were calculated using the
gverage share price at which shares were purchased on the market on 19 July 2022 to satisfy the award, which was £98794,

Directors’ shareholding and interest in shares

The Remuneration Committee believes that the interests of Executive Directors and senior management shoutd be closely aligned with the interests

of shareholders.

To support this the Cormittee operates shareholding guidelinas of 200% of salary “or both the Chief Executive Officer and Group Finance Directar.
Deferred bonuses and LTIP awards subject to a holding period only may count towards the guidelines on a not-of-tax bagis Shareholding requirements
are noted on page 137.

The bencficial interests of the Executive Directors in the ordinary shares {8105p each) of the Company as at 31 March 2023 and 31 March 2022
together with their shareholding guideling obligation and interest are shown in the table below.

Share interests Shareinterests
{includirg {inclucing Performance
conpectan connectec Vested LT|2 shares {subect
partes) at parties) at awards in Leferred boros to periormarce Sharehalding Sharabolding
3 March 2623 31 March 2022 hoigmg penad' shares’ SAYE conditiors) guideling guideline mat?
Susan Davy 132887 77486 159869 31901 2047 194,938 200% Yes
Paul Buole? 29554 13571 36885 16,160 2047 126088 200% No

1 These shares awards are not subject to further performance criteria and may therefore court towards the guideline or a ret-of-tax basis

2 Paul Boote was appointed an 8 July 2020, It 15 therefore expected that his sharebolding will be built up over the course of his fenure

Since 31 March 2023, 97 and 66 additional ordinary shares in the Company have becn acquired by Susan Davy and Paul Boote respectively as a result
of their direct participation in the Company’'s Share Incentive Plan and reinvestment of dividends under that Plan via the Dividend Reinvestment Plan
(DRIP). There have been no other changes in the beneficial or non-beneficial interests of the abave Directors in the ordinary shares of the Company
botween 1 April 2023 and 1 June 2023,

Non-Executive Directors’ shareholding
The beneficial interests of the Non-Executive Directors. including the beneficial interests of their spouses, civil partners, children, and stepchildren, in
the ordinary shares of the Company are shown in the table below.

Director Shares held at 31 Warch 2023 Shares held at 31 March 2022
Gill Rider 2407 2407
Neil Cogper - -
lain Evans - -

Claire Ighodaro R _
Jon Butterwarth B -
Loraine Woodhouse . -
Dorothy Burwell R _

There have been no changes in the beneficial interests cr the non-beneficial interests of the above Directors in the ordinary shares of the Company
between 1 April 2023 and 1.June 2023,

There is no formal sharehiolding guidaline for the Non-Executive Directors; however, they are encouraged to purchase shares in the Company.

Shareholder difution

The Company can satisfy awards under its share plans with new 1ssuc shares or shares issued from treasury up to a maximum of 10% of its issued
share capital in a rolling 10-year period to employees under its share plans, Within this 10% limit the Cormpany can only issue {as newly issued shares or
from treasury) 5% of its 1ssued share capital to satisfy awards under discretionary or executive plans The percentage of shares aworded within these
guidelines and the headroom remaining avallable as at 1.June 2023 1s as set out below:

Awarded  Headroom Total
Discretionary schemes 15% 35% 5%
All schemes 47% 53% 0%
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Directors' remuneration report continued

Details of share awards

ta)y Long-term incentive plan
In addition to the above beneficial interests, the following Directors have or had & contingent interest in the number of ordinary shares {of nominal value of
61050 each) of the Company shown below, representing the maximurm number of shares to which they would become entitted under the plan should the
relevant criteria be met in full 1n 2021 ordinary shares were consolidated et a ratio of 32 follewing the payment of a special dividand to shareholders, For
simplicity, outstarding LTIP awards did not accrue an enttlament to the special dividenc and were tharefore unaffected by the consolidation.

wested value of
Fwards Cordimaral Cordihors! sharps Bpan Vested Vested Conchona) Diate o’ enc

held awards el awarcs Market price wastirg awards bele swards awarcs bele qualiying cxpected
Director and date at 1 Apil a1 Apnl rade upon award vestirg (befare tax) &1 3March released in 3l 31 March coneitions ta date of
of award 2027 2022 s pear yoar nyear’ 2023 2022 pRar Z023 e Adfled relpase
Susan
Davy*®
25/08/17 740458 - - 80270p - 747 - 78747 - 24/0B20 24/08B/22
02/0718 78875 - - 790120 - 925 78875 - - OYow21 G023
C&/0T19 - 82062 - L2720 80994 786 80994 - - OB3Op22 03/0724
03/08/20 - 63812 - 107180p - ~ - - 63812 Q2/08/23  (02/08/25
o2 - 62456 - T4080p - ~ - - G2456  30/06/24  30/06/26
13/06/22 - - 68668  103760p - - - - 68668  12/06/25 12/06/27
Paul Boote”
25/08/17 15,861 - - 80270p - 161 16374 —-  24/08/20 24/08/22
Q2/0718 20836 - - 79002p - 245 20836 - - oA /0723
04/0719 - 16,261 - 82720 16,049 158 16049 - - 03/07/22 Q3/0724
03/08/20 - 41982 - 0N80p - - - - 41982 02/08/23  02/08/25
QoW - 39448 - M&080p - - - - 394468 30/08/24  30/06/26
13/08/22 - - 44870 103760p - - - - 44870 12/06f25 12/06/27

1. B66% of the awards grarted on 25 Augast 2017 vested or 24 August 2020 at a market pnee of £10085 per share
2 B99% of the awards shares granted an 2 July 2008 vested ar 1 sty 2007 8t 2 market price of 2111698 per share
3 B&2% of the gwards granted or 4 July 2078 vested an 3 July 2022 at a market price af £9 /03 per share.

Ir respect of (1) (2) ard (32 above. the total number of shares that vested ircluded additional shares eqJivalert i valde to such number of shares as cauld have beer acquired by
reirvesting the dwidends whick would otherwise bave boen receved on the vested shares dunng the three-year perfarmance penod The balance of the award lapsed.

4 Vested award, ro langer subject to performarce corditiors

5 Awards released in year at a market price of £38717 per shara, inclusive of additioral shares equivalert inva'ue ta such number of shares as codld have been acquired by

reinvestng the dividends whick waould otherwise bave been received on the vested shares duning the two-year holtirg penod

Foliowirg year-erd, the CED rocommendedd that Fer 2020 L 1P award was forgone

7 Paul Boote's LTIP awards include those Pe recemed 1 15 pravious position as Director of Treasury, Tax and Group Finarce, ir which he wilt retain an interest followirg his
appointment to the Board as Graup Firance Director on B July 2020,

2]

(b) Annual incentive bonus plan - deferred bonus shares (long-term incentive element)

The following Directors had or have a conbingent intersst in the number of ordinary shares of the Company shown below, representing the total
number of shares to which they have or would become entitled under the deferred bonus element of the Annual Incentive Banus Plan (the bonus plan)
at the end of the reJevant restricted pesiod.

Market phce of Restrictes awards value of shares

Restrictec awards Restrncted awsards each share upor post-share upor Restrcter awands

Cirectar ang cate of Feld at 1 Apnl mace award corsohdatior release (hefore held at 31 Marck Cate of enc of
awarg 2022 royaar T year (restaiecy ~eleased v year tax) £OCO 023 restrictec period
Susan Davy

24/Q7/19 24449 ~ 7555336p 16,299 16,299 160

14/Q07/20 180 ~ 107247p 10,007 - - 10007 13/07/23
30/08/21 18,393 - 1M5045p 12661 - - 12561 29/06/24
19/07/22 9233 98794p - - - 9233 18/07%20
Paul Boote®

2600719 9033 - 7555386p 8021 8021 59

14407720 5026 - 107g47p 3350 - - 3350 13/07/23
30/Q6/21 10,469 - N5045p 6979 - - 6979 29/06/24
19/0722 5831 98794p ~ - ~ 5831 18/07/25

[ S

followirg his appairtment as Group Finarce Director or & July 2020

All srares held Jrder the AIBP at the 5 July 2021 were adjusted or that date ta refiect the share corsoldator activity at 3 raua of 32 rto snares of §1Gac each
These stares were released an 23 uly 7027 at 87975¢ per share
Faul Boote's deferred borus share awards wralude those re recewed inbis previous gositior as Director of Treasury Tax ara Group Firance, ir wich be wil retair ar irterest

During the year, the Directors ceeived dividends on the above shares in accordance with the conditions of the borus pian as follows. Susan Dawy

£17491: Paul Boote £7564.

150
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(c) Sharesave Scheme
Dietails of options to subscnbe tor ordinary shares (8105p each} of the Company under the all-employee Sharesave Scheme werg

Market value

Cpuoes hele at Granted i Exercised Exercise price Karkst price of cach Markat value of eack Ophars beld at
Cate o award 1Apal 2022 wear 1" year per sharg share or exproising skare al 31 March 2023 Iihvarch 2023 Cxercise penodi ratuaty date
Susan Davy
_0B/07%21 2047 - - 87900p - 874 Cp 2047 01/09/24-28/02/25
Paul Boote
08/07/21 2047 - - 87900p - 8740p 2047 01/09/24-28/02/25

The Remuneration Committee and its advisors

Claire Ighodaro and Neil Cooper were members of the Remuneration Committee throughout the year. Loraine Woodhouse and Dorothy Burwell joinad
the Committee on their appointment to the Board on 1 December. Gill Rider, lain Evans, and Jon Butterwarth stepped down from the Committee an the
31 January 2023, and now attend by invitation as required. During the year, the Committee receved advice or services which materially assisted the
Cormittee in the consideration of remuneration masters fram Adele Barker (Greup Chief People Officer) and from Deloitte LLE

During 2018/19, Deloitte LLP was reappointed directly by the Committee with a refreshed advisory team, following a comprehensive re-tendering
process. Deloitte LLP's fees in respect of advice which materially assisted the Committee during 2022/23 were £120975 (arrived at from an hourly rate
basis of charging). During the year, Deloitte LLP also provided broader reward services 1o the Group. Deloitte LLP is 3 member of the Remuneration
Consultants Group and as such voluntarily operates under the code of conduct in relation to executive remuneration consulting in the UK. The
Committee is satisfied that the advice it has received from Deloitte LLP has been objective and independent.

Statement of voting at general meeting
The table below sets out the voting by the Company’s shareholders on the resolutions 1o approve the Directors’ remuneration report at the 2022 AGM
and the remuneration policy at the 2020 AGM, including votes for, against and withheld.

Annual report on remuneration (2022 AGWM)

Far % (including votes at the Chair's discration} 9834
Against % 166
Withheld number 10730076
Remuneration poiicy (2020 AGM)

For % Gncluding votes at the Chair's discretion) 9150
Against % 850
Withheld number 407344

A vote withheld is not counted in the nalrulation of the propartion of votes for and against a resolution.

Directors’ remuneration report compliance

This Directors’ remuneration report has been prepared in accordance with the provisions of the Companies Act 2006 and the Large and Medium-
sized Companies and Groups {Accounts and Reports) (Amendment) Regulations 2013, It aiso complies with the requirements of the Financial Conduct
Autharity's Listing Rules and the Disclosure and Transparency Rules. The UK Corporate Governance Code also sets out principles of good governance
relating to directors’ remuneratian, and this report describes how these principles are applied in practice. The Committee confirms that throughout the
financial year the Company has complied with these governance ruies and best practice provisions. The above regulations also reguire the external
auditor to report to shareholders on the audited information within the annual report on remuneration which is part of the Directors’ rermuneration
repart. The external auditer is obliged to state whether, in its opinion, the relevant sections have been prepared in accordance with the Companies

Act 2006.

The external auditor’s opinion is set out on page 162 and the audited sections of the annuai report on remuneration are identified in this report.

On behalf of the Board

Claire Ighodarc CBE
Chair of the Remuneration Committee

31 May 2023
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Directors’ remuneration report continued

Remuneration policy 2023
Introduction

The previous Directors’ Remuneration Policy was approved by sharehoiders
at the 2020 AGM on 31 July 2020 Under the normal throe-year rencwal
cycle, a new Remungration Policy, as described in this part of the report,

will be presented to shareholders for approval at the 2023 AGM on 20 July
2023, andf approved will come into effect from this date

The Directors’ Remuneration Folicy will be displayed on the Company’s
website at www.pennon-group co.uk/investor-information, immediately
sfter the 2023 AGM and will be available upon request from the Group
Company Secretary.

Changes to remuneration policy

During the year, the Committee carofully considered the Director’s
remuneration policy for 2023, reflecting on its” purpose to incentivise
performance, reward excellence and attract and rctain Executive
Directors, The current pay structurc remains relatively conventional (ie.
bonus plus performance-based LTIPY and reflects mainstream FTSE
market and best practice. Overall remuneration is modestly positioned
against FTSE 250 peers and maximurm incentive oppartunitics will
remain unchanged under the proposed Policy

As part of the Policy review, the Committes reflected on the
expectations of Ofwat and sharcholder input. Consideration was

also given to the principles of clarity simplicity. risk-rmanagement,
predictability, propactionality and alignment to culture (see page 141
for further details). Input was sought from the management team, while
ensuring that canflicts of interasts were suitably mitigated.

In light of the quickly evolving external ervironment, and in particular
the time-frame far submission of business plans for the next regulatory
review cycle which are due to Ofwat in October 2023, the Committee
determined that mo major changes to our pay mode! should be proposed
at this stage. The Policy set out on the following pages has therefore
largely been rolled-forward from the previous Policy. Minor changes
have been made to refine language in line with evolving market and best
practice and to aid the operation of the Pohicy

Following the 2023 AGM, the Committee intends to undertake a more
comprehensive review of our pay structure. This review will take

into account our strategic priorities, the upgcoming price roview and
evalving best practice guidance. To the extent that further changes to
the remunaration structure for Executive Directors are proposed, the
Committee will suitably engage with our major stakeholders and scek

relevant approvals as appropriate.

Future policy table - Executive Directors
The table below sets out the elements of the remungration package for the Executive Directors.

Fixed pay

Base salary

Purpase and link to strategy

Sct at a campetitive leve! ta attract and retain high calibre canchdates to meet the Company's strategic
objectives in an increasingly complex business environment.

Base salary reflects the scope and responsibility of the role as welt as the skills and experience of the individual,

QOperation

Salanias are generally reviawad a~nually snd any changes arg normally effective from 1 April each vear. In normal
circumstances, salary increases will not be materially differant tc general employes pay increases

However, the Committee rescrves the right to make increases above those made to general employees, for
example in circumstances including (but not limited e an increase in the scope of the role, ar to reflect an
individual's development in a role.

Maximum

When reviewing salaries the Committee has regard te the following factors:

« Salary increases generally for all employees in the Company and the Group,
» Market rates

« Performange of individual and the Company and/or development in the role.
+ Other factars it considers relevant.

There is no overall maximum.

Performance framework

Nong, although individual and Company performance are factors considered when reviewing salaries

Benefits

Purposa and link to strategy

Benefits provided are consistent with the market and level of seniority to aid retention of key skills te assist in
meeting strategic objectives

Operation Benefits currently include the provision of & company vehicle, fuel, health insurance and life assurance
Other benefits may be provided if the Committee cansiders it appropriate.
In the event that an Executive Director is required to ralocate, relocation benefits may be provided.

Maximum The cost of Insurance benefits may vary from year to year depending on the individual's circumstances.
There is no overal, maximum benefit value but the Committee aims to ensure that the total vaiue of benefits
remain proport onate.

Performance framework None.

Pension-related benefits

Purpose and link to strategy

Pravides fundirg for retirement and aids retention of key skills to assist in meeting the Company’s strategic objectves.

Oparation

The Executives are eligible to participate in the Pennon Group Defined Contribution Scheme at the same level of
Herefit as the wider workforce.

A cash allowance may be provided as an alternative and/or 1n additicn where pension imits have been reached.

Maximum

The maximum pension berefit witl normally be capped at a level comparable to the persion benefit available to
the majority of employees Thig is currently 10% of sa'ary.

Performance framework

Nene
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Remuncration policy 2023 continucd

All-employee share plans
Purpose and link to strategy

Align the interests of all employees with Company share performance

Opeoration

Executive Dircctors may participate in alt employee plans, moluding HMRC approved plans, on the same basis
as employees.

Maximum

The maximum will be consistent with other employees. For HMRC approved plans, the maximum will be as
prescribed under the relevant legislation governing the plans.

Performance framework

None,

_Variable pay

Annual bonus

Purpose and link to strjtagy

Incentivises the achievernent of annual performance objectives aligned to the strategy of the Company.

Operation

Annual bonuses are caloulated following finalisation of the finanoial results for the vear to which they relate.

A portion of any bonus is deferred into shares in the Company which are normally released after three years.
Normally 50% 1s deferred.

Dividends (or equivalents) may be paid/accrued on deferred shares.

Awards are subject to malus and clawback provisions. Further details are set out on page 154.

Maximum

The maximum bonus potential is 125% of base salary.

Performance framework

Performance targets may relate to financial, operational, strategic and environmental objectives, which are
reviewed each year. Performance criteria will reflect strategic priorities and regulstory requirements.

The level of payment for threshold performance will vary depending on the nature of the metric and the stretch
of the target set. There 1s normally scaled payment for performance between the threshold and maximum
performance hurdle.

The measures, weighting and threshald levels may be adjusted for future years.

Foliowing the financial year end tha Committee, with advice from the Chair of the Board and following
appropriate input from other Board Committees, asscsses the extent to which targets are met and determines
bonus levels accordingly. The Committee may exercise its disgration in certain cireumstances: further details are
set out on page 154.

Long-term incentiva plan (LTIP)

Purpose and link to strategy

Provides alignment to the achigvement of the Company's strategic objectives and the dehivery of sustainable
long-term valug to shareholders.

Operation

Annual grant of conditional shares (or equivalent). Share awards vest subject to the achievement of specific
performance conditions normally measured over a performance period of no tess than three years.

In addition, a two-year holding period will apply in respect of any shares which vest at the end of the threg-year
performance period.

Dividends (or equivalents) may accrug on share awards that vest.

Awards are subject to malus and clawback provisions. Further details are set out on page 154,

Maximum

The maximum annual award is 150% of base salary.

Performance framework

Performance metrics and targets are set to reflect the long-term strategic priorities of the Group. Performance
criteria are linked to our long-term strategy and may include a combination of financial, operational and/or
shareholder-related measures. An 'underpin’ appliss which allows the Committee 1o reduce or withhold vesting if
the Committee is nat satisfiad with the underlying performance of the Company.

No maore than 25% of maximum vests for mimimum performance. The Committee will keep the performance
measures and weightings under review and may change the performance condition for future awards if this
wera considered to be aligned with the Company’s interests and strategic objectives, as well as the mpact of
regulatory changes. In certain circumstances, the Committee may exercise its discretion and adjust performance
outcormes. Further details arg set out on page 154.

The Committee would seck ta consult with major sharehoiders in advance of any proposed material change in
performance measures.

Shareholding guldelines
Purpose and link to strategy

Create alignment between Executives and shareholders and promote long-term stewardship,

During the course of their tenure, Executive Directors are expected to build up a shareholding equivalent to
200% of salary.

Departing Executive Diractors are also expected to retain g material interest in Company shares for two years
after they step down from the Board Executives will narmally be expected to nold 200% of salary (or actual
relevant holding, if lower} on departure. with the guideline reducing to 100% of salary after 12 months. This
guideline will apply to all share awards vesting after the adoption of this remuncration policy

Operation

The Committee retains discretion to waive this guideline in certain cases (2.g. compassionate circumstances).
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Directors’ remuneration report continued

Notes to the policy table

Performance measures and targets

There is a strong emphasis on performance related executive pay
demonstrating a substantial ink between rewards and delivery of
stretching performance objectives. The performance conditions for the
annual bonus and LTIP are selected by the Committee sach year to
provide a rounded assessrent of performance including metncs which
drive fingncial resilience and key performance indicators for customers,
communities and the environment. These metrics are used by the Board
to oversee the operation of the businesses

In recent years, LTIP grants have becn subject to targets linked to
Return on Regulated Equity, sustainable dividends and customer
performance. For 2023, we are proposing some refinement to ensure
angoing alignment with our strategic priorities by assessing performance
against measures that drive long-term sustainable performance, A
significant portion of the award will remain based on return on regulated
equity, in recognition that this 18 & key measure for our shareholders
and the regulator. The 2023 LTIP award will also be assessed against
measures relating to customer experience and water guality and the
environment. These measures have objectives linked to customer,
communities and the envirenment and have been set with reference to
our long-term strategic ambitions.

The Committee may amend performance measures, weightings and
targets, in the context of the Company's strategy, the impact of changes
to the regulatory framework, sccounting standards and any other
relevant factors.

The measurement of performance against performance targets and
determination of incentive outcomes is at the Committee’s discretion.
Adjustments may be made ta reflect underlying financial or non-
financial performance of the individual or the Group, consideration of
overall performance in the round, and/or circurnstances unforeseen or
unexpected when the targets were set When making this judgement
the Cammittee may take into account all factors deemed relovant.

Performance conditions may also be replaced or varied if an event
oceurs or circumstances arise which cause the Committee to determine
that the performance conditions have ceased to be appropriate. if the
performance conditions are varied or repiaced, the amended conditions
must, In the opinion of the Committee, be fair, reasonable and materially
no less difficult than the eriginal condition whan sat.

The Committee wouid clearly disclose any material changes to
performance measures, and seek shareholder views as appropriate

Malus and clawback

Malus and clawback provisions apply to all incentive awards. These
provisions enable awards to either be forfeited prior to delivery, repaid
or made subject to further conditions where the Committee considers
it appropriate in the event of any significant adverse circumstances,
For awards granted under the term of this policy, the circumstances

in which malus and clawback may be applied include a financial
misstatement, error in caloulation, material failure of risk managemenrt,
serious reputaticnal damage. senous corporate failure or misconduct, in
respect of the annual bonus, clawback may be apphed for the period of
three years following determination of the cash bonus. Under the LTIR,
clawback may be applied urtil the end of the holding period.

Discretion

In lime with the 2018 Corporate Governance Code, the Remuneration
Committee has ensured that they will maintain the abi'ty to overnde
the formulaic outcomes for future awards under the annual borus and
LTI where the outcomes are not considered by the Committee to be
appropriate (e.g. unreflective of underlying performance).

The Committee will disciose the use of any such discretion.

Operation of executive share plans

The long-term incentive plan will be operated in accordance with the
rules of the plan as approved by shareholders The deferred bonus
awards wil be governed by the rules adopted by the Board from time to
time Awards under any of the Company's share plans referred to in this
report may.

» Be granted as conditianal share awards, nil-cost options or in
such other form that the Committee determines has the same
econo™ic effact

» Have any performance conditions applicable to them amended or
substituted by the Committee if an event accurs which causaes the
Committee to determine an amended or substituted performance
condition would be mare appropriate and not matenally less difficdt
to satisfy

+ dncarporate the nght to receive an amaunt (in cash or additional
shares) equal to the value of dividends which would have been
paid on the shares under an award that vests. This amount may be
calculated assuming that the dividends have been reinvested in the
Company's shares on a cumulative basis

+ Bescttled in cash at the Committee’s discretion {e.g. due to
reguiatory limitations).

On a change of control or voluntary wind up of the Company, LTIP
awards may vest to the extent determined by the Committee having
regard ta the perfarmance of the Company and, unless the Committee
determines atherwise, the period of time that has elapsed since grant
Deferred borus awards may vest in full. Alternatively, participants may
have the opportunity, or be required, to exchange their awards for
equivalent awards in another company, although the Committes may
decide In these circumstances to amend the performance conditions,

The Committee also has the discretion to treat any variation of the
Company's share capital or any demerger, special dividend or other
transaction that may affect the current or future value cf awards as an
carly vesting event on the same basis as a change of control

Detailed provisions

The Committes reserves the nght to make any remuneration payments
and/for payments for loss of office ( reluding exercising any discretion
avallabte in connection with such payments) outside the policy set out
above where the terms of the payment were agreed (1) before the 2074
AGM (the date the Company's first shareholder-approved dircctors
remuneration policy came into effect), (i) before the policy set aut
above came into effect, provided that the tarms of the payment wara
consistent with the shareholder-approved directars’ remuneration policy
in force at the time they were agreed. or Gi) at a ime when the relevant
individual was not & directar of the Campany and, in the opirign of the
Committeeg, the payment was not in consideration for the individual
becoming a director of the Company. For these purposes payments’
includes the Committee satisfying awards of variable remuneration and,
in relation to an award over shares, the terms of the payment are ‘agrecd’
atthe time the award is granted

The Committec may make minor amendments to the palicy (for example
for regulatary, excharge control, tax or administrative purposes or to
take accourt of a change in legisiation) without obtaining shareholder
appraval for that anendment.

Differences in remuneration policy for all employees

When setting remuneration for Exacutive Diractors the Committee
considers reigvant information about pay ard conditions in the Group.
Senior executives and Executive Directors generally receive a higher
proportion of their total pay in the form of variable remuneration and
sha-e awards. All employees of the Group are entitled to case salary
and pension provision including life assurance. In addition, all colleagues
are entitled to participate in annual banus arrangements, the levels of
which are based on the seniority ard level of responsibility. Long-term
incentive share awards are only available to senior executives and
Executive Directors, and certain henefits are generally avallable only to
more senior emplayees at management level and above
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llustration of applications of remuneration policy

Susan Davy
Chiaf Executive Officer Minimum Performance Fixed pay, which constitutes base
salary, pension-related benefits and
Minimum 100% 562k benefits in kind. These values are
performance made up of the salaries for 2023/24
. and the benefits values as shown
Mid 53% 29%  18% £1,053k for 2022/23. The pension value is
perfarmarce 10% of salary.
Max 29% 229 299 £1,916k Mid Performance Fixed pay and 50% of the
Performance maximum annual konus and
25% of the maximum long-term
@ “hed remuneration @ Annual variabls remuneration Incentive award.

Maximum Performance F'\xcd<pay and 100% vesting of the
annual bonus and of long-term
incentive awards.

@ Long-term vanable remuneration

Pﬂ'_" 3§°t9 X No adjustments have been made for potential payment of dividends
Chief Financial Officer Benefits from afl-employee schemes have also been excluded

Minimum Ag long-term share awards are granted in shares and subject to
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performance 1oe% £acak stretehing performance criteris, the value of the award can vary
. significantly depending ori the extent to which targets are achieved
Mid 53% 29%  1T% £668k and the movement In the share price. For exampie, if the shara price
performance increased by 50% over the relevant vesting and holding period, the
Max 29% 22% 18% £1.247K maximum values shown in the charts above would increase to £2,282k
Performance for the CEO and £1487k for the CFO, Conversely if the share price was
to fall by 50%. the maximum values shown in the charts above would
@ “ixed remuneration @ Annual variable remuneration reduce to £1.545k for the CEO and £1007k for the CFO.

@ ong-term variable remuneration

Future policy table — Non-Executive Directors

Purpose and link Set at a market level 1o attract Mon-Executive Directors who have appropriate experience and skills to assist in determining
10 strategy the Group's strategy.

Foes
Opetation Fees are set by the Board with the Non-Executive Chair’s fees being set by the Commitiee. The relevant Directars are not

present at the meetings when their fees are being determined.

The Non-Executive Chair and Non-Executive Directors normally receive a basic fee and do not participate in any of the
Company's incentive arrangements or reccive pension-related benefits,

Non-Executive Directors may receve an additional fee for any specific Board responsibility such as membership or
chairmanship of a Committee or accupying the role of Senicr Independent Director.

In reviewing the fees, the Board or Committee as appropriate, consider the lovel of fees payable to Non-Executive Directors in
other companies of similar scale and complexity.

Maximum Total fees paid to Non-Executive Directors will remain within the limits stated in the Articles of Association
Benefits
Operation Wherte appropriate limited roie-appropriate benefits may be provided.

Expenses incurred in the performance of non-executive duties for the Company may be reimbursed or paid for directly by the
Company (including any tax duc on the expenses).

The Chair's benefits include the provision of a drivar and veh cle, when appropriate for the efficient carrying out oF their duties.
Maximum None.
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Directors’ remuneration report continued

Approach to recruitment remuneration

When considering the appointment of Executive Directors, the
Committee seeks to balance the need to offer remuneration to attract
candidates of sufficient calbre to deliver the Companys strategy wnilst
remaining mindful of the need to pay no more than is necessary.

The Committee will appoint new Executive Directors with a package
thatis in ling with the remuneration policy that has been agreed by
shareholders and is in place at the time.

Other elements of remuneration would be in ine with the Company’s
policy set out in the in the future policy

The maximum variable pay opportunity on recruitment {excluding
‘buyouts’) would be 275% of salary, which is in line with the future policy
table. The Committee may determine for the first year of appointment
that incentives may be subject to different weightings or object ves.

To facilitate recrutment, it may be necossary to recompense a new
Executive Director for the expected value of remuneration or contractual
arrangements forferited on joining the Company Cbuyout” awards). The
Committee may make buyout awards in accordance with LR94.2 of

the Listing Rules or utilising any other incentive plan operated by the
Group from time-to-time The Committee will ensure that any such

award would at a maximum match the value of the awards granted
by the provious emplover and be made only where a Director 15 able
to demonstrato that a loss has been incurred from leaving his or her
previous cmployment. Any buyout would take into account the terms
of tho arrangement forfeited, including in particular any performanco
conditions and the time over which they vest. The award would
normally have time honzons which are in line with or greater than
the awards forfeited Where appropriate the exact nature of the
buyout may be tailored based on the commercial circumstances at
the time, provided that the value of the buyout remains comparable ta
arrangemnents forfeited.

For interim positions & cash supplerment may be paid rather than salary
(for example a Non-Executive Director taking on an executive function
on a short-term basis).

Where an employee 1s promoted to the position of Executive Director
(including if an Executive Director is appointed following an acquisition
ar merger), pre-oxisting awards and contractual commitments would be
honoured in accordance with their established terms.

Non-Exceutive Directors’ fees would be in linc with the policy set out in
the future pelicy table on page 152

Paolicy on termination of service agreements and payment for loss of office
The Company's palicy is that Executive Directors' service agreements normally continue until the Director's agreed retirement date or such other date

as the parties agree. Otherwise, they are terminable on one year's natice,

There are na liquidated damages provisions for compensation on termination within Executive Directors' service agreements. Taking into account
the circumstarnices of any termination, the Committee may determine that a payment in fieu of notice should be made. Any such payments would be
restricted to salary and benefits. In these circumstances, consideration would De given to phasing of payments and an individual's duty and opporturity

to mitigate losses.

T-e Committee reserves the right 1o make any ather payments in connect o~ with g director’s cessation of office or employment where the payments
are made in good faith in discharge of an existing legal obligation (or by way of damages for breach of such an obligation) or by way of compromise
or settlement of any clam arisirg n connection with the cessat on of a director's office or empleyment Any such payments may irclude but are not
limited to paying any fees for outplacement assistance and/or the director's legal and/or professional advice fees in caonnection with his cessation of
office or employment. The Company may meet ancillary costs, such as outplacement consultancy and/or reasonasie legal costs

Burrator Reservoir,
Devon
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Any compensation payable will be determined by reference to the terms of the service contract baetween the Company and tho omployee, as well a5
the rules of the various incentive plans as set out in the table below.

Annual bonus Normally no bonus 1s payable unless an Executive Director is employed on the date of payment.

In certain good leaver circumstances (death, disability, redundancy, retirement and any other circumstance at
the Committes's discretion) 4 bonus may be payable Any such bonus would be based on performance and pro-
rated to reflect the period of service with performance normally assessed at the same time as other employces.
The Committee retains discretion to adjust the timing and pro-rating of any award to take account of any
prevailing exceptional circumstances which they consider would be fair to the Company and to the employes.

B Share deferral would not normally apply )

Deferred shares Unvested awards would normally lapse upon cessation. In certain good lcaver circumstances, the participant
may retain thelr awards The restricted period 15 not automatically terminatad on cessation of employment;
rather, the restricted period continues to apply as if the leaver was stitl in employment. However, awards may be
released to participants at an sarlier date following cessation of employment at the discretion of the Committee

ssuBwIsADg  Hodoy si6a1e115

Good leaver circumstances are death, injury, ili-health, disability, redundancy, retirement (with agreement
of the Company), the transfer of the employing company or business or any ather circumstance at the
Committeg’s discretion, .

Long-term incentive plan Any unvested awards would normally lapse upon cessation of the individual's employment within the Group. In
certain good leaver circumstances, awards vest o the extent determined by the Committee taking into gecount
the extent to which the performance conditions have becn satisfied, the period of time ¢lapsed between grant
and the cessation of employment and such other factors as the Committee may deem relevant. Awards would
normally vest on the original normal vesting date and be releasad at the end of the two-year holding pericd
(unless the Committes determines awards should be subject to earlier vesting and reloasc dates).

UORELLIOU JAID  SIUDLIAEYG [eDuBULY

If & participant dies, an award will, unless the Committee determines otherwise, vest and be released as soon as
possible following the participant’s death, taking into account the extent to which the performance conditions
have been satisfied and the period of time elapsed since grant.
Good leaver circumstances are death, ill health, injury, disability. redundancy, retirement, where the participant's
cmployer 1s ne longer a member of the Group, where the participant 1s employed in an undertaking which is
transferred out of the Group, or for any other reason that the Committee determines.
All awards would lapse if a participant was summarily dismissed,

All-employce awards Leavers will be treated in accordance with the HMRC approved rules,

Other awards Where a buyaut award is made on recruitment, leaver provisions would be determined at the time of award.

Statement of consideration of employment conditions elsewhere in the Company

Ir getting executive remuneration the Cormmittee takes account of employmeant market conditions and the pay and benefits differentials across

the Group. The Committec considers annual summary reports of employee remuneration and the terms and conditions of employment within each
operating company and has regard to these when considening remuneration for the Executive Directors and senfor management. As part of this
assessment the Committee considers vanous metrics including data on the ratio between CEQ and all-employee pay, gender pay statistics and
measures of employee cngagement

The Board engage on remuneration matters with the wider workforce, through many mechanisms including the employes RISE and the Partnership
forum, the Big Chat and Open Door communications, on which more can be read on pages 31 to 38,

Statement of consideration of shareholder views

In developing this Remuneration Policy, the Committee took into account general good governance, best practice and evolving sharehalder views
We regularly engage with major shareholders te understand their vicws on executive pay and their feedback informs our decision-making and the
approach sct out in this Policy,

As detailed on page 152 to the extent that a further review of the Policy is initiated later in the year the Committes would engage with our major
stakeholders as appropriate.
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Directors’ Report

Introduction

The Directors present their Annual Report and Accounts for the year ending 31 March 2023. The Directors' Report comprises this report and the entire
Governance section Including the Chair's Governance Statement. It has been prepared in accordance with the provisions of the Companies Act 2006
and regulaticns made under it In accordance with the Financial Conduct Authority Listing's Rules, the information to be included in the 2023 Annual
Report and Accounts. where applicable (under Listing Rule 9843, is set out in this Directars Report Other information relevant to this Report, and
which is incorporated by reference, can be located as follows:

Information i Page Number
Particulars of impartant events affecting the Company and/or its subsidiares which have
ocgurred since the year end 2and 3
Likely future developments of the Company 4ta7
Risk management systems 52ta B2
Certain employee and employee engagement matters as well as the disclosures below 3110 39,100 1o 101
Business relationships/engagement with supphers, custemers and others 8109 27 28 to 39
Carber and greenhouse gas emissions, energy consumption and energy efficiency action 671089
Financial risk management note 3 of the notes to the financial statements
44 10 51, and notes 2(n) and 18 of the notes to the
Financial instruments financial statements

This Directors’ Report {including pages 98 to 107, which forrm part of this report) fulfils the requirermnents of the corporate governance statement for the
purposes of the FCA's Disclosure Guidance and Transparency Rules.

Cautionary statement: This Annusl Report has been prepared for, and only for the members of the Company, as a bady. and no other perscns. The
Company, its directors, emplayees, agents or advisers do not accept or assume responsibility to any other person to whom this docurment is shown or
into whose hands it may come and any such responsibility ar hability is expressly disclaimed. By their nature, the statements concerning the risks and
uncertainties facing the Group in this Annual Report invelve uncertainty since future events and circumstances can cause results and devefopments
to differ materially from those anticipated. The forward-lookng statements reflect knowledge and information ava.lable at the date of preparation of
this Annual Report and the Cormpany undertakes no obligation to update these forward-looking statements. Nothing in this Annual Report should be
construed as a profit forecast.

Corporate
Articles of Assoclation: The Asticies of Association may only be amended by special resolution of the sharsholders. The current Articles were
adopted as the Articles of Associgtian of the Company at the conclusion of the 2022 AGM and are available on our website,

Auditors: The External Auditor for the 2022 financial year was Ernst & Young LLLP. The Independent Auditors’ Report starting on page 162 sets out the
Information contained In the Annual Report which has been audited by the External Auditor. The Audit Committes considered the performance and
audit fees of the External Auditors and the level of non-audit work undertaken, it i1s recommended to the Board that a resclution for the reappointment
of Ernst & Your LLP for a further year as the Company’s auditor be propased to sharcholders at the AGM on 20 July 2023

Change of control: No person halds secunities In the Company carrying special rights with regard to control of the Company All of the Company's
share schemes contair provisions relating to a change of contral. Qutstanding awards and options would normally vest and become exercisable on a
change of control, subject to the satisfaction of any performance conditions pro-ration for time where appropriate.

There are a number of agreements that take effect, alter or terminate upan a change of canirol of the Company fallowing a takeover bid, such as bank
loan agreements, Euroband documentation, hybnd capital securities documentation, private placement debt and employees’ share plan. This may
result in certain funding agreements being altered or repaid early, The impact of employees’ share plans 1s not considered significant.

Other Agreements: There are ne agreements between the Company and its Drectars or emplayees aroviding for compensation far loss of office ar
empioyment that occurs because of a takeover bid.

Final dividend: The Board recommends a final dividend of 2377 pence per ordinary share to be paid on 4 September 2023 to sharcholders on the
register on 21 July 2023, making & total dividend for the year of 4273 pence per share. The aggregate cost of the final dividend will be £131 7million,
resulting in a transfer fram reserves of £1173 million. The Strategic Report on pages 710 97 analyses the Group's financial resu'ts in more detail and sets
out other financial infarmation,

Political Contributions: The Company has authonty, in accordance with Section 366 of the Companies Act 2008, to make political donations to
political parties. political organisations and incur political expenditure subicct to irmits approved by shareholders. No political donations were made or
political expenditure Incurred and no contributions were made to a non-UK political party {2021/22; nil>

Other Contributions: During the year, the Group provided 3 total of £2500¢ in charitable donasticns (2021/22° E91000).
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Directors

Appointments: A table showing Dircctors who served In the year and to the date of this Report can be found on page 99, Biographics for Directors
cur-ently In office can be found on pages 102 ta 104 and on aur website.

The appointment and replacement of Directors is governed by the Articles of Association, the UK Cerporate Governance Code, the Companies Act
2006 and related legislation, The Directors may from time to time appaint ane ar more Directors Any such Directar shall hold office onty until the

next AGM and shall then be eligible for appaintment by the Company's shareholders In aceordance with the Corporate Governance Code Subject to
annual shareholder approval, Non-Executive Directors are appointed for an initial thrae-year period and annually thereafier. Each Director will retire and
submit themselves for election at the forthcoming AGM,

Conflicts of Interest: The Board has adopted a Conflicts of Interest Policy. The Board has considered in detail the current external appointments of
the Directors that may give rise situational conflicts and, where appropriste, has authorised potential conflicts. Such authorisation can be reviewed at
any time but is always subject to annual review.

Purchase of own ordinary shares: Subject to applicable law and the Company's Articles of Association, the Directors may exercise all
powers of the Company, including the power to authorise the Issue and/or market purchase of the Company's shares (subject to an
appropriate authority heing given in general meeting by the shareholders to the Directors). The Articles and a schedule of Matters
Reserved for the Board can be found on our website.

At the 2022 AGM, the Directors were given the following authorities:

« To purchase up to a maximum number of 26,484,359 of the Company's ordinary shares at a minimum price of the nominal value of the share and
a maximum price of not more than the higher of i) 105% of the average of the middie market quotations for such ordinary shares as derived from
tne London Stock Exchange Daily Official List for the five business days immaediately preceding the day on which tha: ordinary share Is purchased;
and ii} an amount equal to the higher of the price of the last independent trade of an ordinary share and the highest current independent bid for an
ordinary share on the trading venue where the purchase is carned out {(the Share Buy-Back Authority).

Following the value created from the sale of Viridor in 2020/21 and use of funds to repay debt, make a contribution to our principal pension scheme,
invest in South West Water and acquire Bristol VWater, the Board decided to return surplus funds totalling £1.9 billion to shareholders. In 2021/22 funds
ware returned to shareholders via a ¢ £15 billion special dividend and £02 billion through a up to £04 billion share buy-back programme in order

to purchasc Crdinary Shares from shareholders (s Share Buy-back). The Board considers the use of a Share Buy-Back as an appropriate means

of returning capital to shareholders, whilst providing Pennon with ongoing financial flexibility. During 2022/23 a further £40 million was returned
concluding the Share Buy Back programme. with the remaining £160 million being allocated to renewable energy investment opportunities.

The Share Buy-Back Authority was used during the year under review to buy back 3910503 shares with a nominal value of 6105p at an average price
of 10:22 pence per share and for total consideration of £400 million. This represents approximately 150% of the called up share capital of the Company
as at 31 March 2023 In the period fram 1 April 2023 until 30 May 2023, no further ardinary shares of 6105pence each In Pennon were repurchased
using the Share Buy-Back Authority. All shares purchased under the Share Buy-Back Authority have been cancelled. Information on transactions in
own shares 1s also publicly available via the regulatory information service and on Pennon's website at www.pennon-group.co.uk/ms-announcements.

The Share Buy-Back Authority will expire at the 2323 AGM. [y sharcs were made suhjert tna lien or charge during the year under review and up to
the date of approval of this Annual Report and Accounts. As at 1 April 2023, 5628 shares werc held in treasury, representing 0002% of the issued share
capital. Mo treasury shares were re-issued during the year.

Directars' insurance and indemnities; The Cempany has maintainec Direstors' ard officers’ liability insurance for the benefit of the Company, the
Directors and its officers throughout the year. The Corpany has entered into qualifying third-party iIrdemnity arrangements for the benef't of alt
its Directors in a form and scope that complics with the requirements of the Companies Act 2006 and which were in force throughout the vear and
remain in force.

Disclosures

Listing Rule 9.8.4 disclosures: There is no information to be disclosed under Listing Rule (884R The Company has no long-term incentive
arrangements in place under LR 94.2R where the only participant is a director and the arrangement is established specifically to facilitate, in unusual
circumstances, the recruitment or retention of the indnidual

Financial Risk Management: The Directors have carried out a robust assessment of the principal and ermerging risks facing the Group, including

In relation to its business model, future performance, solvency and liquidity. Details of our principal risks and association mitigations arc set out on
pages 52 to 2. Note 3 to the Financial Statements gives details of the Group's financial risk management policies and related exposures. This note is
incorporated by reference and deemed to form part of this Repart.

Going Concern: The going concern basis has been adopted in prepanng these financial staternents. At 31 March 2023 the Group has access to
undrawn cammitted funds and cash and cash deposits tatailing £420 miltion, including cash and other shart-term deposits of £165 million and £255
million of undrawn facilitics. Cash and other short-term deposits include £22 million of restricted funds deposited with lessors which are available for
access, subject to being replaced by an equivalent valued security

In making their assessment, the Directors reviewed the principal risks and considered which risks might threaten the Group's going concern status,

to do this the Group's business plan has been stress-tested. Whilst the Group’s risk managemant processes seek to mitigate the impact of principal
risks as set out on pages 52 to 62, individual sensitivities against these risks have been identified. These sensitivities, which are ascribed a value

with reference Lo risk weighting, factoring in the likelihood of occurrence and financial impact, were applied to the baseline financial forecast which
uses the Group's annual budget for Fy 2023/24 and longer-term strategrc business plan for the remainder of the going concern gerod to 36 June
2024 The forecast includes our new syndicated £300 million private placement. During the year we alse agreed updated covenant terms on the
majarity of our facilities and the Directors are confident that the covenant update process for the remaining small number of lenders will be conciuded
satisfactorily in the very near term For facilities where changes to covenant terms are not finalised at the date of approval of the financial statements,
we have modelled the impact on the Group's solvency, using existing terms, under a stress-tested scenario, and cancluded this does not compromise
the going concern of the Group over the assessment period. The risks and sensitivities include considaration of; legislative impacts such as change

in government policy and non-compliance with laws and regulations, macro-economic impacts such as inflation and interest rate increases, and
operational impacts such as ensuring adeguate water resources and failure of operational assets A combined stress testing scenanio has been
performed to assess the overall impact of these individual scenarios impacting the Group collgctively. The combined weighted impact of the risks
oceurring is ¢.£120m, this value is considered equivalent to an extreme cne-off evert that could occur within a year, the probability of such ar evenl
happening is deemed unlikely. Through this testing, 1t has been determined that nene of the individuat principal risks would in isalation, or in aggregate,
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Directors’ report continued

compromisa the going congern of the Group over the going concern period, the asseasment has boen considered by reviewing the impact on the
solvency position as well as debt and interesi covenants. In the combined scenario t ensure that the Group was able 10 cortinue as a going concern,
additional mitigations could be deployed ta reduce gearing and increase covenant headroom. Examplas of mitigations could include; reduction in
discretionary oparational expenditure, defarral of capital expenditure and / or cancellation of non-essential capital expenditure, reduction in the amount
of dividend payable, and raising additional funding.

In addition, we have maodelled a reverse engineered scenario that could possibly compromise the Group'’s solvency over the going congern assessment
period. This scenano buitds on the factors above end additionally assumes all the Group's principal risks are incurred within the going concern period,
with no probability weightings attached. The Board considered the likelihcod of this scenario on the Group's sclvency over the going concern perod,
s remote, given this would require all of the principal risks to be incurred at maximum impact within the same time frame. without implementing
controlfable mitigations, as noted above, or raising additional funding.

Having considered the Group's funding position and financial projections, which take into account a range of possible impacts, as descubed n this
report, the Directors have a reasanable expectation that the Group will meet the requirements of its covenants and has adequate resources to continue
in operational existence for the pericd to at losst the end of the going concern assessment period of 30 June 2024, and that there are no matonal
uncertainties to disclose, For this reascn, they continue to adopt the going concern basis in preparing the financial statements.

Data: As part of our business activity, the Group processes large amounts of personal data, The Group recogniises that to enable this use of personal
data it is ¢ritical that we continue to build on our approach to applying privacy in a lawful and ethical way. A programme of work 1o support this has
been led by our data governance team. The work includes making impravements to our data governance framework and delivening our data privacy
function. We have a number of policies, precedures and tocls to suppert this, Compliance with these policies is mandatary All colleagues undergo
regular training to remind them of their responsibilities under these palicies

Employment policies and employee involvement

Continuous Improvement: The Group has a culture of continuous improvement through investment in people at all levels within the Group, The
Group 1§ committed to pursuing eduality and divarsity in all its employment activities including recruitmant, training, carear development and
promation and ensuring there is no bias or discrimination in the treatment of people. In particular, applications for employment are welcomed from
persans with disabilitios, and special arrangements and adiustments as necessary are made to ensure that applicants are treated fairly when attending
for interview or for pre-employment aptitude tests. Wherever possible the opportunity is taken to retrain people who become disabled during their
employment to maintain their employment within the Group.

Pollcies: The Group has policies In place covering health and safety, equal opportunities, diversity and inclusion, ethics and employee relations.
Further detail of the contents of the dversity and inclusion policy are set out w the report of the Nomination Committee on page 128, Also, information
regarding the employee diversity is provided on page 37 The Board's activities in relation to assessing and monitoring culture can be found in the
Corporate Governance Statement on page 108, A summary of the Board’s Diversity and Inclusion palicy can be found in the Corporate Governance
Statement on page 122

Freedom of Assoclation: Pennon respects the right to frecdom of association and employees are consutted regularly about changes which may
affect them aithes through thair trade union appointed representatives or consultation groups or by means of their elected represcntatives at the
Employee Engagement Forum. These forums, together with regular meetings with particular groups of employecs, are used to ensure that employees
are kep: Up to date with the busingss performance of their employer and the francial and economic factars affecting the performance of the Graup.
The Group also cascades information to all employees to provide them with important and up-to-date information about key events and to obtain
feedback from them on g monthly basis. Further detalls of employee engagement and employment matters relating to the Group are set out on pages
31to 39 of the Strategic Report.

Share Ownership: The Group encourages share ownership among its employees by operating an HMRC approved Sharesave Scheme and Share
Incentive Plan. Following shareholder approval at the 2014 AGM, this scheme and plan were amended o provide for the increased savings limits
approved by the Government. AL 31 March 2023 aporoximately 43% (2022: 54%) of the Graup's employees were parficigating in these plans.

Wodern Slavery Act: Cur people are furdamental to cor business. and we remain commitied and passionate about supporting our staff, custocmers
and communities ta thrive in creating an environment where everyone can feel safe and suppaorted. We have a clear zero-talerance approach to
modern slavery and are committed to playing our part in helping eradicate it by having systems and processes to monitor. assess and reduce the risk
of forced labacr and human trafficking.

We remam focused on improving our risk assessment and the widening of our engagement, We have continued to engage and raise awareness,
through internal training, and by continuing as a member of Slave Free Alliance, We are part of a utilities sector working group which shares best
practice across our industry. We will continue to work hard to tackle this 1ssue collaboratively with our partriers, employees, suppliers, and peers, to
cvolve OUF AR oach Lo ensire 1t remains affectie. Jur latest Modern Slavery Statement 2an oe found here Bitps v DCANON-Greln o skisites/
default/files/attachments/pdf/modern-slavery-statement-final-board-approved-2022 pdf

Greenhouse gas amissians: Dataits of our GHG emissions can he found in the Strategic Repart an pages 67 10 89
Energy usage: Details of our Energy usage can be found in the Strategic Report on page 9.

Research and development: Research and development within the Group involving water and wastewater treatment processes amounted to £08
million during the year {2021/22: £3.2 million),

Overseas branches: The Company nas no overseas branches
Shares

Issued Share Capitak Dotaiis of the Company's issued srare capital, consisting of ardinary snares of nomenal vaive 6105 pence cach arg set out in
rote 33 1o the financisl statements. All of the Issued shares are fully paid up and qucted on the London Stock Exchange.

Rights: The rights attaching to the Company's ordinary shares are set out in the Articles of Association, There are no securities carrying special rights.

Restrictions: There are no restrictions on the transfer of Issued ordinary shares of the Company or on the exercise of vating rights attached to them,
except whare the Company has exercised 1ts right to suspend therr voting rights or to prohitut their transfer following the omission of their holder or
any person nierested in tnem {o provide the Company with information requested by it in accordance with Part 22 of the Comparnes Act 2006 o
where their holder is precluded from exercising voting rights by the Financial Conduct Authority's Listing Rules or the City Code on Takeovers and
Mergers. There are no persons with spacial nghts regarding control of the Company. No shares fssued under the employee share schemes have rights
with regard to control of the Company that are not exercisable directly by the employee.
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Substantial Shareholders Details of significant direct or indirect holdings uf securitics of tho Company are sat out in the shareholder analysis on
page 726. The Company is not aware of any agreements between sharcholders which may result in restrictions on the transfer of securities or on
voting rights,

Authority to Purchase Own Shares: The Directors also intend to renew the power to make purchases of the Company's own shares in issuc as set
out above up to an aggregate nominal value of:

.. £563885670 (such amount ta be reduced by any sharcs allotted o rights granted under (i) below in excess of £53895670), and

ii. £107.791,340 by way of a rights 1ssue (such amount to be reduced by any shares allotted or rights granted from {1 above), similar to that
approved by sharehoiders at the 2021 AGM. In addition, shareholders approved at the 2021 AGM, resolutions giving the Directers g Imited
authority to allot shares for cash other than pro rata to existing shareholdors These resolutions remain valid until the conclusion of this year's
AGM. Similar resolutions will be proposed at the 2022 AGM. The Directors have no present intention to issug ordinary shares ather than
pursuant to the Company’s employee share schemes.

i. The Directors were also given the authority by shareholders at the 2019 AGM, to aliot a single non-curnulative redeemable preference share
of one penny nominal value {the WaterShare+ Share), the rights and restrictions in relation to which are set out in Article 5A of the Company’s
Articles of Association The share was allotted on 20 October 2020

Statement of Directors’ responsibilities

The Directors are responsible for preparing the annual report and the Group financial statements in accordance with applicable law and regulations
Company law requires the Directors to prepare financial statements for each financial year. Under that law the Directors have elected to prepare the
Group and parent company financial statements in accordance with UK adapted international accounting standards (IFRSs) in conformity with the
Companies Act 2006, Under company law the Directors must not approve the financial statements uniess they are satisfied that they give a trug and
fair view of the state of affairs of the Group and the Company and of the profit o- loss of the Group for the year

In preparing these financial statements the Directors arg required to:

« seloct suitable accounting policies In accordance with IAS 8 Accounting Policics, Changes in Estimates and Errors and then apply them consistently;

» make judgments and accounting estimates that are reasonable and prudent;

= present information, including accounting policics, in a manner that provides relevant, reliable, comparable and understandable informatiory;

« provide additional disclosures when compliance w'th the soecif ¢ requirements of IFRSs is insufficient to enable users to understand the impact of
particular transactions, other events and conditions of the Group's financial position and financial performance;

+ inrespect of the Group financial statements, state whether UK adopted international accounting standards in conformity with the Companies Act
2006 have been followed, subject to any material departures disclosed and explained in the financial statements;

« inrespact of the parent company financial statemenits, state whether UK adopted international accounting standards in conformity with the
Companies Act 2006 have been followed, and

+ prepare the financial statements on the going concern basis unless it is appropriate ta presume that the Company and/or Group will not continue
in Lusincsa,

Tre Directars are responsible for keeping adequate sccounting records that are sufficient to show and exalain the Company’s and Group's transactions

and disclose with reasonable accuracy at any time the financial position of the Group and the Company; and enable them to ensure that the Company

and Group financial statements comply with the Companics Act 2006. They are also responsible for safeguarding the assets of the Group and

the Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities. Under applicable law and

regulations. the Directors are also respensible for preparing & Strategic Report, Directors’ Report, Directors’ Remuneration Report and Corporate

Governance Statement that comply with the law and those regulations. The Directors are responsible for the maintenance and integrity of the

corporate and financial information included on the Campany's website.

Each of the Directors, whose names and functions are listed on pages 102 to 104, confirms that, 16 the best of her or his knowledge.

The consolidated financial statements, prepared in accordance with UK adopted international accounting standards in conformity with the Companies
Act 2006 give a true and fair view of the assets, liabilities, financial position and profit of the parent company and undertakings included in the
ronsolidation taken as a whole.

The Annual Report. including the Stratenic Report (pages 1to 972 includes & fair review of the development and performance of the business during
the year and the position of the Company and undertakings inluded in the consolidation taken as a whale, together with a description of the principal
risks and uncertamnties they face.

They consider that the Annual Repart, taken as a whole, is fair, balanced and understandable. and provides the information necessary for shareholders
to assess the Company’s position, performance, business model and strategy.

Statement as to disclosure of information to the auditor

i. Sofa- as each of the Directors in office at the date of the signing of the report is aware, there is no relevant audit information of which the
Company’s auditor is unaware, and

il. Each of the Directors has taken all the steps each Director ought to have taken individually as a Director in order to make herself or himself
aware of any refevant audit information and 1o establish that the Company's auditor is aware of that information.

The Dircctors’ Report consisting of pages 158 to 181 was approved by the Board on 31 May 2023
By order of the Board

Andrew Garard
Group General Counsel and Company Secretary

31 May 2023
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Independent Auditors’ report

Opinion

In our opinion:

» Pennon Group plc's group financial statements and parent company
financtal statements (the “financial statements™) give & true and fair

view of the state of the groups and of the parent company’s affairs as

at 31 March 2023 and of the group’s profit for the year then ended;
the group financiai statements have been properly prepared In
accordance with UK adopted international accounting standards;
the parent company financial statements have baen properly
prepared in accordance with UK adopted international accounting
standards as applied in accardance with section 408 of the
Companies Act 2008; and
~ the financial statements have been prepared in accordance with the
requirements of the Companiegs Act 2006,

We have audited the financial statements of Pennan Group plc (the

‘parent company’) and its subsidiaries (the ‘group? for the year ended 31

March 2023 which comprise:

Group Fareat cempary

Group balance sheet as at 30 Balance sheet as at 31 March 2023
March 2023

Consolidated incorne staternent for Statement of changes in equity for
the year then ended the year then ended

Consolidated statement of Cash flow statement for the year
comprehansive iIncame for the year than ended

ther ended

Group statement of changas in Related notes 110 44 to the
cquity for the year then ended financial statements including

a summary of significant
accounting policies

Graup cash flow statement for the
year then ended

Related notes 1to 44 10 the
financial statements. including a
summary of significant accounting
policies

The financial reperting framework that has been applied in ther
preparation s applicable law and UK adopted international accounting
standards and ag regards the parent company financial statemants. as
applied in accordance with section 408 of the Compan.es Act 2006

Basis for opinion
We condueted our audit in accordance with International Standards on

Auditing (UKD (1ISAs (UK33 and applicable law. Our responsibilities under

those standards are further described in the Auditor's responsibilities

for the audit of the financial statements section of our report. We believe
tnat e audit evidence we have obtainea s s.fficient anc appropriate to

orovide a basis for our opinion

independence

We are independent of the group and parent in accordance with the
ethical requirements that are relevant to our audit of the financial
statements in the UK, including the FRC's Ethical Standard as applied
to isted public interest entities. and we have fuffilled our other ethical
responsibilities in accordance with these requirements

The non-audit services prohibited by the FRC's Ethical Standard were
not provided to the group or the parent company and we remain

independent sf the group and the parent company i conducting the audit

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the
directors’ use of the going concern basis of accounting in the
preparation of the financial statements is appropriate. Our evaluation of
the directors’ assessment of the group and parent company’s ability to
continue to adapt the going concern basis of sccounting included the
following procedures.

= We obtained an understanding of the process undertaken by
managernent to perform the going cancern assessment,

» We have obtained management’s going concerm assessment,

including the cash flow forecast, liquichty requirements and forecast

covenart calculations for the going concern pericd which covers
the period from approval of the 2023 financial statements through

10 30 June 2024, and have tested this for arithmetical accuracy.

Management has modelled a downside scenario in their cash

flow forecast and covenant caltulations in order to incorporate

unexpected changes to the forecasted hiquidity of the group.

We have reviewed the forecasts used for the going concern

assessment period for reasonableness, agreed the data to the Board

aporoved plan and, where apphicable, corrohorated the data with
audit information from other areas, Including capital commitments

We have evaluated the appropriateness of the key assumptions in

management’s forecasts including revenue growth, by comparing

these ta year-to-date perfarmance and through cansideration

of hustonical forecasting accuracy and the impact of regulatory

price increases.

« The largest companent of the group's operations relates to the
regulated watar business, undertaken by South West Water Limited,
which has an agreed business plan with Cfwat for the five-year
price period to 31 March 2025, setting ot tha basis of allowed tariff
changes. We have compared the key assumptions in the group's
reguiated water business forecasts to the business plans and pricing
determinations agreed with Ofwat, for consistency.

o We have evaluated management’s stress test modelling including
management’s downside scenario and specific risk register
nrobability-waightad scenarios, to understand the impact on the
group's liguidity and covenant ratios. Management has aisc modelled
a reverse engineered scenario (reverse stress test) assuming afl the
principal risks rmaterialise witnin the going contern period with no
probability weightings attsched \We assessed the reasonableness of
management’s stress test scenarios by performing our own sensitivity
analysis for severe but plausible scenarios.

+ We have compared the risks identfied and modeted in 1he cash
fiow forecasts of management’s downside scenario to the group risk
register and evaluated the quantification by management. We have
considered whather there are other alternative risks that should be
taken nto consideration based on our knowledge of the business.
Our procedures included evaluating management’s assessment of the
impact of climate change within the going concern penied. including
the principal nisk of availabiity o7 suffcient water resources to meet
current and future demand.

» We have compared facilities assumed in the farecasts to supporting

loan dacumentation and to covenant terms For facilities. where

changes to terms are not finalised at the date of approval of the
financial staterments, we have evaluated the impact on covenants and
liquidity headroom based on existing terms.

We performed testing to consider the likelihood of a scerario causing

a liquidity issue or breach of covenants. including the impact of

controllable mitigating actons, where relevant

» \We have reviewed the group's gaing cancern disclogures included
in the annual report in order to assess whetner the disclosures were
appropriate and in conformity with the reportirg standards

We observed at 3T March 2023 the group had access te undrawn
committed faciiities of £254.8 milkon and cash and short-term ard ather
denosits tatalling £1854 million (£143 3 millian excluding restricted
funds). The group generated positive net cash flows from operating
activities of £152.8 million. Subsequent to the year end date, the group
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has secured a £30UM private placernenl and agreed amended cowenant
terms on the majority of its facilities. Management's forecasts indicate
there is headroom in the base case and in the downside scenano after
contrellable mitigations. Managemant consider the reverse engincered
scenario, that all the group's principal nisks are incurred within the going
caoncern period with no probability weightings attached, to be remote.

Based on the work we have performed, we have not identified any
material uncertaintics relating to events or conditions that, individually
or collectively, may cast sigrificant doubt on the group and parent
company’s ability to continue as a going concern for a period up to

30 June 2024,

In relation to the group and parent company’s reperting on haow they
have applied the UK Corporate Governance Code, we have nothing
material to add or draw attention to in relation to the directors’ statement
in the financial statements about whether the directors considered it
apprapriate to adopt the going concern basis of accounting.

Our respensibilities and the responsibilities of the dircctors with respect
to going concern are described in the relevant sections of this report.
However, because not all future events or conditions can be predicted,
this statement is not a guarantee as to the group’s ability to continue as
a going concern.

Overview of our audit approach

Audit scope We performed an audit of the complete financial
infarmation of four components. The components
where we performed full audit procedures
accounted for 100% of Earnings before interest,
taxes and non-underlying items, 100% of Revenue
and 94% of Total assets.
Key audit = Revenue recognition across the group’s
matters operations in relation to acerued income relating
to measured supplies

» Vajuation of the expected credit loss provision
for customaer balances across the group
Capitalisation vl costs relating te the
capital programme
Cwverall group materiality of £72m which represents
5% of earnings before Interest, taxes and non-
underlying items.

Materiality

An overview of the scope of the parent company
and group audits

Tailoring the scope

Our assessment of audit risk, our evaluation of materiahity and our
allocation of performance materiality determine our audit seope for each
company within the group. Taken together, Uis enables us to form an
apinion an the consalidated financial statements. We take into account
5128, ris< profile, the organisation of the group and effectiveness of
group-wide controls, changes in the business environment, the potential
impact of climate change and other factors such as recent internal

audit results when assessing the level of work to be performed at

@ach company.

In assessing the nsk of material misstatement to the group financial
statements, and to ensure we had adequate guantitative coverage of
significant accounts in the financial statements, of the five reporting
components of the Group. we selected four components covering
cntities Pennon Group ple, South West Water Limited, Pennon Water
Services Limited and Bristol Water Holdings UK Limited, which represent
the principal business urits within the Group.

We performed an audit of the complete financial information of all four
components (“full scope components™) which were selected based on
their size ar nsk characteristics.

The reporting full scope components where we performed audit
procedures accounted for 100% of the group's earnings before interest,
taxes and non-underlying items (2022:100% of the group’s profit
before tax and non-underlying items), 100% (2022: 100%) of the group’s
Revenue and 94% (2072- 85%) of the group’s Total asscts.

The remaining gomponcnt accounts for not more than 1% of the
group's earnings before interest, taxes and non-underlying items. For
this compenent. we performed other procedures, including analytical
review procedures, testing of consolidation journals and intercompany
eliminations to respond to any potential risks of material misstatemont
to the group financiat statements.

Changes from the prior year

In the prior year, following the acquisition of Bristol Water Holdings UK
Lirited in June 202%, a non-EY firm audited this full scope component,
operating under the instruction of the primary audit engagement team.
In the current year, the Bristol Water audit team is led by the Senior
Statutory Auditor

Involvement with component teams

In establishing our overall approach to the Group audit, we determined
the type of work that needed to be undertaken at each of the
components by us, 88 the primary audit engagement team, or by
compenent auditars. The audit teams for all full scope components are
led by the Senior Statutory Auditor

The primary team interacted regularly with the compeonent teams

where appropriate during various stages of the audit, reviewed key
working papers and were responsible for the scope and direction of the
audit process. We maintained continuous and open dialogue with all
component audit teams in addition to holding format meetings to ensure
that we were fully aware of their progress and results of their procedures.
The Senior Statutory Auditor discussed the planned audit approach with
the component teams and any 1ssues arising from their work, attended
meetings with management and reviewed key audit working papers on
nsk areas. This, together with the additional procedures performed at
group level, gave us appropriate cvidence for our opinion on the group
financial staternents.

LUONRBWLIOJUL IDYYD  SIUSWUDELS [B15UBUY  adUewiancn  podoy ojBajeng

Climate change

Stakeholders are increasingly interasted in how climate change will
fimpact Pennon Croup ple. The group has determined that the most
significant future impacts from climate change on their operations
will be from physical and transitional climate-related risks. These are
explained on pages 74 to 95 in the required Task Force on Climate
retated Financial Disclosures and on pages 52 to 62 in the principal
risks and uncertainties. They have also explained their climate
commitments on pages 42 to 43. All of these disclosuras form part of
the “Other information,” rather than the audited financial statements,
Our procadures on these unaudited disclosures therefore consisted
solely of considering whether they are materially inconsistent with the
financial statements or our knowledge obtained in the course of the
audit of Ctherwise appear to be materially misstated, in line with our
responsibilities on "Other information”.

in planning and performing our audit we assessed the potential impacts
af climate change on the group’s business and any consequential
raterial impact on its financial staterments.

The group has explained in their basis of preparation note to the
financial statements how they have reflected the impact of climate
change In their financial statements and how this aligns with their
cornmitment to the aspirations of the Paris Agreement to achieve net
zero emissions Dy 2050 which form part of their disclosures within the
Task Force on Climate related Financial Disclosures which farm part of
the "Other information”. Significant judgements and estimates relating
to climate change are included in Note 2(a) Basis of preparation and
Note 4 Critical accounting judgements and estimates. The disclosures
within “Other information” also explain where governmental and sociatal
responses to climate change risks are still develeping, and where the
degree of certainty of these changes means that they cannot be taken
into account when determining asset and liability valuations under the
requirements of UK adopted international accounting standards. In
Note & to the financial statements supplementary narrative explanation
of the impact of cimate change on long life assets and the sensitivity
of depreciation charge to amendments in the useful economic lives of
these assets has been provided, concluding there 1s no specific impact
on useful economic lives of long life assets as at 31 March 2023
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Independent Auditors’ report continued

Qur audit effort in considering the impact of chmate change on

the finsncial statements was focused on evaluating managements
assessment, which was prepared with support from external consultants
We evaluated managament’s assossment of the impact of climate

risk, physical and transition, their climate commitments, the effects of
material climate risks disclosed on pages 74 1o 96 and the significant
judgements and estimates disclosed in Note 4, including whether

these have been appropriately reflected in asset values wherc these

are determined through modeliing future cash flows and associated
disclosures (see Notes 2(3) Basis ot preparstion), following the
requirements of UK adopted international accounting standards. As part
of this evalustion, we performed our own risk assessment, supported by
our climate change internal specialists, to determing the risks of material
misstatement in the financia! statements from climate change which
needed to be considered in our audit.

We also challenged the Directors' considerations of climate change
rsks i Aner assessment of going concern and viability and associated
disclosures We have described our considerations of climate change,
relevant 1o our assessment of going concern in the Canclusions relating
to going concern' section of our report.

Rigk Our resporse to the rsk

Based on our work wa have not identified the impact of climate change
on the financial statements to be a key audit matter or to impact a key
audit matter,

Key audit matters

Key audit matters are those matiers that, in our professional judgment,
were of most significance in our audit of the financial statements of
the current period and include the most significant assessed risks of
material misstaternent (whether or not due to fraud) that we identified.
These matters included those which had the greatest effec: on: the
averall audit strategy, the allocation of rosources in the audit, and
directing the efforts of the engagement team. These matters were
addressed in the context of our audit of the financial staterments as a
whaole, and in our opinion thereon, and we do nat provide a separate
apinion on these matters

Ky absereations dormuncated 10 the
Audit Cormittoe

Revenue recognition across the group’s
opetations in relation to accrued

incoma ralating to measured suppiies
(2023: £132.8 million, 2022: £120.8 million)

component teams.

Consolidated Financial Statements (page 185) the year-end:

The group's revenue streams relatie to the
provision of water and sewsrage services by
South West Water, Pennon Water Services and
Bristof Water.

1545 (UK & treland) presurme there is a risk of
fraud relating to revenue recognition. For the

Procedures to respend to this risk werg performed by the

We abtained an understanding of the process, by performing
walkthroughs of the supply of measured services, meter

Refer to the Audit Committee Report {page 123); reading and related billing in order to assess the completeness
Accounting policies {page T77) and Note 5 of the of adjustments to reflect the accrual or deferral of revenue at

We concluded that the estimation
process undertaken by
managament ta caleulate

the measured income accrual
reflected latest operational factors
in the key assumptions and that
ihe income accrual was
appropriately determined.

We tested key controls inked to system generated information
and around the estimation procass for measured revenue;

We obtained internal and externai data on factors that
infugnce demand from customers, weather patterns and
leaks in infrastructure networks and formed an expectation
of the impact of these matters on revenue to compare to

group, given the targets associated with financial assumptions used in management's estimate,

performance and potential pressures to meet,
market expactations, there is an incentive to
Querstate revenue,

Thus risk aver revenue recognition specifically

We obtained & system report of invoices raised post year end
based on actual meter readings taken since the year end

We selected a sample of items from the report to compare
to supporting evidence, We compared this report to the year

arises in the following areas of estimation, where  end assumptions used to accrue income for these customer

there I an opportumity to overstate revenue:

income from measured water services requires

accounts, ta assess the rehiability of the assumptions used to
determine accrued income;

an estimation of the amount of unbiltled charges  We performad analytica! procedures Dy Comparing revenus

at the period end. This is calculated using a
cambinaton of system generated information.
based on previous customer volume usage,
together with management adjustments for a
number of different factors rat ~cluded in the
system-generated accrual, such as seasonality
and gperational data trends

The risk remained consistent in the current year.

balances for the year against expectations and obtainad
support for significant variances.

We used data analytics to understand the journal entries
posted as part of the revenue, trade recervables and accruad
ncome to cash collectior progess to dentify transactions
that were outside of our expectation and agreed these to
underlying supnorting dacumerntation and business rationale;

In performing our journal testing. we paid increased attenton

to entries impacting revenue, focusing on non-system postings
and those raised in the iast two weeks of the year.
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Fizk

Our response Lo the ngk

Kev observalons communizatas to the
Augit Commiltee

Valuation of the expected credit loss
provision for customer balances
across the group (2023: £106.5 million,
2022: £100.4 million)

Refer to the Audit Committee Report (page 123

Accounting policies {(page 179}, and Note 22
of the Consolidated Finangist Statements
(page 198>

The expected credit loss provision 1s caleulated
using a combination of system generated
nformation on historic debt recovery rates and
management's judgement of the future [kely
recovery rates

There s a risk that the assumptions, used by
management in calculating the expected credit
Inss provision, may not be appropriate and the
valuation of the provision against customer
balances may be misstated

Management's key assumptions include:

» that the historic level of collections is
indicative of the ability to coflect at the same
levels in the future; and

« that the risk of non-recovery from customers
varies, depending on factors such as whether
the household customer no longer accupies
a property in the area. has previously paid/
not paid, is/is not an g payment plan etc.
and for non-household customers depends
on the gencral coconomic performance of the
business sector they operate within.

The risk has remained consistent in the
current yeat.

Procedures to respond to this risk were performed by the
COMPONgNt teams

We performed a walkthrough of the process for calculating
the expected credit loss provision and assessed the design
effectivenass of the key controls;

For debt relating to household customers, we tested operating
effectiveness of key controls over hilling systems and integrity
of data and the reports utilised to generate the ageing and
categorisation of debt within the companents billing systems.
For debt relating to non-household customers, we tested the
aceuracy of data and reports by abtaining underlying evidence
to support the parameters relied upon by management I
caleulating the expected credit loss provision;

We tested latest information on collection rates and evaluated
how this data was used in the preparation of the expected
credit loss provisian;

For the South West Water operations, we utilised collection
trends to determine our own range of the likely ultimate
collection of debts existing at the balance sheet date, including
performing several scenario analyses and compared these to
the provision recorded by management, including assessing
assumptions for evidence of management bias;

We assessed the assumptions used by management i
determining amourts provided agairst different categories
and age of debt, by comparing these assumptions ta historic
collection rates and by considering the impact of changes in
the methods adopted operationally by management 1o collect
debt, and in the external environment;

We considered whether historic collection performance
evidenced behaviour patterns assumed by management
depending on categorisation of household and business sector
for nan-household customers;

For debt relating to household customers, we utilised collection
information over previcus periods, with sensitivities o

consider the impact of a deterioration which might arise from

a downturn in the economy, to determine an acceptable range

of the likely ultimate coilection of debts existing at the balance
sheet date and compared this to the provision recorded

by managernent;

For debt relating to non-househald customers, we tested
management’s segmentation by business sectar and risk
factors considered for each sector, regarding non-recovery of
debt. We compared this analysis with information on actual
nollections, by sector, in the current year and since the balance
sheet date, and

We testad the spprapriateness of journal entries and
adjustments impacting the expected credit loss provision,
particularly those raised close to the balance sheet date.

We concluded that the

oxpected credit loss provision

of £108.5 miliion is within an
acceptable range and reflects

the recent history of collection

of outstanding debts and
considerations of the impact on
future collections from the current
Macro-¢conomic cnvironment.
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Independent Auditors’ report continued

Risk

Koy observatiors communicates 10 the

Qur respanse to the sk Audit Commgtes

Capitalisation of costs relating to the
capital programma (2023: £353.7 milfion,
2022: £273.3 million)

Beoourting pohcies (page 178) and Note 17
of the Consolidated Financial Statements
{page 1943

The group has a substantial capital programme
which has been agreed with the Water Services
Regulation Authority (Ofwat) and thercfore
incurs significant annual expenditure in refation
to the development and maintenance of bath
infrastructure and non-infrastructure assets.

There is judgement invalved in allocating costs
between operating and capital expenditure given
1he nature of certain projects which include

both repairs and maintenance as well as asset
cnirancement. Therefore, there s a potential for
misstatement between the income statement
and the statement of financia! position.

In addition. internal expenditure including staff
costs to support capital projects is capitalised
only if it can be demonstrated that it is directly
attributable to the assqt, provides probable
econormic benefit to the company and can be
measured refiably. There is a risk that costs
capitaiised do not meet these criteria.

Due to the level of judgement involved, we have
determined that there is & potentiat for fraud
through possible manipulation of this balance.

The risk is new in the current year due to the
increased level of capital spend in the year.

We concluded that maragement
has applied the capitalisation
policy appropriatcly in determining
the expenditure to he capitalised.

Procedures to respend to this nsk were performed by the
component teams

We evaluated capital and operating or finance costs,
and assessed whether these are appropriately classificd
and recalculated the amounts included as capital
additions to ensure they agres with the underlying
supporting documentation,

For a sample of capitalised additions, we evaluated the
appropriatencss of the classification as capital by considering
the nature of the expenditure with reference to invoice,
certificate or timesheets relating to a specific project or assct,
We also considered the judgements managament applied in
capitalising certain staff costs ard overhaads:

We tested a samplg of items allocated to expenditure in the
ncome statermert and venfied whether they are correctly
classificd by considering the nature of projects ie, repairs
and maimenance or asset enhancement, 1o which the
oxpenditure relates;

We analysed assets commissioned during the year, on a samplo
basis. and obtained confirmation from project managers of
their uge in the business;

We made inquines of project managers 1o gan an
understanding of the on-going capital projects of the Group
anad now costs are reviewed and determined as capital
expenditures that meet the Group’s capitalisation palicy;

We selected a sample of manual journal entries to recard
additions within fixed assets, which resulted from a credit
posting to an operating expenditure sccount and checked
whether the capitalisation of such expense was appropriately
authorised and in accordance with the capitalisation policy.

In the prior year, our auditor’s report included a key audit matter in
relation to the accounting for the acquisition of Bristol Water. The

fair value excrcise was completed in 2022 and there were no other
acquisitions in the current year, therefore the accounting for the
acquisttion of Qristol Water 1s no longer considered a key audit matter

In the current year, considering the increased level of capital spend
and the judgements involved in allocating costs betwgen capital and
operating expenditure, we have determined that the capitalisation of
costs relating to the capital programme 1s a Koy audit matter,

Our application of materiality

We apply the concept of matenality in planning and performing the
audit, i~ evaluating t1e effect of identified misstatements on the avdit

and in forming our audit opinien.

166

Materiality

The magnitude of an omission or misstatement that, individually or in
the aggregate, could reasonably be expected to influence the economic
decisions of the users of the financial statements, Materiality provices a
hasis for determining the nature and extent of our audit procedures.

We determincd materality for the groun ta be £7.2 millian

(2022 £72 million), which is 5% of earnings before interest, taxes and
nan-underlying itoms. In the prior year, we used 5% of profit before
taxation and non-underlying items as our materiality basis. In the current
vear, we have changed the basis to carnings befare interest. taxes and
non-underlying items which provides us with an appropriate measurg

of the underlying perfarmance of the group, as this excludes the impact
of higher interest costs on the group's index-linked debt, driven by the
significantly higher levels of inflation and is 8 measure of focus for users
of the financial statements

We determined matenality for the Parent Company to be £11.0 million
(2022; £12 4 million). which 15 1% (2022: 1%) of equity
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Starting basis

v

Adjustments

v

{2022, £15.8 million increase)

Materiality

v and non-underlying items)

We are also required to consider if changing the basis of materality
results in a substantially different materiality level to that used in

prior period and if it 1s appropriate to do so. Given there have been no
significant changes in the underlying performance and operations of the
busingss, compared to the prior year, we have determined our planning
materiality a3 0o higher then Lhe fimal materiality (or Lhe prioe year,

namely £7.2m.

Performance materiality

The application of materiality at the individual account or balance
level Itis set at an amount to reduce to an appropriately low lavel
the probability that the aggregate of uncorrected and undetected
misstatements exceeds materiality.

On the basis of our risk assessments, together with our assessment

of the group’s overall contret environment, our judgernent was that
perfarmance materiality was 75% (2022: 75%) of our planning materiality,
namely £5 4 million (2022: £5 4 millicn). We have set performance
materiality at this percentage based on our assessment of the groun's
internal control environment and the extent and nature of audit findings
identified in the prior pariod This basis is consistent with the prior year.

Audit work at component locations for the purpose of obtaining audit
coverage over significant financial statement accounts is undertaken
based on a percentage of total performance materiality. The performance
materiality set for each component is based on the relative scale and risk
of the component to the group as a whola and our assessment of the

risk of misstatement at that component. In the current year, the range

of performance matenality allocated to components was £18 million to
£4.8 million (2022, £11 mullion to £51 mithan)

Reporting threshold

An amount below which identified misstatements are considered as
being clearly trivial

We agreed with the Audit Committee that we would report to them all
uncarrected audit differances in excess of £04 million (2022,

£04 millon), which 15 sot at 5% of planning matenality, as well a5
differences below that threshold that. in our view, warranted reporting
on gualitative grounds.

We cvaluate any uncorrected misstatements against both the
quantitative measures of materiality discussed above and in light of
other relevant qualitative considerations in forming our opirmon.

* Reported earnings before interest and taxes £109.4 million
(2022 reported profit before taxation £127.7 million)

* Non-underlying items (refer to Note 6) increase basis by £43.7 million

Totals £153.1 million earnings before interost, taxes and non-underlying items

(2022, £1435 million profit before taxation and non-underlying items}

Materiality of £7.2 mlllion (2022 £72 million}

(5% of earnings before interest, taxes and non-underlying itams (2022: 5% of profit before taxation

Other information

The ather information comprises the information included in the

annual report set out on pages 10 151 and 220 to 228 other than the
financial statements and our auditor’s report thercon. The directors are
responsible for the other information contained within the annual report.

Cur apinion on the financial statements does not cover the ather
information and, except to the extent otherwise explicitly stated in this
report, we do not express any form of assurance conclusion thercon.

Our responsibility is to read the other information and, in doing so.
consider whether the other information is materially inconsistent with
the financial statements or our knowledge obtained in the course of the
audit, or otherwise appears to be materially misstated. If we identify such
material inconsistencies or apparent material misstatements, we arc
required to determing whether this gives rise to a material misstatement
In the financial statements themselves. If, based on the work we have
perfarmed, we conclude that there s a material misstatement of the
other infarmation, we are raquired to report that fact.

We have nothing te report in this regard

Opinions on other matters prescribed by the Companies
Act 2006

In our opinion, the part of the directors’ rermuneration report to be
audited has been properly prepared in accordance with the Companies
Act 2006,

In our opinion, based on the work undertaken in the course of the audit

+ the information given in the strategic report and the directors’ report
for the financial year for which the financial statements are prepared
is consistent with the financial statements; and

» the strategic repart and the directors’ report have been prepared in
accordance with applicable legal requirements.
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Matters on which we are required to report by exception

in tho light of the knowledge and understanding of the group and the
parent company and its environment abtained In the course of the audit,
we have not identified material misstatements in the strategic report or
the dirgctors’ report.

We have nothing to report in respect of the following matters in relation
to which the Companies Act 2008 requires us to report to you if, in
our opinion.

» adequate accounting records have not been kept by the parent
company, or returns adequate for our audit have not been received
fram branches not visited by us; ar

= the parent company financial statements and the part of the
Directors’ Remuneration Report to be audited are not in agreement
with the accounting records and returns; or

= certain disclosures of directors’ remuneration specified by law are not
made; or

» we have not received all the information and explanations we require
for our audit

Corporate Governance Statement

We have reviewed the directars statement in relation to going concern,
langer-term viability and that part of the Corporate Governance
Statement relating to the group and company’s compliance with the
provisions of the UK Corporate Governance Code specified for our
review by the Listing Rules.

Based on the work undertaken as part of our audit, we have concluded
that each of the following elements of the Corporate Governance
Statement 1s materially consistent with the financial statements or our
knowledge obtained during the audit:

» Directors’ statement with regards to the appropriatencss of adopting
the going concern basis of accounting and any material uncertainties
identified set out on page 159,

Directors explanation as to its assessment of the company’s
praspects, the period this assessment covers and why the perod s
appropriate set out on page 63;

+ Director's statement on whether it has a reasonable expectation that
the group will be able to continue in operation and meets its liabilities
st out on page 159

Directors’ statement on fair, balanced and understandable set out on
page 181

» Board's confirmation that it has carried out a rabust assessment of
the emerging and principal risks set out on page 52

» The section of the annual report that describes the review of
effectiveness of risk managemert and internal control systems set out
on page 53 and;

= The section describing the work of the audit committee set out on
page 120

Responsibilities of directors

As explancd more fully in the directors' responsibilitics staternent sct
out on page 161, the directors are responsible for the preparation of

the finarcial statements and for being satisfied that they give a true
and fair view, and for such internal control as the directors determing is
necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responaible for

assessing the group and parent company's ability to continue as a going .
concern, disclosing, as applicable, matters related to going concern '
and using the going concern basis of accounting unless the directors

either intend to liquidate the group or the parent company or to cease

operations, or have no realistic alternative but to do so

Auditor’s responsibilities for the audit of the
financial statements

Our objectives are to abtain reasonabic assurance about whether the
financial statements as & whole are free from material misstatement,
whether due to fraud or error, and to 1ssue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with

1548 (UKY will always detect a material misstatement when it exists.
Misstatements can anse from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to
influerce the ecoromic decisions of users taken on the basis of these
financial statements.

Explanation as to what extent the audit was considered
capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws
and regulations, We design procedures in ling with our responsibilitios,
outlined abave, to detect irregulantics, including fraud The risk of not
detecting a material misstatement due to fraud is higher than the risk of
rot detecting one resulting fram error, as fraud may involve deliberate
concealment by, for example, forgery or intentional misrepresentations,
or through collusion The extent to which our procedures are capable of
detecting irregularities, including fraud 15 detailed below

However, the primary responsibility for the prevention and detection of
fraud rests with both those charged with governance of the company
and management.
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We obtained an understanding of the legat and regulatory framewarks that Other matters we are required to address

are applicable to the group and determined that the most sigrificant are; « Following the recommandation fram the audit committee, we wers

+ Companies Act 2006 appointed by the company on 31 March 2014 1o audit the financial
statements for the year ending 31 March 2015 and subscquent
financial periods.

» The pericd of total uninterrupted engagement including pravious
renewals and reappointments 1s @ years, covering the years ending
31 March 2015 to 31 March 2023

= The audit opinion 15 consistent with the additional report to the
audit committee.

» Financial Reporting Counci! (FRC) and the UK Corparate
Governance Code

« Tax legisiation (governed by HM Revenue & Customs)

+ Health and Safety legislation

« Environment Agency environmental permits

sauewlaa0n  Jioday oibajens

« Otwat regulations
= UK listing rules

-
» We understood how Pennon Group plc is complying with thase Use of our report 5
framewarks by reading internal palicies and codes of conduct and This repart is made soialy ta the company’s members, as 3 body, in 3.
assessing the entity level control environment, including the lovet of gecordance with Chapter 3 of Part 16 of the Companies Act 2006 Our %
oversight of those charged with governance. We made enquiries of audit work has been undertaken so that we might state to the company's 8
the group’s legal counsel, regulatory team and internal audit of known members those matters we are required to state to them in an auditor's 3
instances of non-compliance or suspected non-compliance with renort and for no other purpose. To the fullest extent permitted by law, E
laws and regulations. We corroborated our enguiries through reviow we do not accept or assume responsibility to anyone other than the @
of correspondence with regulatory bodies. We designed aur audit company and the company’s members as a body, for our audit work, for Q
procedures to identify non-compliance with such laws and regulations this report. or for the opinions we have formed, E-
identified in the paragraph above. As well as enquiry and attendance 5
at meetings, our precedures involved a review of the reporting to g
the above committecs and a review of board rmectings and other E
committee minutes to identify any non-comaliance with laws and Christabel Cowling (Senlor statutory auditor) g.

regulations, Our procedures alsa involved journal entry testing, with for and on benalf of Ernst & Young LLP. Statutory Auditor
g focus on journals meeting our defined risk criteria based on our ‘

understanding of the business.

» We assessed the susceptibility of the group's financial statements to 31 May 2023
material misstatement, including how fraud might occur by making
enquiries of senior management. including the Chief Executive Officer,
Chief Fimangcial Officer, Head of Inzernzsl Audit and Aud't Committee
Chair. We planned cur audit to identify risks of management override,
tested higher risk journal entries and performed audit procedures to
address the potential for management bias, particularly over areas
invelving significant estimation and judgement. Further discussion of
our approach to address the identified risks of management override
are set out in the key audit matters section of our repart.

» Based on this understanding we designed our audit procedures
to identify non-compliance with such laws and regulations. Qur
procedures involved making enguiries of key management, those
charged with governance and legal counsel, reviewing key policies,
inspecting legal registers and correspondence with regulators
and reading key management meeting minutes. We involved
our internal specialists where appropriate. We also completed
procedures to conclude on the compliance of significant disclosures
in the Annual Report and Accounts with the requirements of the
refevant accounting standards, UK tegislation and the UK Corporate
Governance Code.

« We connnunicaled regularly with the component teams and attended
key meelings with the component teams. management and legal
counsel in order to identify and communicate any instances of non-
compliance with laws and regulations.

London

« The group operates in the water sector which is highly regulated.
Ag such the Senior Statutory Auditor reviewed the experience and
expertise of the engagement team to ensure that the tearm had the
appropriate competance and capabititios, which included the use of
specialists where sppropriate.

A further description of our responsibilities for the audit of the financial
statements is located on the Financial Reporting Council's website at
https:/fwwwire.orguk/auditorsresponsibilities This description forms
part of our auditor's report.
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Financial Statements

Consolidated income statement

For the year enced 31 March 2023

Bafore non- Mon-underlying

undarying itams
itens. {note &) Total Tzual
2022 2023 2023 w00
Notes £m £m im B £m

Revenue 5 825.0 (27.8) 791.2 7923 - 7923
Operating costs 7
Emplayment costs €022 - 102.2) (804) an 920
Raw materials anc consumables used {33.6) - (33.6) (229 - [exds))
Other operating expenses (373.6) (15.9) (389.5) {2885) Q471 (3036}
Trade receivables impairmen: [¢f:)] - a.8) (56) - 58
Earnings before interest, tax, depreciation and
amortisation 5 307.8 & 2641 3833 {158) 3681
Depreciation and amortisation 7 (1547 - (154.7) (467 - (1467)
Operating profit/(loss) 5 153.1 43.7 109.4 2372 (158) 204
Finance iIncome g 92 18.4 2718 76 - 26
Finance costs 8 (145.8) - (145.8) (96.3) - (963)
Net finance costs 8 ¢136.6) 18.4 Ma2) 937 - 3N
Share of post-tax profit from associated
Companies 20 0.3 - 0.3 - - -
Profit/doss) before tax g 16.8 {25.3) (8.5) 1435 158) 1247
| axatior credt/(charge) 9 .6 83 89 038 (982) mz2n
Profit/(loss) for the year 20.4 €20.0) [+ X1 1296 ML0) 156
Attributable tor
Ordinary shareholders of the parent 0a 154
Non-contraling nterssts 9.3 0z
Earmings per ordinary share (pence per share) mn
Basic ~ 49
Diluted - 49

The above results were derrved from continuing operations.

The notes on pages 176 10 219 farm part of these finarcial statements.
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Financial Statements continued

Consolidated statement of comprehensive income

Faor the vear ended 31 March 2023

Baforanon-  Non-underlylng

San-undsrly ng

underlylng tams Zafore s - L
Homs {note B} Total Lrdeyngnems lnata BY Total
2023 2023 2023 i) 2022 2022
utos £m £m £m , £m £m
Profit/Qoss) for the year 20.4 (20.0) 0.4 12968 Ma0) 156
Other comprehensive income/(oss)
Items that will not be reclassified to profit or loss
Remeasurement of defined benefit obligations 0 (39.0) - (39.0) 248 - 249
Income tax on iterns that will not be reclassified 3 9.8 - 9.8 24 - 24
Tatal ivems that will not be reclassified to
profit or loss (29.2) - {29.2) 273 - 273
ftoms that may be reclassified subsoquentfy
to profit or loss
Casr flow hadges 291 - 2941 408 - 406
income tax an tams that may be reclassiiied 9 7.3) - .3 {65} - (85)
Total items that may be reclassified subsequently
to profit or logs .8 - 2.8 341 - 341
Other comprehensive Joss)/income for the year
net of tax % . - .4 14 - 614
Total comprehensive income/(loss) for the year 13.0 {20.0) 1.0) 1910 (14.0) 770
Total comprenensive ncar-a/(lass) attribuzable (o
Ordinary shareholders of the parent a3 768
Non-controlling interests 0.3 02
The rotes on pages 176 ta 212 form part of thase financial statements
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Financial Statements continued

Balance sheets

At 31 March 2023

Graup LCo~pany
2023 2023 2022
Nores Em £m £
Assets
Non-current assets
Goadwill 15 163.9 1639 - -
Other intangible assets 16 %9 129 - -
Praoperty, plant and equipment 17 4£,476.9 42640 0.1 01
Other non-current assets 19 232 XS] 261 315
Firancial assets at fair valug through profit 2L 1.3 - 13 -
Neferred tax gssets kil - - 18.6 131
Dervative financial instruments 23 332 148 Q.5 10
Investments 11 subsiaiary undertakings 20 - - 1316.6 13108
Investments in assaciated cormpanies 20 0.3 - - -
Retrement bensfit obligations 30 293 563 4.7 124
B 47430 45325 13679 13689
Current assets
Inventaries 21 10.0 77 - -
Trade and other receivables 22 238.0 2709 80.4 498
Current tax recewahle 27 8.4 15 - -
Dervative financial instruments 23 20.7 56 0.6 06
Cast and cash deposis 25 165.4 5190 104.1 3067
- 4425 8047 185.1 3571
Liabilities
Current Nabllities
Borrowings 28 (1247 (2402 @279.1) (3128)
Fiancial habiimes at farr valua through profic 2y {2.6) (250} (0.1 on
Dervative financial instrurments 23 (2.5) - - -
Trade and other payables 26 (225.4) (7% (6.3) (563
Current tax lisbil ties 27 - - .4) (34)
Provisions 32 (0.4) a0 - -
. (355.5) (4152) (288.9) (3219)
Net current assets/@iabilities) 87.0 3895 €103.8} 352
Non-current liabilities
Borrowings 28 (3,006.D (29817) (I55.7) (1545}
Other non-currert habilities 29 (155.3) (137.2) {8.5) 863
~inarcial liabilities at fair value through profit 24 {35.0) (381 - -
Dervative financial instruments 23 2.4 - - -
Ceferred tax liahilities 31 {507.0) {81247 - -
(3,704.8) (36474) 164.2 Q6310
Net assets 1,125.2 12746 1,099.9 12410
Shareholders’ equity
Share cacital 33 159.5 1617 159.5 1817
Share premium sccount 34 237.6 2353 2376 2365
Capital recempt on reserve 35 1571 1547 1571 1547
Retained earnings and other resonves 36 570.6 7228 545.7 6891
Total shareholders’ equity 11248 12745 1,099.9 12410
Mon-controllirg interes:s 0.4 21 - -
Total equity 11252 12748 1,098.8 12610

* Aradustrert o the prehminary accounting for the Bristol A'awar scquisit on has bee= maze within the measureme~: period anding 2 Juna 2022 This adj.stment 15 presenter
-atrospectively and the 31 Ma-ch 2322 belance sneet figures ~avs ceer ad|Lsted accordingly (see note £)

The prof' for the year attributztle to ordinary sharenclders’ equity dealt with in the a
million). The notes an pages 178 to 219 form part of these financial statemants.

The financial szatemants on pages 170 to 219 were approved by the Beard of Directars anc author sed for ssue on 31 May 2023 and were sigrad on

its behalf by
Susan Davy

-~ =
Crisf Executive Officer
Penno~ Group ple

Registerec Office Peninsula House, Rydan Lzne, Exeter. Devor, England EX2 7HR. Registered in England Numbe- 2366640,
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Statements of changes in equity

At 31 March 2023

Capial
Shaws redempninn [N
capital ; suntroking Tzmal
(note A3 Interasls 2 LTy
£ m im £ e
Group
AL 31 Mareh 2021 118 2321 1242 24368 0N 29848
Profit for the year - ~ - 154 02 155
Other comprehenarve profit for the yaar - ~ - 614 - 614
Tatal comprehensive incams for the year - - - 768 02 70
Transactions with equity shargholders:
Dividends paid - - - (15803) - 15903)
Shares purchased for cancellatian {ncluding related expenses) - - - [s1] - 2007)
Shares cancelled (rate 33) {108) - 105 - - -
Adjustment in respect of share-based payments
{net of tax) - - - 27 - 272
Own shares acquired by the Pennon Employea Share Trustin
respect of shae options granted - - - 2) - [q)3)]
Proceeds from srares issued under the Sharesave Scheme 04 34 - - - 38
Total transactiors with equity sharehalders aom 34 105 7900 - 17872
At 31 March 2022 1617 230h5% 1547 7220 01 12746
Profit for the year - - - o1 03 g4
Other comprehensive loss for the year - - - (74) - (74
Total comprehensive {oss)/inco~e for the year - - - 3 03 g2
Transactions with equity shareholders.
Dividends paid - - - Qo1& - (me)
Shares purchased for cancellaiion {ncluding related expenses) - - - 400) 400
Snares cancelied (note 33) (245 - 24 - - -
Adiustment Ir respect of share-based payrents
{net of tax) - - - 19 - 1.9
Own shares acquired by the Pennon Employes Share Trust .n
respact of share options granted - - - [GI9)] - 500
Proceeds from shares ssued under the Sharesave Scheme 02 21 - - - 23
Total transactions with equity shareholders 25 21 24 Q4L7) - (1424)
At 31 March 2023 1595 2376 1571 570.6 0.4 1,125.2
The nates on pagas 176 to 218 form part of these financial statements.
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Financial Statements continued

Statements of changes in equity (continued)

For the year enced 31 March 2023

Reta nad
Sharz Cagal wdtIngs
Sinare remum rezarnl or snd othar
czpital accoLrt resene: reietyas Total
{note 33) inoa Ju) s {nate 36] ety
fre £ £m -
Company
At 31 March 2021 e 2321 1442 24108 295839
Profit for the year (note 10) - - - 745 745
Other comprehensve loss “or the year - - - 25 25
Total comprefensive ncome for the yea- - - - 720 720
Transactions with equity sharehalders: .
Divigends paid - - - (1,580.3) (15803)
Snares purchased for cancellation (ncluding related expenses) - - - 207 (207
Shares cancelled (rote 33) a0s) ~ 105 - -
Adjustment in respect of share-based payments {net of tax) - - - 09 08
Charge n respect of share options vesting - - - o8 (26,
Proceeds from shares ssuec under the Sharosave Scheme 04 34 - - 38
Totzl transacliors with equity sharehaolders (101 34 105 (17937} /398
At 31 March 2022 6.7 2335 1547 6841 12410
Profit for the year (note 13) - - - 84 B4
Other comprehensive loss for the year - - - 81 B
Total comprehensive incorre for the year - - - 23 23
Transactons with equity shareholders
Dividends paid - - - {100.6) (101.8)
Shares ourchased for cancellation {rcluding related expenges) - - - (4000 {4000
Sharas cancelled (note 33) (243 - 24 - -
Adjustment in respect of share-based payments (net of taxd - - - 1.3 13
Charge in respect of share options vestng - - - 54) (34)
Proceeds from shares issLed under the Sharesave Sehetre 0z 21 - - 23
Total transactions with equ ty shargholders 22> 21 24 (1457} (1434)
At 31March 2023 158.5 2316 1571 545.7 1,099.9

The nutes on pages 175 to 219 farm part of these finanaal statements
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a ¢
Cash flow statements
@
For the yvear ended 31 March 2023 z
Gran Corpany -§
2023 057 2023 232z =3
Notes Em fn Em m
Cash flows from operating activities g
Cash generatecfoutflow) from aparations 37 7 33472 (38.9) (29 5
Interest paid 37 ase.n 746 an @0 3
Tax (paid)freceived 1.4) 73 0.6 (Vs ®
et cash generated/Coutfiow) from operating activitias 152.6 2523 (46.0) (4271) §
Cash flows from investing activities 2
Interest receved 49 26 6.1 22 E
Dividerds received - - 15.7 1096 -
Maovement of restrictec depasits 1461 891 - - g
Purchase of oroperty, plant and equipment (326.6) (2258) - - 7
Acquisition of subsidiaries including acquisition costs net of cash acquired 20,43 - 4212y - (434.0) Q
Proceeds on disposal of subsidianes, net of cash disposed at Group level E
and transaetion costs - 92 - 22 £
Purchase of ntangible assets (4.6) (34 - - §
Proceeds fram sale of property, plant and equipment 0.7 14 - - %.
Investment in subsidiary undertakings 20 - - - 4500 2
Net cash (used in)/received from investing activities (179.5) (547D 28 {3580
Cash flows from financing activities
Proceeds from issuance of orcinary shares 23 38 23 37
Purchase o crdinary shares by the Penncn Employee Share Trust 5.0} [0 (5.4) -
Procesds ‘rom new borrowing 2330 810 - -
Repaymen; of berrowings {210.3) (494) [& < p) 05
Casn inflows from lease financing arrangements 402 150 - -
Lease principal repayments (ncluding net recoveradle VAT paid / reccvered) (99.2) (2589 - -
Dividends paid 101.6) (15803 ao.e (15903)
Repurchase of own shares and associated fees {4£0.0) 201N 40.0) (2017
Net cast used in financing actiities (180.6) [@Jeriin) a78.4) (17888)
Net (decrease)/ increase in cash and cash equivalents {207.5) 23173 202.6) (21889
Cash end cash equivalents at beginning of the year 25 512 26685 306.7 24068
Cash and cash equivalents at end of the year 25 1437 32 1041 3067

Ihe notes on pages 176 ta 219 form part of these financial statements.
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Notes to the Financial Statements

Notes to the Financial Statements

1. General information

Pennon Group plc is 8 company registered in the United Kingdom under
the Companies Act 2006. The address of the registered office is given
an page 227 Pennon Group’s business is operated through twao principal
subsidiaries South Wast Water Limited, providing water and wastewater
sarvices 1n Devon, Cornwall and par:s of Dorset and Scmerset and water
oniy services in parts of Carsst, Hampshirg, Wiltshire and Bristel
Follawing the statuta-y licence trans‘er fro~ Bristol Water plc <o South
West Water Limited on 1 =etirLary 2023 the regulzted water business af
Bristol Water ple tra~sferred to South Wast Water Limized. Pennon
Group is the majority sharetolder of Pennon Water Services Limited, 8
company previding water and wastewstar retail services to non-
nousehold customer accounts across Great Britain, Bristol Water
Holdings UK Limited owns a 30% share in Water 2 Business Limizad, 5
.oinz venture with Wessex Water, operating in the same sector as
Pennon Water Services Limited.

2, Principal accounting policies

The principal accounting policies adopted in the praparation of these
financial statements are set aut below. These policies have been
consistently applied to the years presentad.

(a) Basis of preparation

These financial statements have been prenared on tne historical cost
accounting basis (except for fa r value items, principally acquisitions.
transfers of assets from customers and certain “inar cial Instruments as
descnbed in accaunting policy notes (b, (u) and (n> respectively) and in
sccordance with UK-adopted international accounting standards and, as
regards the oarent company financ al statements. as agplied In
acco-dance with the pravsions of the Companies Act 2006 The
Company has taken advantage of section 408 of the Cempanies Act
2006 not to present the paren: company profit and loss accaunt “hese
financial statements are presentead in pounds sterling 2nd all valuss
rounded to the nearest one-hundred thousand pcunds, except when
otherwise indicated,

A summary af the principal accounting polic’es is set out below,
together with an explanation where changes have been made to
previaLs pohcies on the adoption of new accounting standards and
interpretat ons in the yea~.

The going concern basis Fas been adopted in preparing these financ sl
statements. At 31 March 2023 the Group has sccess to urdrawn
committed funds and cash and cash depasits totalling £420 millian
including cash and other shor-term deposits of £1685 millio~ and £255
million of undrawn facilities. Cash anc other shont-term deposits incluce
£22 million of restricted funds depested with lessors which are available
for access. subject to being replacec by an equivalent valued security

[~ making thetr assessment, the Directors reviewed the principal risks
and considered which risks might threaten the Group's going conzern
status. to ¢o this the Group's business plan has been stress-tested
Whilst tne Group's risk manage ent processes seek "o mitigate the
impact of principal risks as set ous on pages 52 to 62, individual
sensitivitias aganst these risks have been identified ~hese sensizivties.
wnich are 2s2-ibad a value witk referance to risk waighting, factor ngin
the likelihood of occurrence and firancial impact, wers applied to the
baselina financtal farecast which uses the Group's an~ual budget for FY
2023424 and longer-term strategic Dusinress plan for t~2 remrainder of
the going concern period to 30 June 2024 The forecast includes our
new sy-dicated £300 rillion private placement. During t~e year we also
agreed updatad covenant terms on the mayority of our facitities and the
Diractors arg confident that the covenant update process for tie
remaining small number of lenders will be concluded sst'sfactorily in the
vary near term. For fac lities where cranges to covenart terms are not
finalised at the date of approval of the financial statements, we havs
maodelleg the impact on the Grouo's solvency, using existing terms.
under a strass-tested scenaio, a~d corcluded this dees not
cocmpromise the gz ng concern of t~e Group cver the assessment
penoc. The risks and sensitivitias iInciude consideration of, legislativa
Impacts s.ch as change in gover~ment pal.cy and nen-compliance with

laws and regulatiars. macro-economic impacts sucn as inflation and
interast rate increases, and aperaticnal iImpacts such as ensurning
adequate water resources and failure of operational assets. A corb ned
stress testing scenario has been performed to assess the cverall impact
of these indiidual scenarios impacting the Group collectively "he
combined weighted impact of the risks occurring is ¢.£120m, this value 1s
considered eguivaient 1o an extreme one-off event that could occur
within a year, the probability of such an event happening ‘s deemad
unilikely. Through this testirg, 1t has been determined that none of the
indwidual prinrcipal nsks wolld inisolation, or in aggregate, compromise
the going concern of the Group cver the go'rg concern penicd, tre
assessment has been considered 2y reviewing the Impact on the
salvency aosition as well as debt and interest covenants. In the
cambined scanario 1o ensure tnat the Group was able to continue as a
gaing concern, additional mitigations could be deployed to reduce
gearing and ircrease covenant headroor. Examples of mitigations could
include; reduction r discretionary operat onal expenditure, deferral of
capital expenditure and f or cancellatian of non-essential capital
expenditure, reduction in the ameunt of dividend payable, and raising
additional funding

In addition, we have modelied a reverse engineered scenario that could
nassibly compromise t1e Group’s solvency aver the going concern
assessment period This scenara tulds on the factors above and
additionally sssumes all the Group's princioal risks are incurred w thin
the going concern aeriad, with no probatility weightings attzched. The
Board considerad the likelinood of this scenario on the Group's solvency
over the going concern periog, 8s remote, given this would require all of
the principal risks to be incLrred at maximurm impact within the same
tirne frame, without implementing controllabie mitigations, as ncted
above, or raising additional funding.

Having considered the Group’s funzing position and financial
projactions, which take into account a range of possible Impacts. as
described in thig report, the Directars Fave 2 reasonable expactation
that that the Grouo will meet the requiremnents of its covenants and has
gdequate resources to continue in operational existence for the penod
to at least the end of the go.ng concern assessmert period of 30 June
2024, and t1ar there a7 no matenal uncertainties to aisclose. For this
reason, they continue to adopt the gorrg concern basis in preparing the
financial statements.

In preparing the financial state~ants management has considered the
impact of climaze change, taking Into accou~t the relevant disclosures in
the Strategic Report, including those made in accordance with the
recommendazions of the Taskforce ar Climate-relazed Finanzial
Disclosure. The excected environmental impact of climate change on
the water business has been modelled ~oting that the physical nsks are
incraasing It is likely that the Group will need to invest to protect certain
assets such as sewage works and pumping stations agains: sea level
inundation and these considerations form part of the pfanming process
far new capital expenditure Longer term investment, outlined in the
strategic plans, will be ~eeded to manage future risks. To achiave this,
combined regulatory and goveriment suppert within their policy
framewaerxs will be essential. Wh st it 1s estimated acditions| sperd wil
be required to manage future r sks, the current available information and
assassmant did not identify any -isks that would ~equire the useiut
econamic ives of assets to be reduced in the year or identify the need
for imsairment that woul? -mpact t~e carrying values of such assets or
hawve any othar irmpact on tha financial stazerants The impact
assessmeants will be canti~ususly updates to reflect the latest available
information an the impact of cima“e change

New §7angarcs or Interpretat ans which were mandatory for t~e firs:
time in the year beginn ng ~ April 2022 did not have a material impact on
the ne: assets or ~esults of the Srouz and the parent comeany

Mew siancarcs or interpretat ons cue to be adaprec fom 1 April 2023
are not expacted 1o have 3 material impact on the Group's and the
parent Company's net assets ar 'esJlis Existing borrowing covenants
are not impacted by changes in accounting standards
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2. Principal accounting pelicies continucd

{b) Basis of consolidation

The Group financ.al staterments include the results of Pennon Group plo
and 1ts subsidiaries and jo.nt ventures

The results of suosidiaries and oint ventures are included from the date
of acquisiticn or Incorporation and excludad from the date of disposal.
The results of subsidiaries are consolidated where the Group 1s exposed
to, or has rights to, variable returns from its invclvement with the entity
and has the ability to af‘ect those returns through its power over the
entity. ~he results of joint ventures are accounted for an an aquity bas's.

intra-group trading, loan balances and transactions ara elimnated
an consalidation.

The acquisition mathod of accounting is used to account for the
purchase of subsidiaries The excess cf the value transferred to the
seller in return for control of the acquired business, togather with the fair
value of any arevicusly held equity interest in that business over the
Graup's share of the fai- value of the identifiable net asseats. is recorded
as goodwill.

(c) Revenue recognition

Group revenue is recognised following delivery of performance
obligations and an assessment of when control ovar the product or
service 1s transferrec to the customer. RevenLe 1s only recognised when
coilection of consideration 1s highly probable

Revenue is recognisad either when the parformance abligation in the
contract has been performed (pontin time recognition) or ‘over time’ as
the performance obligatiors to the customer are satisfied. For each
obhigation satisfled over time, the Group applies a revence recognition
method that accu-ately reflects performance in transferr'ng contral of the
services to the customer,

wWhere a contract with a customer includes more than one perfarmance
abligation, revenue is allocated to eacn obligation in proportion to s fair
value assessment of the total contract sales value split across the
sarvices provided.

At the inception ¢f a cont-act the total transaction price 1s cstimated,
being the farr value to which the Group expects to be enutled under the
sontract, rcluding any vanable consideration. Variable consideration is
tased on the most likely outcame of the perfarmance obligations.
Revenue excludes val le added tax, trade discounts and revenus arsing
fram transzctions between Group companies

Water {domestic and non-household retail

For most of the services provided ta domestic customers, contract
terms are implied through statute and regulation in the absence of
formal, written contracts. South West Water and Bristol Water have a
duty under legislation to provide domest'¢ customers with services
regardless of payment ang is not permitted to disconnect domestic
cLstomers for non-paymeant of bills Charges are set via the 2enodic
review price-setting process, regulated by Ofwat.

11 respect of ongoing, continuous services to customers, such as the
provision of drinking water and wastewater services, revenus 15
recognised over time,

Customers witr an urmeasured supply ara billed at the start af the yea-
for the full amaun of the annual charge but typically take advartage of
a choiee of payment arrangements to pay by regular instalments, The
performance obligation has been assessed as standing ready to provide
wate” and sewerage services when required by our customers, and
accordingly -evenue is recognised under IFRS 15 as the stand-ready
obligation is fulfilled aver time.

Customers with a metered supaly are sent up to faur bills per year, based
eitner on actual meter readings or estimated usage For these customers,
revenue ircludes an estimstion of the amount of unbilled usage at the
penod end Payment options for domestic customers include an annual
meter payment plan where sustomars agree to pay a f.xed amount oer
manth which is adjusted ta reflect actual consumpzion ar the end of

the year. Revenue is recognisec as water is supplied, based on astimata
usage for unbillec elemerts.

A range of regulated services 15 offored to property dovelopers and owners
who require connection to the water and sawerage networks ar need the
networks to ba extenced ar alzered. Typically, these cLstomers pay an
estimate of the charges in advance as a deoasit, which 1s rreated as a
cantract habilty ang are billed or refurded the difference between the
estimate and aciual costs an completion of the work

The prirciple compaonents of these contributions are as follows:

iy Whare the performance obligation relates solely to s connection ta tne
network. revenue is recognisad at the point of connection when the
customner 1s deemed to obtain control,

IuuewIaA0D  Wodey ajfalensg

i) Where assets are constructed or provided by the Group or assets
transferred to the Group, it is considered thal there is an explicr: o
imalied performance obligat on to orovide an ongoing water and/or
wastewater service, with the result that revenue is recognisad over a
time na longer than the economic life of assets provided by or
transferred to the Group.

Pennon Water Services provides specialist retall water and wastewater
services to business customers. It raises bills and recognises revende
in accordance with its contracts with customers and in ine with the
limits established far the non-household pericdic price-setting process
where applicable,

Contract assets and liabilities

A trace recesvable 18 recognised when the Group has an unconditional
right ta recerve consideration in exchange for performance obligations
already fulfilled. A contract asset s recagnised when the Group has
fulfilled some of its perfermance obhgations but has nor yet obianed an
unconditicnal right to receive consideration. The amaunts for cortract
assets, when applicable. are disclosed within note 19 (Othar non-current
assets) and note 22 (Trade and other receivables) as aporopriate. A
contract hability is recognised whan consideration is received in advance
of the Greup performing its perfarmance obligations ta customers,
including, when appropriate, transfers of assets from custemers {per
paragraph (U below) The value of contract liabilities 1s disclosed

within note 26 (Trade and other payables) and note 29 (Other non-
currant habilmes) ss appropriste

UORBUIOUI JOYIO  S)LBLIGIEYS [RloUBLIY

{(d) Segmental reporting

Each of the Group's business segments provides services whicl are
subject to risks and returns which are different from thase of the other
business segments. The Group's internal organisation and management
structura and its system of interral finangial repa-ting are based
primarily on business segments.

The Group s organised into two operating segments. The water segmant
comprses the regulated water and wastewater services undertaken Dy
South West Water. The non-househald retail business reflects the services
provided by Pennon Water Services. Other segments, including Penran
Group ple. are not reportable segments as they are nat reported to Chief
Lecrs on makers, Seg—ental revenue and results includs transactions
between businesses. Inter-segmental transactions are eliminated on
consolidation.

(e) Goodwill

Goocwill arising on consolidaticn fram the scquisition of subsidiary
undertakings represents tha axcess of the purchase consideration
over tne fair value of nat assets acquirad, less any subseguent
imaalrment charges.

Goodwil s recognised as an asset and reviewed for impairment &t least
annually. Any impairment s recogrised immadiately in the incor-e
statement and is not subsequently reversed. For the purpose of
impairment testing, goodwill acquirec 1n 3 business combination is
allocated to each of the cash gencrating urts (CGUS) or group of CGUSs,
that 1s expected to benefit from the synergies of the combination. Eacn
unit or group of unizs to whick goodwill is allocated represents the lowest
level wizhin the entity a® which the goodwill is monitored for internal
reporting purposes Goodwll is allecated and manitared at the
reportable operating segment level. Further datails are contained in
accounting palcy (D

When a subsidiary undertaking 1s sold, the profit or loss on disposal is
determined after including the attritutable amount of goodwill.
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Notes to the Financial Statements continued

2, Principal accounting policies continued

{f) Otherintangible assets

Other intangible assets include assets acquired in business combination
and are capitalised at fair value at the date of acguistion Foliowing
imtial recognrion, frite life intangible assets are amortised on a straght-
line basis over their estimated useful lives, with the expanse charged 1@
the income statement through operat'rg costs.

{g) Property, plant and equipment

i) Infrastructure assets (being water mains and sewers,
impounding and pumped raw water starage reservoirs, dams,
pipelines and sea outfalls)

Infrastructure assets were included at fair value on transition to IFRS,
and suosequent additions are recoraed at cost less accumulated
depreciation ana impair ~ent charges. Expenciture to increase capacity
or enhance nfrastructure assets 15 capitalised where it can be reliably
measured, and it is probable that incremental future economic benefits
will flow to the Group. The cost of day to day servicing of infrastructure
components is recognised in the INncome statement as it anses.

Infrastracture assets are depreciatec everly over tnoir useful cconom g
lives, and are principally

Dams and impounding reservolrs 00 to 200 years
Water mains 60 to 180 years
Sewers 7510 150 years

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

i) Other assets (being property, overground plant and
equipment)

Other assets ara included at cost less accumulated cepreciation
Freehold land 1s not depreciated. Other assets are depreciated evenly to
ther residual value over the r estimated economic lives, and are
principally

Land and buildings - frechold 10 10 80 years

buildings

Land and buildings - leasehold Over the estimated eccromic lves

buildings or the lease period, whichever is the
sharter

Operational properties 15to 100 years

Fixed plant 10 to 30 years

Vehicles, mobile plant and

computers 4 tn 20 years

Assets in the course of construction are not depraciated unti
commissioned.

The cost of assets includes directly attnbutable labour and overhead
costs which are incremental to the Growp. Borrowing costs directly
att-ibutable to the construction of 3 qualifying asset (ar. asset
necessanly raking a substa~t 3l period of time to be presared for ts
incerded use) are capitalised as part of the asset. Assets transferred
frem customers are recagrised at fair value as set outin accounting
policy {u)

The assats residual valLes and useful [ ves are reviewed annually
Gains and lnsses on digposal are determined by comparing sale
proceeds wth casrying amounts. These are included " the incamre
stateent

(h) Leased assets

All a-e accounted for by recegnising a ight-of-use asset and a lease
hability excest for

= _owwvalue assets and

» _eases win 3 darstion of 12 mo~ths or iess

Cantracts are initislly measured at the present value of cortractual
payrments due ta the lessor over the lease term, with the discount rate
deterrined by referonce to the rate inheren: in the lsase urless this is
not readlly determinable, in which case the Group's incremental
barrowing rate on commencement of the lease is used After initial
measurement, lease payments are allocated between the liabiliy and
fnance cost. The finance cost 1s charged to proft and loss over the
lease penod to produce a constant periadic rate of Interest on the
remai~ing balznce of the | ability for each period. The interest element of
cash payments in respect of these feases s included within interest
payments in determining net cash generated from ooerating activities,
The capital element of the cash payment 1s included w'thin cash flows
from financing activities. Right-of-use assets are amartised on a straight-
line basis over the remaining term of the lease o~ the remaining
economic life of the asset if snorter. When the Group revisits its estimate
of lease term (hecause, for example, It reassesses an extension apticn),
it adjJsts the carrying arount of the lease liability to reflect the
payments to make over the revised term. which 5 discounted at the
same discount rate that apolied on lease commencement. In these
circLmstances an equivalent adjustment 1s made to the carrying value of
the nght-of-use asset, with tre revised carrying amount be'ng a~ortised
over the remaining (revised) lease term,

Assets are ncluded as property, plant and equiprment &s right-of-use
assets at the cresent value of the ~inimum lease payments and are
depreciated over their estimated economic lives or the finance lease
perind, whichever 1s the shorter. The correspending hability is recorded
as horrowings. The interest element of the rental costs 1s charged
against profits using the actuarial method aver the period of the lease.

The Group regularly uses sale and leaseback transactions to finarce its
capital programme. A sale ard leaseback transaction is whe-e the Group
sells an asser and immediately reacquires the use of the asset by
entering into a lease with the buyer Each transaction is assessed as to
whether it meets the criteria within IFRS ~5 ‘Revenue from contracts with
customers ‘or a sale to have occurred If the sale crimenia are met a lease
liability 1s recognised, the associated proderty, plant and equaipment
asset is derecognised. and a right-of-use asset 15 recognised at the
proport on of the carrying value relating to the right retained. Any gain
or loss ansing relazes to the ngnts transferred to the buyer If the critena
for g sale under IFRS 15 have not been met the asset 15 not
derecognised and no sale 1s recorded.

(i) Impairment of non-financial assets

Assets witn an indefinite useful life are nat subject to amartisation and
are tested annually for impairment, or whenever events or changes in
circumstance indicate that the carrying amount may nct be recoveraole,

Assets subject to amartisation or depreciation are tested for impairmsn:
whengver events or changes in circumstances indicata that t-g carrying
amount may not be racoverable.

Animpairment loss s recogmised for the emaunt by wh ch an asset's
carrying amount exceeds Its racovarable amsant The recoverable
amaunt is the higher of an asset's fa r value less costs to sell. and value-
In-use. For the purposes of assessing impairment, assets are grouped at
the lowest levels “or which there are separately identifiable cash flows
{CGlUs) Value-in-use represe~ts the present value of projected future
cash flows axpacted to be dernved from 2 CGU, d'scountec using a pre-
tax discount rate wrich reflects an assessment of the market cost of
capral of the CEU Impairmerts are chargea to the income statement in
the year in which they anse

Naon-financial aseets other than goodwll thet have been impaired are
revigwed for possible reversal of the impairmert at each reporting date

Wrare a previously mpairec asset or ZGU's recoverable amodntis i
excess of its carryirg armount, previous impairments are reversed to the
carrying value that would have expected to be recogrisad hac the

ong ~al mparrmen: 1ot occurrad.
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2. Principal accounting policies continued

(i) Parent company: Investment in subsidiary undertakings

Investments in subsidiary undertakings are init ally recorded at cost,
being the fair value of the consideration paid. Subsequently Investments
are reviewed far impairment on an indwidual basis annually or if events
o changes in circumstancas indicate that the carrying valLe may not be
fully recoverable

tk) Investment in associated companies

Associated companries are entities over which the Group exercises joint
control Investmants in associated companies are accounted for using
tha equity method of accounting. Any excess of the cost of acquis tion
over the Group's share of the fa'r values of the identif zble net assets of
the associated company at the date of acquisition is recognised as
goodwill ard 15 included in the carrying value of tha investment in the
associated company.

The carrying value of tne Group's investmeant 1s adjusted for the Croup's
share of post-acquisiticn profits or losses recognised in the ircome
staterment and statement of comprehensive incama. Losses of an
associated company in excess of the Group's interest are not recognisad
unless the Group has a legal or constructive obligation ta fund those
losses.

() Inventories

Inventories are stated at the lower of cost and net reslisable value. The
cost of finished goods ard work In progress incldes raw matenals and
the cost of bringing stocks to their present location and condition. |2
excludes borrowing costs Net realisable value is the estimated selling
price less cost to sell The costs of items of invertory are ceterminad
using weighted average costs.

{m) Cash and cash deposits

Cash and cash deposits comprise cash in hand and short-term deposits
held st banks. 3ank overdrafts are offset aganst cash balances where
there is & legally enforceable right to cffset and there is an 'tention to
settle the balances on a net basis Otherwise, overdrafts are included
within cJrrent borrowings.

{n) Financial instruments

Financial irstruments are recognised and measured in accordance with
IFRS 9. The Group classifies its financial instruments n the following
cateqories:

i) Debtinstruments at amertised cost

Allloans and harrowings are initially recognised at fair value, net of
transact on costs incurred. Following initial recognition. interest-bearing
loans and borrowings are subsequently stated at amartised cost using
the effective interest method Gaing and losses are recognised in the
ricome statement when instrumants are derecognised or impairad.
Premia, discounts and other costs and fees are recognised i the income
statement through amartisation.

Sorrowings are classified as currert liabilities unless the Group has an
unconditional right ta defer settlement of the liability for at lesst 12
months after the balance sheet date

i) Trade receivables

Trade receivables do not carty any interest receivable and are
recagnised intially at fair value a1d subsequently at amortised cost
using tne effective interest method, less prowsion for expected credit
losses (ECLs). In accordance with IFRS 9, each Group entity performs an
impairment analysis at each reporting date to messure the ECLs Each
entity does rot track changes in credit risk but instead recegnises 3 10ss
allowance based on lifetime ECLs at each reporting date. Each
subsidiary has astablished a provis'sr matrix that is based on s
historical credit loss experience, adjusted for forward-looking factars
specific to the receivablas and the economic envirgiment

ii) Trade payables

Trade payables ara not interest-bearing and are recogmised in tially at
fair value and subsequently measured at amartised cost using the
effective interest method.

iv) Derivative financial instruments and hedging activities

The Group uses cerivative financial instruments, principally Interest rate
swaps, cross-currency interest rate swaps and inflation swaps to hedge
risks associated with irterest rate and exchange rate fluctuations
Derivative instruments are initially recognisec at fair value cn the date
the dervative contrast is entered inte and subsequently remeasured at
fair value for the reported balance sheet,

The Group designates certain hedging dervatives as eithes:

» Ahedge of a highly probable forecast transaction or change in the
cash flows of a recognised asset or liability (a cash flow hedge), ar
» Ahedge of the exposurs to change in the fair value of & recognisad
asset or liabiiity (a fair value hedge.
The gain or loss on remeasurerent 1 recognised In the income
statement except for cash flow hadges which maet the conditions for
hedge accounting, when the portion of the gain ar loss on the hedg ng
instrument which is determined to be an effeciive hedge is recogmised
directly in equity. and the ineffective portion in the iIncome statement
The gains or losses deferred in aquity In this way are suasequently
recognised in the income staternent in the sa—e penod in whic Lhe
hedged uncerlying transaction or fir~ cemmitment 1s recognised in the
ncomea statement,

In arder to qualify for hedge accounting, the GroJp is reguired to
document in advangs the relationship betwaen the item be ng hedged
and the hedging instrument. The Group 18 also required to document
and demonstrata an assessment cf the relationship between the hedged
item znd the hedging instrument which shows that the hedge will be
highly effective on an ongoing basis ™ his effectiveness testing is
reparformed at the enc of each reporting period to ensure that the
hadge ramains highly effactive,

The full fair value of a hedging derivative 1S apportioned on a straight-
line basis between nan-current and current assets and liabilities based
on the remaining maturity of the hedging derivative,

Denvative financizl instruments deemed neld for trading, which are
net subject to hedge accounting, are classified as a current asset of
liability with any change 11 fair value recognised immediately in the
income statement

The G-oup uses cross-currency swaps for some of its foreign carrency
denominated private placement norrowings The swaps either have the
effec: of () converting variable ate foreign currency borrowings into
fixed rate sterling oorrowings, (i) converting fixed rate foreign currency
borrowings ‘nto fixad rate sterling borrowings, or (i converting fixed
rate foraign currency barrowings into floating rate sterling borrowings.

v) Financial instruments at fair value through profit

Financ al instruments at fa r value through profit ~eflect the fair valae
mave~ent of the haedged risk on a hedged item through a fair value
hedging relationship The farr vaiues of these financial instruments sre
iritially racogrised on the date the Fedging relationship 1s entered inte
and thereafter remeasurad at each subsequent balance sheet date. The
gain or lass on remeasurement for the pericd is recognised in the
income statement.

vi) Receivables due from subsidiary undertakings

Amounts owed by subsidiaries are classified ard recorded at amoartised

cost and reduced by allowances for ECLs Estimated future credit losses
are first recorded on ‘nitial recognition of a receivable and are based on

estimated arobability of default. Individual balances are writzen off when
management deems them nat to be collectible.
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Notes to the Financial Statements continyed

2. Principal accounting policies continued

(o) Taxation including deferred tax

The tax cha-ge for the year comprises current and deferred tax Taxis
recognised in the Income statement, except to the extant that it relates
to items recagn sed in the statement of comprehensive income or
directly in aquity In this case the ax is also recognised in the statement
of comprehensive incame or diractly in equity as appropriate,

Current tax s calculated on the basis of tax laws enacted or
substantively enacted at the balarce sheet date. Managesment
periodically evaluates tax items subject ta interpretation and establishes
provisions on individual tax items, where 17 the L.dgement of
management, te pasition is uncertain The Group includes a numper of
corpanies, including the parent company, which are part of a tax group
for cerzaln aspects of the tax legislation One of these aspects relates to
qroup relie’ whereby current tax lishilities can be offset by current tax
Iosses arising In other companies within the same tax group Payments
far group relief arc included within tne current tax disclosures

Deferred tax 15 previded n full on temoerary differences between the
carrying amount of assets and liabilities in the financial statements and
the tax hase, except where thay arise fror initial recognrtion of an asset
or liability in a transaction, ather than a business corrbination, that at the
time of the transaction affects neither accounting ~ar taxable profit or
loss. Deforred tax assets arg recognised only to the extent that itis
probable that future taxable profits will be available against which the
assets can be realised. Deferred tax is determined using the tax rates
enactad or substantively enacted at the balance sheet date, and
expected to apply when the deferrea tax | ability 1 settled or the
deferred tax agse: is realised.

(p) Provisions

Frovisians are made where thore 1s a present logal or canstrictive
obligation as a result of a past event and 15 probable that there will be
an outflow of economic benefits 1o settle this obligation and a reliabie
esti~ate of this amount can be ~ade Where the effect of the time value
of maney 1s matenal the current amount of 3 provision 1s the prasent
value of tne expenditures expected ta be "equired to setile obligations.
The unwincing of the disco.nt to present value is included as not.cnal
irterest within firznce costs

(q) Share capital and treasury shares
Qrdinary shares ara classified as equity.

Where the Company purchases the Company's equity share capital
ftreasury shares) the consideration paid, including ary directly
attributable costs, is deducted fram aqu ty until the shares are cancelled
ar reissued. Wherea such shares are subsequently reissues, any
consideration rece ved. net of any diractly attnbutabls transaction costs
15 includad in equity.

The Group balarce sheet includes the shares held by the Pen-on Graup
plc Emzloyze Benefit Trust, relat rg to employse sharg-basec payents,
wrich have not vestad 2t the balance sheet date These are shown 35 3
deduction fram shareholders” equrty until such time as they vest.

Share buy-back scheme and tender offer

Shares porc~zsed for cancellation are deducted from retained earnings
at the total considerat o caid or payahle, rcluding any related
cxcenses Whers the Group has an irrevocable commitmert (e purch 2se
shzres for canceliation 31 the balance sheet date, & hatility 13 ~ecognised
in cther creditors based on the share arice at the balaice sheet date
and retained earn ngs reduced by the amaunt of he habil —y

Shares purcnasad and Fafd by the Sroup (reasury shares) are deductec
from the treasury reseve 3t the 1otal consideration pad or payatble On
cancellation ¢f treasury shares, the cost 1s transferred f-am the treasu-y
ragerve ta retained edrnings.

Wwhen treasury §1ares argssued a: below cost. an amount epresenting
1~ differance between the cost of those shares and 1ssue procesds s
transferrad to retzined ear~ings. Mo gain o+ loss 1s recognised in <he
corsolcated income stgie~ent on the purc-asa. sale, issug o”
cancellation of the Group’s own equity instruments,

{r) Dividend distributions

Diwidend distributions are recognised as a liability in the fnancial
statemnents in the penod in which the dividends are approved by
the Company's shareholders. Interim dividends are recognised when
paid, final dividends waen approved by sharcholders at the Annual
General Meeting

{s) Employee benefits

i} Retirement benefit obligations
The Group operates defined bencfit and defined contribution
persion schemes

Defined benefit pension schemes

The habllity recognisec in the talance sheet in respect of defined benefit
pensicn plans is the present value of the defined banesit obligation at
the end of the year less the fair val.e of plan assets. If the value of 3
plan's assets exceeds the present value of its obligations, the resulting
surplus 1s only recagnised if the Group has an unconditional right to

that surplus.

The defined benefit obligation is calculated by independent actuaries
whao advise on the salection of Directars’ best estimates of assumptions,
using the projected unit credit method  [he present value of the defined
benefit obl gation is determinec by discounting he estimated future
cash outflows using interest rates of high-qualty corporate bends, and
that have terms te maturity epproximating to the terms of the related
pension obligaticn. The increase in liabilities of the Group’s defined
beneft pension schemes, expected to arise from employes service in the
year, 1s charged against operating profit.

Changes 11 benefits granted by the employer are “ecog-ised
immediately as & past service cost In the incame statement.

Actuarial gains and losses arising “rem experience adj stments and
changes ' actuarial assurrptions are charged or credited to equety in
the statement of comprehensive incoma in the period in which they
arise

Defined contribution scheme

Costs of the defined contnbuton pension scheme are thargeo 1o the
income statement in the year in which they ar'se The Group has no
further payment obligaticrs once the contributions have been paid.

i) Share-based payment

The Group cperates a nu~ber of equity-settled, share-basad payment
plars for employees. The farr value of the employee services required in
exchange for the grant is reccgrised as an expense over the vesting
penod of the grant

Fair values are calculated using an aopropriate pricing model Mor-
market-based vesting conditions are adjusted for assumptiors gs 1o the
number of shares wnich are expected to vest.

(t) Fair values

The ‘air valuz of interest rate. inflation and <ross carrency swaps 1s
based on the market price to transfer the asset ar Lahifity st the baiance
sneet date in an ordinary transact or batween market psrticipants. The
fair values of short-ter depasits, loans anc averdrafis with a —atunty of
less than ane year are assumed to approximate to their book values 11
the case of non-curre~: bank loans and ather loans, tre fair value of
fimancial habilites for gisclosure purposes s estimated by d scounting
the future contractua’ cash flows at the curren: rrarket ntarest rate
available to the Group for similar finarcial ~struments.
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2. Principal accounting policies continuod

{u) Transfers of assets from customers

Where an item of proserty, plant and ecuipment that must be usad to
connect customers to the network 1s received from a customer, ar where
cash is received fram s custamer for the acquisition or construction of
such anitem, that asset is recorded and measured on initial recognition
at its fair value. The credit created by the recognition of the asset is
recognised as & contract haaility on the balance shaet. The contract
hability reduces, and revenue s “ecognised in the income statement, as
performance abligations are satisfied. The period over which the credit s
recognised depends upon the nature of tha sarvice provided, as
determinad by the agreeament with the customer. Where the service
provided 1s solely 8 connection to the network, the credit 1s recegnised
at the point of connection. If the agreement does nat specify & period,
revenue is reccgnised over a penod no longer than the econgmic life of
the transferred asset used to provide the ongaing service.

The fair value of assets on transfer from customers is delermined using
a cost valuation approach allow'ng for depreciation.

{v) Foreign exchange

Transactions denominated in foreign currercies are translated at the
exchange rate at the date of the transaction Monetary assets and
labilities denominated in a foreign currency are trznslated a: the closing
balance sheet rate. The resulting gain or loss ‘s recognised in the
ingome statement

(w) Non-underlying items

Non-underlying itcms are those that in the Directors’ view should be
separately disclosed by virtue of thair size, nature or incidence 2o enable
a full understanding of the Group's financial performance

(x) Grants and contributions

Gran<s and conldbutions -eceivable in respect of property, plant and
equipment which provide the customer with ongoing access to the
water and sewerage networks, are treated as contract liabilities and
released 1o revenus gvar the econamic life of those elaments of
property, plant and eguipment. Grants and contrioutions receivable in
respect of exoenses chargad against profits In the year have been
included in the nco~e statement.

Government grants are recognised wnere there is reasonable certainty
that the grant will be received and 4l attached conditions wili be
complied with. When the grant relates to an expense item. it 15
recognised on a systematic basis over tne pe-iods that the related costs,
for which 1118 intended to co™~pansate, are expansed. The ingoma from
such grants 1s presented in the firancial statements as a deduction from
the expense ta which it relates.

3. Financial risk management

{a) Financial risk factors

The Group's activities expose it to & variety of financial risks: iquidity
rigk; market risk Grterest rate and foreign currency nisk), credit risk and
nflation risk

The Group’s treasury function seeks to ensure that sufficient funding is
avallable to meet foreseeable needs and to mantain reasonable
headroom for contingencies and manages inflation and interest rate risk.

The principal financial nsks faced by the Groug relate to hguidity,
interest rate and credit coanterparty risk.

These risks and treasury coerations are managed by the Group Chief
Financ al Officar in accordance with policies estatlished by the Board.
Major transactions are indwiduzlly gpproved by the Board Treasury
actwitias are reported to the Board and are subyect to review by internal
audit

Financial instruments are used to raise finance, manage nsk, opt' mise
the use of surplus funds and managae averall interes: rate performance.
The Group does not engage in speculative activity.

i) Liquidity rigk

The Group actively maintains a mixture o long-term angc short-term
committed facilities which are designed to ensure the Group has
sufficient availlable funds for oparations and planned expansions
equivalent to at least one year's “orecast requiremants st all times
Detalls of undrawn committed facilities and short-term fzcllities are
provided in note 28.

Refinancing risk 1s managed under a Group palicy that requires that no
mare than 20% of Group net borrowings should mature in any financial
year.

The Group and watar business have entered into covanants with
lenders. While tarms vary, these typically provide for imits o1 gearing
(primarily based on the water business's regulatory capital value and
unregulated EBITDA) and interest cover. Fxisting covenants are not
impacted by subsequent changes to accounting smandards.
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Notes to the Financial Statements continued

3. Financial risk management continued

(a) Financial risk factors continued

Contractual undiscounted cash flows, inclucing interest payments, at the balance sheet date were:

Due within Dus batwean Dué between Due over
1year 1and 2 years 2 and 5 years 5 years Total
£m £m £m £m £m

Group
31 March 2023
Non-derivative financial liabilities
Borrowings excluding lease hiabilities 92.7 644 3643 1,544.7 2,066.1
Interas: payments on borrowings 86,7 83,0 2083 T68.7 1146.7
Lease habil ties nclucing irterest 70.9 885 2821 1,243.7 1,685.2
Trade and other payables 174.0 - - - 74,0
Derivative contracts
Derivativa contracts - net payrments/{receipts) 0.8) {4.6) (0.6) 0.3 (L]
37 March 2022
Non-derivative financial Kabilities
Borrowings excluding lease liabilities 700 1014 2210 15969 186893
Interest payments on borrowings 568 571 894 4924 6957
Lease liabilities nclucing irterast 1894 464 2277 11577 168212
Trade and other payables 1344 - - - 1344
Derivative contracts
Jervative contracts — net paymentsfreceipts) 36) (65) o)) 22 (2023
Company
31 Mareh 2023
Non-derivative financial liabilities
Barrowings (ncluding intercompany borrowings) 2791 8.8 146.8 - 4348
Intarest paymearts on barrowings 9.6 9.3 6.7 6.0 3.6
Trade and cther payables 36 - - - 3.6
31 March 2022
Non-derivative financial liabilities
Barrowings (ncluding ntercompany borrowings) 328 - 751 T4 4673
Interes: paymeants on borowings 65 66 138 ?5 794
Trade and other payables 57 - - - 57

i) Market risk

The treasury palicy states at least 60% of the Group's debt smould be fixed, this is managed through fixed rate debt anc the use of dervatives 1o
ensure thase lavels are met. Of the Growup's net horrawings & prosartion is RPLindex-lin<ed The aterast rate for index-linked debt s based rmainky
upan an RPI measure, due to currant Ofwat methodology the Group nas considered other irdex linked indices which are also used in datermining the
amount of revenue from custome-s of South West Water, The Group wses a comEtination of fixed rate, index-| nked borrowings and fixed rate interest
swaps as cash flow hedges of future variable interest payments to achieve this policy The notianal principal amaunts of the interest rate swaps are
used to determ rie settlement urder those swaps and are not therefore an exposare for the Group. These instruments are analysed in note 23,

Tne Group has no significant interest-bearing assets _per which the net retarn fluctuates from market risk. Depasit interest receivable is expected
to fluctuate in line w th interest payable on floating rate norrowings. Corsequantly. the Group's income ard cash generated from operations (note 37)
are Independent of changes in market interest rates.

For 2023 i interest rates on variable net borrowings had been on average 1% higher/lower w th all other varables held constant, oost-tax profit for the
year and equty would have incressed/decreased by £68.4 million (2022 post tax prefit for the vear and equity would have increased/cecreased oy £4.3
milhan), for the ecuity sensitivity fair value, with dervative impacts excluded ~his prowvides én indication of the crangss which could be expected and
can be mcltiplied to support sensitivity analysis, the expected volatility is within the range of 0%-2%

For 2023 1f the indices on index-inksd horrowings had been on average % higher/lower with all other vanables helo constant, post-tax profit for the
yaar 8~d equity would have decreased/ ncreased by £38 mill-on (2027 post tax profit for the yaar and equity would nave ncrzased/decreased by £65
million) This provides an indrcation of -he changes which could be expected and can 2e mult clied to support sensitivity analysis, the expected
valatility is within the range of 3%-7%.

Fareign currency risk occurs at transactional and trarslation level from borrowings and transacticns in foreign currencies These risks are managed
through ‘orward contracts, which provide certainty ave’ fereign currency is<

iy Credit rigsk

Credit counte-pa-ty nisk ar ses f-om cash and casn depcsits, derivative financial instruments and exocsure to customers, includ ng outstanding
receivables F_rther n‘armaticn on the credt risk relating te t-ade and otner eceivablas iz givan in note 22.

Counteroarty risk arises o the invest~ent of surcius funds a~d rom the use of derivative finzncial instruments. The Board ~as agreed a policy for
managing such risk wrich s controlled through credit imits, counterparty approvals, and rigorous —onitor'ng pracedures

The Group kas na other significart cancentraticn of credit ns<. Tre Group's su-plus “unds ara rmanaged by ~he Group’s treasury function and a-e
Jsuslly claced ir sno-t-tarm fixed interest Ceposits or the cvarnighs ~oney markess. Deposit coonterpares must meet Board approved minimum
criteria based cn their short-tarm crecit ratings and there‘ore be of good credit qualty
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3. Financial risk management continued
{a) Financial risk factors continued

iv) Inflation risk
Market inflation has caused inflationary pressures across the Group, the Group has incex finked facilities which are pradaminantly Retall Price Index
{RPD linked.

Inflaticn risk arises if the indexes increase meanirg the Group will either be paying or acceting the inflation, this could put pressure on tha gearing cr
‘nterest cover ratiog,

Inflation risk 15 vitigated through the index linked rature of our revenues and RCV calculations

(b) Capital risk management

The Group's objectives when managing capital are to safeguard the G-oup's ability to continue a3 a going concern in orde- to provide returns for
shareholders and benefits for other stakeholders and to maintain an optimal capital structure to ~inimisz the cost of capizal.

The Group’s palicy 's to have a minimum of 12 manths pre-funding of projected capital expenditure. At 31 March 2023 the Group had cash and
facilit'es, includ'ng restricted funds, of £420 mill an (2622 £816 million), meeting this cjective

Ir ardar to maintain or adjust the capital structurg, the Group seeks to mainta'n a balance of returns to shareholders through dividends and an
appropriate captal structure of debt and equity for each basness segment and the Group.

The Group monitors capital on the basis of the gearing ratio This ratio is calculated as net borrowings divided by total capital Net borrowings are
analysed in note 38 and calculated as total borrowings less cash and cash deposits. Totzl capital is calculated as total sharehalders” equity plus net
borrowings. The Group currently manages a net borrowings position of £2.8654 millien (2022 £2,682.9 million),

The gearing ratios at the balance sheet date were:

2023 077

£m I

Net borrowings (rote 38) 2,965.4 28829
Total equity 11252 12766
Total capital 4£,090.6 39595
Gearing ratio 72.6% 57.8%

The water segment is also manitored on the basis of the ratio of its net borrowings to regulatory capital value. Ofwat’s national gearing target for the
K7 (2020-25) regulatory pariod is set at 60%

Soutn West Water®

2023 2027

£m LI

Shadaw Regulatory Copital Value 4159 42360
Mat borrowings 2,865.3 26349.1
Net borrawings/Regulatory Capital Valug 60.8% 623%

‘Net corrawing reflects South West Water Limited's group of companies, with 2022 reanalysed to exclude the impact of intra-group lcans, tc provide
corrparat ¥ performance,

“he Group 1as entered into covenants with lenders and, while terms vary, these typically provide for imits on gearing and interest cover, Tne Group
"as been in compliance with its covenants during the year,

(c} Determination of fair values

The Group uses the following higrarchy fer determinirg the fair value of finangial instruments by valuation technigue:

« Qunted prices {Lnadjusted) in active marksts for identical assets or ligbilitias (evel 1)

« Inputs other than quoted prices included within leval Tthat are observable for the asset or liabulty, aither directly (that is, as prices) or ind ractly
(that is, derived from prices) (level 2)

» Inputs for the asset or liab lity that a-e not based o1 observable markeat data (that is, unabservable Inputs) (level 3)

The Group's fnancial instruments are valuad principally using level 2 measures as snalysed n nate 23,

“he fair value of finanicial ‘nstruments not traded in an active market (for example over-the-counter gervatives) s determined by using valuation
techn'ques. A variety of methods and assumptions are used based ¢n market conditions existing at gach balance sheet date. Quoted market prices
ar dealer quotes for similar instruments are used fer long-term debt Othar teckniques, such as estimated discounted cash flows, are used to
determine fair value for the rema ring financial instruments The fair value of inferest rate swaps 1s calculated as the present value of the estimatad
“Uture cash ‘lows

The carrying values, less expeacted credit losses, of trade recaivablas and payables are assumed to approximate to their “air values.
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Notes to the Financial Statements continued

4. Critical accounting judgements and estimates

The Group's principal sccounting policies are set out in note 2.
Management is required to exercise significant judgemans and make use
of estimates and assumptions in the agplication of these policies
Estimates are basad on factors including historical exparience and
expectations af future evants that managamart hakeve to be
reasonaole However, g'ven the 'udgemental nature of such estimates,
actuat results could e different fiom the assumptions usec

Estimates

Provision for doubtfu! debts

The Group has a matanal level of exposure to collection of trede
recevabias, Provisiong in respect of thase balances are 2alculated with
reference to historical credit loss experience, adjus:es for forward-
loaking factars which by their nature are subject to uncertainty, Analysis
of actuzl recovery compared with provisioning levels have not. to date,
resuttad in material vanances.

Under its regular review procedures at *he balance sheet date, the
Group applies a simplified approach in calculating ECLs for trade
receivahles and contract assets Therefore, the Graup does not track
changes in credit nsk but mstead recognises a lnss allowance based an
tifatime ECLS at each reporting date. Sach subsidiary ras esiablished a
provision matr x that 1s informed by its histonzal credt loss expenence,
adjusted for forward-locking facto’s specific to the recevables and the
economic environment. The Group's palicy is 1o write-off trade
receivables where the expectation of recovery is considered highty
unlikely

The actual level of debt callected rmay differ from the estimated levels
of tecovery. As at 31 March 2023 the Group's current rade recenvatles
were £280.3 millian (2022 £296.2 million). against which £106.5 million
{2022 £100.4 million) had been provider for ECLs {nots 221 Whilst the
provisions are considered to be approprate, changes ir estimation basis
or 1IN econamic conditions coule lead to g change m the level of
provisions recorded and consequently the charge o credit to the
Income Statement.

Retirement benefit obligations

The Group operates defined benefit cension schemes far which
actuanal valuations sre carred out 38 determined by tre trustees at
wntervats of not mare thar three years The mast racent trignnial
valuatian of the main scheme was as at 31 March 2022, the outcome of
whch is summarised innote 20,

The pension cost ard liabilities under 1AS 19 are assessed In accardance
w.th Directors' best estimates using the advice of an independen:
qualfied actuary and assumpticrs in tne latest actuaral valuation. The
assamptions are based on member data supplied to the actuary ard
market obzervat ans forinterest rates and flavon, supplemented by
discussions between the actuary and management. The mortality
assumprion Lses a scheme-specific calculation tased or M 2009
actuarial tables with an allowance far future longevry impravement. The
princ'pal assumpuions uses ta messure schemes habilities, sensitivities
to changes in those assumptions and future fundirg ctligations are set
outin note 30.

Judgements

Non-underlying items

In establisning wh'ch tems are cisclosed separatcly as non-underlying.
ts enable a full understanding of the Graup's fina-zial performance.
t1e Directors axers sg t-ar juogement In assessing the size. ~at.re

o7 incidence of specfic tams. See note § fo” further details,

Goodwill allocation

Geoodwill srising on the acquisition of Bristol Water 1s allocated to the
group of casn-generating .nits that are expected to be~efit fram the
synargies of the combination, the ‘Water CGU' Trie Water CGU
cornpr.ses the regions of South West Water, Bournemaouth Water and
Bristal Water The Water COU operates under gne managament
siructure with functional integration across the ozerating segment
genarating 1~e sy~ergles of the combinat an Tha recaverzble amourt s
the higrer of farr value, less costs ta sell, and value-in-use Vaiue-in-Lse
reprasents the present value of prejectea future cash flows expected to
be derived fro— a CGU, discounted using a pre-tax discount rate which

reflects an assessrrent of tre marcat cost of capital af the CGU
Imzairments are charged to the income statement 1IN the year in which
they anse,

Other estimates

Management assessec and resolved that the level of estimation for
reveue recognition of accrued revenue relating to water and
wastawater should not be considered ¢ritical as the estimates are largely
calculated on a systematic pasis ard have not. to date, resuled ina
material adjustment within the following 12-manth period. However,
management consider the toal level of estimation of accrued revenue
relating to water and wastewater to be matesial and hughlight this as a
material otfer estimate.

The acqguisitian of Bristal Water Iin June 2021 has been accounted for
using the acquisition methad under IFRS 3. The identifiable assets,
liabilities and contingent [iabilities are recognised at their ‘air value at
date of acquisition. The fair value of the net assets identified were
deter—inad with assistance from independent experts using professional
valuation techniques appropriate 1o the individual category of asset or
liability. Calzulating the fair values of net assets, notably the fa r valyes of
property, plant and equipment given the nature of the infrastructure
assets acquired, involves estimation ang consequently the fair value
exercise is recorded as a1 other accounting estimate The depreciation
charge s sensitive to the value of praperty, plant and eguipmant, a
highe or lowar fair value calculazion would lead to 8 change 'n the
denreciation charge in the period following acquisition The operations
of Br stol Water are naw part of South West Water with all activities
operat'Tg in the same ndusiry, therefore identical or s'milar transaciions
within South West Water do not require new significant judgements or
estimates to be made by the Group In early June 2022 the final review
of tax balances was completed, with the rdentification of capital assets
non-quahfying for tax purposes, this has led to an ‘rcrease in the
deferred tax hability with an offsetting increase in the total value of
guoodwill recognisad on acguizition of £5.5 milhon {see note 430,
consequently the balance sheet has been restated retroactively to the
acquisition date

The pronerty, clant and equipment of the Graup relates primardy to
infrastructure asgets (baing water mains and sewars, impourcing ang
numped -aw water storage reservairg, dams, pinalines and ses outfalls)
as well as other assets whicn include fixed plant anc operational
properties, The useful economic lives of these types of asset vary from
10 to 200 years. Asset lives are reviewed annually and amended where
changes are made to assLmptions relating to the expected e of the
asset from judgement around usage and performance experience.
technolagical advancement a~d other relevant factors Overall
assessments on the impact of cimate change on long life assets have
been completed and will be continLously updated for the [azest availabla
information. The most recent assessment of the impact on climate
change, whic~ includes the potential to mitigate adverse impacts, has
not identified any specific impact ¢ the useful ecoromic Ives of long
We aszets Envirormental factors ard climate change form part of the
planning zrocess for new capizal exoenditure. The depreciat.on chargs is
sensitive to smendments of the useful economic fives of these assets, a
significant change in the astmated e of these assets could have a
matenal impact on depreciation, this is therefare nated 25 a material
other estimate.
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5. Segmental Information

Operating segments are reported in 8 manner consistent with internal ~eporting provided to the Chief Operating Decision-Maker {CODM), whicn has
been identified a5 the Pennon Group ple Board. 1he earmings measures below are used by the Board in making decisions.

The Group is orgarised into two operating segments. The water segment comprises the regulated water and wastewster services undertaken by
South West Water. The non-household reta | businass reflects the services provided by Pennon Water Services

Segmert assets include goodwill and other intangible assets, property, plan: and equioment, inventones, trace and other receivables and cash and
cash deposits Segment labilities comprisa aparating liabilities and borrowings and exclude taxstior The ather segment liabilities include the
Company's financing arrangements and Group taxation lizhilities Capital expenditure comprises additions to property, plant znd equipment.

2013 Loy
£m E™
Revenue
Water 103 6878
Nen-houseaold retall 2180 1953
Other 8.6 35
Less intra-segment trading 1029 (99.3)
Total underlying revenue 825.0 7923
Water non-urdarhying revanue (hote 6) (27.8) -
1972 7923
Operating profit/Ooss) before depreclation, amortisation and non-underlying items (Underlying EBITDA)
Water 308.4 3820
Nor-household retail 43 34
Otrer %.9) @5
307.8 3838
Operating profit/(oss) before non-underlying items
Wate” 159.4 240
Non-househeld retail 36 28
Other 9.9 94
153.1 2372
Profit/(Joss) before tax and non-underlying items
Water 141 1460
Hor-household retail 1.8 10
Cther 0.9 (35)
16.8 1438
(Loss)/profit before tax
Water (29.6) 1440
Na-heusehold retal 18 1.0
Other 19.3 7.3
@5 1277
1 Intra-segrent transactions between and to different segmarts are under normal maket-based commercisl terms 2nd corditiors Intra-segment revenue of the other sogmert 18 at
cost
- Non- )
hausshald
Water retall Other Eliminations Group
£m £m £m £m £m
Balance sheet
31March 2023
Assets (excluding carrying value in associated companies) 49253 59.3 594.6 (403.3) 5,175.9
Carry'ng value 'n associated compan es - - 9.6 - 9.6
Taotal assets 4,925.3 59.3 604.2 (403.3) 5,185.5
Liabilit es 39252 {55.4) (483.0) £03.3 (4,080.3)
Net assets 1,0001 3.9 1212 - 1,125.2
31 March 2022
Assets (excluding carrying value in associated companies) 4H728 571 763 (38471) 53221
Carrying value n assocated compan es 96 - - - 58
Total agsets 48824 571 7753 (3847) 53317
Liabtes (38104 (54.8) (57600 3841 {40970
Net assets 10720 23 2003 - 12748
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Notes to the Financial Statements coniinved

5. Segmental information continued

Segmert liabilities of the water segment comprise of aperating liabilities and berrowings. The other segment includes Company anly assets and
ftabiities as well ag Group taxation liabitiues and s1uuld be considered in conjunciion with the eli~inations column.

Nen-household Other and
Water renall aflminatlons Group

hctes £m £m Em £m
Other information
31March 2023
Intangible aszet additions 6 45 [+H] - L6
Amortisation of other Intang ble assets 7 b4 02 - 36
Capital expenditure (Property, plant ana equipment) 17 3536 - 0.1 3537
Depreciation 7 145.6 05 5.0 1511
Finance income 8 62 01 213 276
Firance costs 8 1515 1.9 (1.6) 145.8
31 March 2022
intangible asset additors 16 34 0z - 38
Amoitisation o cther ntangible 3ssets 7 32 0z - 34
Capital expanditure (Property, plant and equipment) 7 2373 - - 2373
Depreciation 1378 0.7/ 48 1433
Finance income 38 - a3 28
Finarice costs 8 ‘a8 16 an 963

Fi~ance income anc costs above reflect the segment in which the amaunts arise and exclude intercompany transactions.

All revenue is generazed in the United <ingdom The grouping of revenue streams by how they are affected by economic faczors, as required by [FRS

15,15 as follows'

Non-household

Water retail other Total
Year ended 31 March 2023 €m £m £m £m
Segment revenue — underlying 7013 2180 a.6 9271.9
Segment reverue — non-undertying (note 8) (21.8) - - 21.8)
Inter-segmant revenug (94.T) - {8.2) (102.9)
Revenue from external customers 578.8 218.0 0.4 7972
Significant service ines
Water 578.8 - - 578.8
Non-household retail - 21,0 - 218.0
Other - - 0.4 0.4
578.8 3.0 [+ X8 7972
Nan-nadsenzls

el Zinar Teual

Year ended 31 March 2022 £m £ o
Segment revenue — underlying 6878 1953 25 898
Irmer-segment revenue [esiaze)] on 82) (99.3)
Revenue from external customers 5969 1951 [oX] 7923

Significant service knes

Water 5362 - - 53869
Non-hausencld retail - 1951 - 1851
Other - - 03 03
5969 1957 a3 7923

The Group's country of domicile s the United Kingeom and this is the country in which it generates the majority of s revenue The Group's nor-
carrent assets are all located in the United Kinggam.
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6. Non-underlying items

Non-underlying items are those that in the Dirgctors’ view should be separately disclosed by virtue of thair size, nature ar incidence to enable a full
understanding of the Group’s financial performance in tme year and business trends over time The presentation of results 15 consistent with irternal
performance monitaring.

" sa23 Py

Ravenue Notas £m £

WaterShare+ Qo

Drought incentive’ (7.6) -

Operating costs

Draught costs? (9.4) -
WaterShare+' 22) -
Integrazion and CMA merger review costs® (4.3) (69)
Bristol Water acquisition costs” - (89
Earnings before interest, tax, depreciation and amortisation a7 (58
Bund redemption® 8.4 -

Net tax credit arising cn nor-underlyirg tems abowve® 9 %7 13

Deferred tax change in rate® 9 0.6 (995)
Net non-underlying charge 20.0) 140)

1 InSeptember 2020 the Greup offerad i1s WaterShare~ scheme 1o 45 custamers whe aoy S ustomers coutd choose 1o accept = erediz on their bill or take shares in Pennon Group
gle The scheme has aperated again inthe year ended 31 March 2023 Tho value of the rebate equated ta £13 par castomer and the total value o £20 2 million was recognised in
“ull 3s a nan-underlying reduction Lo reverue in the yaar ended 31 March 2023 £198 million of the WaterShare+ credits wore taken as credits on customers’ talls, with the balance
ol 203 mill on baing taker as sharcs in Pennon Groun Ple This stem was nan-underlying 11 natue given its ndividual s ze and its non-recurning nature Additioral costs of £22
millor were incurrec in relation ta the offer ng

2 2032 wss ane of the dnest and hottest years on recard Elevaled demand or trie South West Water regisn from ncreased taunsm and the hot, ory weathes led to an approximace
15% increasc in distnibunion irput in the year agamst the expocted leval from 2017 ircluded in the draughit slan. The combination of these indiidually gxtreme factors led 1o
extramely low water storage levels ir the Collford Water Resanrce Zo~e, witt the man supply of Collifard reserva r falling to araund 14% casacity .n Octoher A drougnt was
declared by the Enviranment Agency in Devon and Cormwall in August 2022 In order 1o react to the drought and water shortaga. South West Water invaekes a senas of emergency
maasures ana one-off axpenditure ta ansure the region covld be supplied with watar over the summer and continuing intg 2023 Due 10 the exceptional combination of these
events and the signif cance of the emergency actions, cortain costs have been classified as non-unde‘lying givean the r size, nature and non-recurning incidence The costs dircatly
gddressing these excepuonal circumstances include charges for draught perm ts, water tankenng and other watcr saving measures fn November 2022, South West Water asked
Fousehalds in Cormwall 1o reduce water usage 3s pan of the ‘Step ~ha Crop campaign ta ncreasa reservoir levels. Househald customers were affarad a £30 bill credr f Colliford
reservarr reeched 30% staraqa capac ty by 31 Decamber 2022 fram 3 low of around 14% |~ Decamber 2022 the comaany announcer the water level in Celiiford reservair reached
0% and as a result all hausehold custamers in Cormwall receved & £30 credit on hair zill This one-off inzentive was prowded 2s part of the responce to the drought condit ons 1n
<he Corrwall area in order to further prompt cusia™érs to reduce water usage The total value of the till credits amaurted to £76 mitian

3 The Group incurred expenses of £4 3 millon in the vear endec 31 March 2023 These ralated to the integration and statutory transfer of Bristol Water into South West 'Watar Thase
costs are classif ec as non-urderlyirg due ta ther non-recurnng nature, In 11 year ended 31 March 2072, tne Group incurred expensas of £8 9 milhon ir relation to the acouisition
of Bnstel Water ard £6 9 million on the resuiting merger review hy the Competition and Markets Authanity and ather intagratior. costs.

4 Or 17 Qctober 2022 Bristol Water ple gave notice of redemption of the £40 million conds due to te repaid n Marcr 2041 The bonds were redeemed as part of the statutay
transfer of the ousimess of Bristal Water to Scuth West Water The Group carrying value of the bonds at redemption was £91.3 rillion The pends were regsemed on 17 Navember
2022 for £723 rulion znd tme difference ansing on early settlement was credited ta finance costs in the vear Asscoiates legal costs of c.£1 million have neen incu-red n relat ono
tha bend redemption, The redemption of the bords 15 ner-racurnng and of a mater al value. hence the credit nas been treated as non-underlving

& The tax crecit ans ng an ron-Jndelying items reflects a £2.8 milkon currert tax credit in respect of logses which will be carr ed back against pior vear taxable p-ofits A deferres

tax credit of £18 million relates to tax losses carried forwards ard the deferred tax unwing of the fair vslue agjustment in relation to the Bristal Water bond terminated in the vear.

The prior yead credit of £1.3 milhan refated to a current <ax credit on Group strategic review costs

Following the Chancellor's Budget on 4 March 2021 and subsequent substantizl eractment of the Finance Act an 24 May 2020, the UK's main rate of corparatior tax ingraasad to

25% fram 1 Aped 2023 All ceferrad tax gssets and haailities ware therefore raviewsd ana where they will crystallisa aftar 7 April 2023 recaicutated ta crystalise at 25% hence gving a

nan-underlying deferred tax charge in the year ended 3" March 2022 of £99.5 miflion This charge 1s considered nan-underlying due 1o 1t ansing from a material legislative change

and 5 treatment 1S consistant with that applied in relation to pravious changes i corperation tax rates A £0-6 miilian deferred tax credi in respect of rate change anses on lasses

zarried forwards which will e relieved at 25%.

(=3}
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Notes to the Financial Statements continued

7. Operating costs

2023 2002
Notas £m £
Employment zosts before non-underlying items 13 022 s
Raw materials and consumablas 336 28
Otrer operating expenses befare non-underlying items include
Profit on disposal of property, plant and equipment (0.4) 1m
Short-tarm/low value asset lease exoense 53 17
Gaovernment grant recavable (18.6) -
“rade receivables impairment 22 7.8 56
Deprecation of property, plant and equiprment:
» Cwned assets 17 183 10656
+ Unaer leases 17 248 378
Amaortisation of ather intangiole assets 16 3.6 34

During tne year the group received financial support fram the UK Gavernment's Energy Relief Bill Scheme totalling £18.6 million (2022 nil). Operating

costs include g charge of £15.9 milion (2022 £15.8 milion) relsting to non-underlying items, as detalled in note &

Fees payable to the Company's aadito” in the year werg:

2023 2335
£000 £g02
Fees paysble to the Company's auditor and its associates for i~ acdit of parent company and censolidated firancial statements 384 360
Fees payable to the Company's auditor and its associates for other services
The audit of Company's subsidiaries 932 474
Audit-relazed assurance services 120 108
Other non-audit services 43 28
Total fees 1,479 970
Fees payable to the Company's auditor in respect of Pennon Group pens on schemes:
Audit 55 55
Expenses re mbursed to the auditor in relation to the audit of the Group were £79,000 (2022 Z50,000),
A description of the work of the Audit Com~ittee is set out in its report on pages 120 to 125 which includas an explanation of how tre aLdiors
abjectivity and independence are sa‘aguarded when non-aud't services are provided by the auditor's firm.
8. Net finance costs
2023 2%
Financea Finance Sinarce F narca
cost incoma Tatal cost s zoma Tozal
~ates £m im £m Tm £ o
Cost of servicing debt
Banx borrowings and overdrafts ¢IM.3) - .3 732 - (739)
Interest elemert of lease payments (30.8) - £30.8) 203} - (2033
Cther finance 2osts Qan - @an 21 - (21
Interest receved - 49 &9 - 20 20
et gains on dervative financial instruments - 23 23 - - -
€145.8) 12 (138.6) (983) 20 94.3)
Notional interast
Retirement bene®r obligatians 30 - 20 2.0 - 06 (6]
Net finance costs (underlying) (145.8) 92 {136.6) (963 26 Q3T
Financa income (nor-undarlying) £ - 18.4 18.4 - - -
Net finance costs (ncluding non-underlying) {145.8) 216 118.2) (96.3) 26 (937

in additicn to the above. firance costs of £5.0 million (2022 £1.3 millizn) have been capralisad on qualifying assets included n proparyy, plant and

equipment, at an average borrowing rate of 2.7% {20232 41%).

Cther finance costs incluce £5.1 million {2022 £0.9 m Il 2n) of dividends payable on listed preference shares issues by Br stal Water, which zre classified

as debt (see note 28]
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9. Taxation 2
N, N - %
lon- o
underlying uaderly ng %
Bafora non- ftams Fetorg non- Tems ]
underlylng items tnote &) Total vLraerlang 1ems {~cte & "otal %
2023 2022 2023 0%z 2022 2022 o
£m £m £m £m tm e B
Analysis of charge in year o
Current tax (credity/cnarge @mn (2.8 (5.5) 50 (13 7 E
=1
Deferred tax — other (0.6} 1.9) @5) 89 - 89 g
a
Deferred tax arising on change of rate of corporation tax 0.3) (0.6} 0.9) - 985 985 ®
Total deferred tax cha-ge/{credit) 0.9 Q@5 3.4) 89 935 1084
Tax (creditd/charge for year (3.6) 5.3 {8.9) 139 982 nz2a

UK corporation tax is calculated at 19% (2022 19%) of the astimated assessable orofit for the year,

UK corparat’on tax for the Group is stated after a credit relating te prior year current tax of £2.7 million (2022 £1 7 mullion eredit) and a prior year
deferred tax charge of £1.0 million {2022 £102 million credit), These items anise fallowing the recording of the routine return to provision adjustments
following the subrmission of the tax computations for the year erded 31 March 2022 to HMRC ahead of the 31 March 2023 filing deadline.

The tax for the year differs from the theoretical amount which would ar'se using the standard rate of corporauon tax in the UK of 189% (2022 19%) as
follows:

ushibllliojul Jel}0 SIUBWAIEIS [ejpueury

2023 b
£m £m

Reconciliation of total tax charge
{Loss)/profit before tax 8.5 1277
(Lossyprafit multiphed hy the standard rate of UK corporation tax of 19% (2022 19%) (1.6) 243
Effects of
({Incomel/expenses not deductitle for tax purposes {0.4) 18
Jaint venture profics not taxable o.n -
Adjustments to tax charge in respect of prior years an jqike))
Change i1 UK tax rates [1E0) 925
Dezreciation charged on non-gualifying assets 0.7 07
Qther (4.8) 23
Tax (credit)/charge for year (8.9) 21

2023 2007

£m £m

Recongciliation of current tax charge
(LossYprofit before tax (8.5) 1277
(Loss)/profit multiphed by the standard rate of UK corporation tax of 19% (2021 19%) (1.6) 243
Effects of
Relief for capital sllowances ir place of depreciation (37.6) 363)
Disallowance of depreciation charged in the sccoLnts 24.4 224
COther timing differences M. [955)]
{Income)/expenses not deductible for tax purposes (0.4) 18
Joint venture profits not taxable 0.9 -
Accounting policy alignment adjustment on acquisition of Bristol Water 5.0 -
Adjustments to tax charge in respect of prior yesrs @an an
Depreciation charged an non-qualifying assets 0.7 06
Tax losses carried forward 18.6 -
Relief for caoitalised interest and foreign exchange gains/losses 0.0 (e)s]
Current tax (crediti/charge for year {6.5) 37

The Growp's current tax crecit s higher than the UK headling rate of 19%, primarly duc to capital allowances Zapital allowances provide tax relief when
a business incurs expenditire on qualifying cap:tal items such as olant and machinery used by the tusiness. As an infrastructure business, these
allowances help the Group ta plan major investment and consequentally ta maintain lower customer bills. as co-poration tax relief is giver against the
investmerts madea.

The Group benefits from the 120% super-deductions and 30% enhanced allowances 1~ respect of qualifying spend relabing t¢ contracts entered into
after 3 Marck 2021.The Group incurs significant capital expenditure each year as it maintains and erbances it assets for the benefit of its customers,
communitias and tha environment. These enharced allowances have increased cagital allowance claims for the year and co-tributed significantly to
the current tax credit for the year There is also a canseqwently higher deferrad tax liab'lity a~d charge due ta the additional capital allowance
decucrions together with the increase in the rate of corporation tax to 25% frarm April 2023
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Notes to the Financial Statements continued

9. Taxation continued

Q:her differences ralate to the timing of relief for items including pensians, fair value items and financial derivatives. The increase in the year relates
mainly to the unwind of the fair value adjustment on the Bristol Water bond whicn was terminated in the year ard additional pensicn contributions
relief as a result of spreading in accordance with tax legislation

Profits from joint ventures are included in the consolidated accounts an an after tax basis, as such these profizs are not taxable in the Group accounts
The accounting policy alignmert relates to Bristol Water ple aligning their accounting palicy in -elation zo defer-ed ncome to that of Soutn West Water
o1 goquisition Despite the accounting adjustments reflecting the restated 2022 figures. for tax purposes the adjustment will be sutyect ta corparatior
tax dunng the year ended 31 March 2023 hence the adjustment in the year

Adjust~ents to the tax charge 17 respect of prior year arise fram the returr ta provision adjustenents bocked having completed and submitted the
corporation tax returns ‘or the year enced 31 March 2022 in March 2023 This is a routine item with any adjus:ments reflected in the following years
tax charge

Dzpreciation charge on non-qualifying assets gererates & permanent adjustment which rcreases the tax cnarge. Non-quslifying assets are those
which do nat qualify for writirg down tax allowances, including certain fixed agsets typically in relation to older buildings and premises where tax relief
12 1ot availlable

Tax lasses generated in the year and carried farward generate a deferred tax rather than current tax credi, hence the adpustment 1o currert tax. When
utihsed, the adjustment will be reflected through a movement from deferred to current tax

Immediate tax relief is available in respect of capitalised interest and foreign excharge gains/losses

In addition to the amcunts recognised in the income statement, the following tax charges / (credits) (whick include the effect of the change in tax
-ate) were recognised:

2023 2z
£m im
Amounts recognised directly in other comprehensive income
Deferred tax credit on defired henefit pension schemes 5.8 (24
Deferred tax charge on cash flow hecges 73 65
Amounts recognised directly in equity
Defarred tax charge on share-based payments 0.5 -

Factors affecting future tax charges

The UK ma n rate aof carporation tax will increase to 25% from 1 April 2023 This change was substantwely anacted on 24 May 2021, as sucn deferred
tax liabilities and assets were racalculated and recorded at the rate they are expected to unwind This increased the tax charge in the inceme
statement during the year ended 21 March 2022 by £39.5m, with & credit of £87m ta<en througt the SOCI/Zquily T respect of retizement obhgations,
dernvatives and share based payments.

The Chancellor announced in the March 2023 Budget trat supar deductions will be replaced by full expensing for the next three years 17 respect of
plant anc machinery assets. The 50% first year allowance in relation to special rate assets will also continue until 31 Marai 2026. The Group therefo e
ant'cipates generating current tax losses for the next few years,

10. Profit of the parent company

2023 3028
£m £
Profit attributable to ordinary sha-eholders’ equity dealt within the accounts of the parert company 8.4 745

As permitted by Section 408 of the Compan es Act 2006 ng income stazement or statement of comprehensive income 1s presanted fo- the Company

11. Earnings per share

Basic earnings per share are calculated by dividing the garnings attributable to ordinary shareholders by the weighted average number of ordinary
shzres outstanzing during the year, excluding those heid in tha employee share trust (nete 36), which are t-eated as cancalled.

For diluted earings per share, the weighted average number of gremary shares inissue 15 agjusted to include all dilutive potent zl ordinary shares. The
Group has two types of dilutve potential ordinary shases ~ those share octions granted to employess where the exercise price 15 less than the average
market price of the Company's ordinary sharas during the yezr, and the contingently sst.able shares under the Sroup's Parformance and Co-nvesiment
Plan, tne long-term ircentive plan and the deferred shares element af the Annual Incentive Banus Flan, based on perfermance or tena for the vest ng of
the awards

Te weightec average number of shares and garrings used 11 the calculaticns were

2023 ioyd
Number of shares {millions)
For basic earnings per srare 2619 3121
Effect of d lutive potentisl ord ~ary shares from s~are cptons 0.9 17
For dil_ted ea"n'rgs per share 2828 238
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11. Earnings per share continued

Basic and diluted earnings per ordinary share

Earnings per ordinary share before non-underlying ize™s and deferrec tax are presented as the Directors believe that this measure provides a more
useful year on year comparison of businegss trends and performance. Deferred tax is excluded as the Directors believe it reflects a distortive effect of
changas In corporation tax rates and the level of lang-term capital investrment. Earnings per share nave been calculated as follows:

saueuwlores  jioday sbarens

2023 202:
{Loss)/prafit Earnings per share Prrsfir Zarning - et share
aftertax “ftar zax
im Basicp Diluted p £m dasco Miluzed p
Statutory earnings atiributasle to ordinary sharencldars of the
parert o1 - - 154 49 49 %‘
Deferred tax {oreditifcharge befora non-underlying tems 0.9 0.3 0.3 849 29 Z5 %
Nan-underiyig iterms (net of tax) 20.0 7.6 .6 4.0 365 364 &
Adjusted earmings 192 13 7.3 1283 4473 441 %
12. Dividends :
2023 378 ®
£m £mr g
Armounts recognised as distributions to ordinary equity holders in the year 3
nerim dividend paid for the year ended 37 March 2022 11,700 (2021 6 77p) per share 36 7886 g:
Final dw'dend paid for the vear ended 3 March 2022 26 83p (2021 14.97p) per share 70.0 632 3
Special dividend paid for the year ended 31 March 2022 nil (2021 355 Cp) per share - 14985 %.
1016 15903 *
Proposed dividends
Proposed interim dradend for the yvear ended 31 Margh 2023:1298p (2022 11.70p) per share 339 324
Praposed final dividend for tha year ended 31 March 2023 29 770 (2022 2683p) per share 77.8 698
m7 1020

Tha proposed intenm and final dividends have nat bean included 25 Fabilities in these financial statamants,
The proposed intenm dividend for 2023 was oaid on 5 Apnl 2023 and the proposed final dividens is subjact to approval by shareholders at the AGM.

13. Employment costs

023 2022
Noles £m s
Wages and salaries 10.0 963
Scetal security costs 121 97
Pénsion costs 30 10 [INI
Share-based payments 33 2.4 22
Tetal employment costs 135.5 193
Charged:
« Employment costs (excluding non-underlying items) — corsclidated income statement 1022 904
« Employment casts (non-underlying items) — consolidated ncome statemant - 17
« Capital schemes - property, plant and equipment 327 27z
« Zasearch ard developmert 06 -
Total employment costs 1355 1383

Details of D'rectors’ e™moluments are set out in note 14 There are no persannel, otrer than Directors, who as key management exercise authority and
respanaibilty for planning, directing and controlling the activties of the Group Members of sther axecutive committees asuist the Directors ntherr
duties put do not hold authority to control the activities of the Group.

2023 232
Employees (average full-time equivalent number)
The zverage monthly number of emplayees (inclLding Executive Directars) was,
Water 2,639 2384
MNon-housenold retail 158 177
Other 67 65
Total 2,864 2636
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Notes to the Financial Statements continued

14. Directors’ emoluments

2023 2025
_ £000 £200
Executive Directors:
« Zalary 184 775
« “Zgrformance-related nonus paid or payable 51 149
« Share-based payments 786 707
= Ciner emoluments, mzluding payments in liea of persion prevision m 118
Non-Execurve Directors 583 523
2315 2210

The cost of share-based payments represents the amount charged to the income statement, as described in note 33 The aggregate gaing on vesting
of Directors' share-based awards amountec to a total of £142300 (2022 £180.000).

Total emolu~ents includa mil (2022 nil} payable te Directors for services as directors of subsidiary undertakings.

At 31 March 2023 no Directors (2022 nane) are ascruing retirement benefits under defined beneft pension scheres in resnect of which the Group
comributed. In the previous year ending 31 March 2022, the defined benefit nension scheme closed to future accrual. on 30 Jure 2027, and curing the
prior pariod g to the date of closu-e to futurs accrus! the company cantributed £12.000 in respect of one Director.

AT 31 March 2023 two Directors (2022 two) are members of the Group's defined contribution pensicn scheme in raspect of which the Group
ontributed £4.000 (2022 £3,000).

AL 31 March 2023 two Directors received payments in lieu ¢f pension provision (2022 two).

Mare detailed informat-on concerning Directors’ emoluments (nclud ng pansicns and the highest paid Directord and share interests is shown in the
Dirsetors’ ramuneration report cn pages 136 to 157

15. Goodwill

Cost:

ALY Apnl 2021 423
Acquisizion of Bristcl Watar Group (note 433 1215
At 31 Marcn 2022 1639
AL 31 Maren 2023 1639
Carrying amount:

AL April 2021 423
AL 31 March 2022 (restated) 1639
AL 31 Marck 2023 163.9

Gaodwill acquired in a business combination is allacated at acquisition to the CGU expected to beneft from that business combination. During the
vear ended 31 March 2022, tne Group acqg.ired the Bristel Water Groua, adding £121.6 million 2o goodwilt (see note 433

All goodwill reprasents the water business, therefore tns s the lowest leval at which goocwill is monitored and tested

An adjustmen: to the sreliminary accaunting for the Bristol Wate- acquisition has neen made within the measurement period end ng 2 June 222, this
adjustment 15 presented retrospectively and tha 31 March 2027 balance sheet figures have been adjusted accordingly {(sae noze 4)

Impairment testing of goodwill

The Group tests goodwill for mpairment annuatly. or more frequently i there are any indicatiars that ‘mparment may have anse™

The recoverable amount of the water bug ness segment is assessed using level 2 fair value hierarchy techriques, with reference to the market valug of
-8 water business, using a markat-based observable cremiurr, based on h stz-ical water industry merger and acquisition activity, to regulated capitai
val.e as defined by ofwa:.

The results cf tests performad durng the year de~cnstrate significant headroom in the water CGU, and 1t s judged that no ~easc-able change in the
key assumations would cause the carrying amount of the COUs t2 excead the recoverable amount
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16. Other intanglble assets f;"
Pzients Qe B Teal g
£ o £ F
Cost. 3
At Apnl 2021 02 40 L2 g
Additions - 38 38 o
Acquisition of Bristal Water Group - 128 128 g
Disposals [Co)s) [(812)] [{{0)] 2
A1 31 March 2022 - 196 196 E
Additians - 4.6 486 m
Disposals - (18) 4k §
At 31 March 2023 = 223 223 &
a
a2
Accumulated amortisation, 5
At April 2021 02 28 o ]
Charge far year ~ 34 34 ’
Disposals 02N [C13)] «n g
A7 31 Marci 2022 - 57 57 .
Charge for year - 36 36 g
Disposals ~ e a9 i
AL 31 March 2023 - 74 P4 E
Carrying amount.
At 1 April 2021 - 12 12
At 31 Marcn 2022 - 139 139
At 31 March 2023 ~ 148 14.8

Other, including computer software, is amortised over the Jseful life of the assets which at acquisition was ten years. The average remaming life is ane
year (2022 two years)

The carry ng values of other 1ntangible assets are reviewed annually or when avents or changes in circumstance indicate that the carrying amounts
may not be fully receverable.
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Notes to the Financial Statements continued

17. Property, plant and equipment

Siged anc rohilz

land anc 117 agiracture oan, wenizles Cangireztan
sulldings 235tz and compLtes n orograss Total
£m tm m tm o

Group
Caost:
AL 31 March 2021 1264 20424 7776 207889 178 51431
Additions 1.3 405 75 673 1207 2373
Acquisition of Bristol Water Group 5G4 6440 1613 602 229 9448
Assets adoptad at fair value - 10 - - - 10
Grants and contribut ons - - - - 322 QG2
Disposals 02 (12} 03 (24) - [GR))]
Transfers/raclassifications 28 177 72 463 {40) -
At 31 March 2022 1867 2754 4 9523 22503 184.2 63279
Additions 37 523 s 853 2060 3537
Asgets adopted at “air value - 143 - - - 143
Disposals 0.3 a5 06 24) - (4.8)
Transfers/reciassifications 7 438 BE 438 (578 -
At 31 March 2023 1888 28633 N6 23770 2804 8591
Accurnulated depraciation:
At 31 March 2027 1849 3356 2940 12738 - 19221
Charge for year 42 337 192 835 - 1466
Disposals - [ (3 23 - 48
At 31 March 2022 23 3681 ang 13608 - 20638
Charge for year &5 363 208 34 - 1B48
Disposals 03 08 (0.4) (23) - (&3
At 31 March 2023 273 4029 3321 14519 - 22142
Net book value
AL 31 March 2020 1075 17068 4836 8053 178 32210
AL 31 March 2022 1636 23863 8404 8895 184.2 42640
At 31 March 2023 1615 2,460.4 639.5 9251 290.4 54,4769

Of the 1otal depreciation charge of £154 8 mliion (2022 £246 6 milhon), £1.5 million (2022 £13 mition) has been charged ~o capitat orojects, £2.2 mitian
(2022 £2.0 millior has been offset by deferrad income and £151.1 millien 2022 £1433 mallion) has baen charged aganst profts Asset lives and

residual values are reviewed annually During the year barrawing costs of £50 million (2022 £1.3 million) have been capralised on qualifying assets, at
an avarage barrow'ng rate of 57% (2022 41%).

Greups of assets forming cash generating un=s are reviewed for indicators of imparment. No indicatars of rmpairment were 1dentified during the yaar

Asset hives are reviewed annually. No signrficant changes were requimed in 2022/23
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17. Property, plant and equipment continued

The Group leases many assets as a lesses, across several categories of assel. Right-cf-use assets held under leases included in property, plart and
equipment above were:

Mxed and meckile

| Ant ang Infrast-ue=ire Crerd anal plant, vak oloe Canmte, on
kulairgs astaly preparties and Camputers i1 pragress Tatal
e = £m “m fm o

Group
Cost:
At 1apnl 2021 353 4137 4822 b247 - “455.8
Addtiors - - 77 78 - 156
Acquisition of Bristal Water Group 05 o - 17 - 23
Disposals - Q471) 14.3) (626 - (2810)
At 31 March 2022 358 3397 7686 37 - 11828
Additions 01 9.3 Oh 208 - 408
Disposals {05 (31 410 (1362 - (302
At 31 March 2023 354 3839 33871 3890 - 11434
Accumulsted depreciation:
AL 31 March 2021 28 780 1428 3043 - 5279
Charge / (credit) for year 13 51 80 234 - 378
Disposals - (35 {(£81 (1432) - (194.8)
At 31 March 2022 4.1 798 1027 1845 - 3709
Charge for year 12 49 8.0 207 - 328
Disposals {32 (473 (1813 (1347 - (46.4)
At 31 March 2023 51 598 9086 1918 - 3573
Net baok amount:
AL 31 March 2021 325 3357 3394 2204 - 8280
At 31 March 2022 N7 3203 2728 1972 - 8219
At 31 March 2023 303 34 2445 1972 - 786.1

When the group enters into sale and leasetack arrangements, the accountng “or the arrangemant aepends on whether the transaction meets the
critaria within 1-RS 15 for a 33le 1o have occurred. If the sale criteria are met, the associated property, plant ard equipment asset is derecognisec, and a
nght-of-use asset 1s recognisad at the propartion of the carrying value relating to the nght retained If the criteria for a sale uader IFRS 15 have not
been met the asset is not derecognised, but s reclassifiec to nght-of-use assets (within property, plant ana equipment). Right of use assets includes
assats held under sale and leaseback arrangements with a carrying value of £7852 million (2022 £793.7 million).

Fized and nezile olart
venicles ane: com ~uters

Company

Cost:

At 31 March 2021 03
At 31 March 2022 03
AL 31 Marcn 2023 03

Accumulated depreciation,

AL 31 March 202 02
AL 31 March 2022 02
At 37 Marck 2023 02

Net binok value:

At 31 March 2021 01
AL 31 March 2022 o1
At¥ March 2023 0.1

Asset lives and residual values are reviewed annually.
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Notes to the Financial Statements continued

18. Financial instruments by category
The accounting policias for financial nstruments that have been applied to jine tems are:

Fair vahue Amaniised cost
Derivatives used Derlvatives used Debt Trade
for fairvalue  forcashflow  instrumemsat  recsivables and
hadging hedging  amortised cost  trade payables Total
Mostas £m £m £m fm (2]
Group
31 March 2023
Financial assets
Amounts owed by joint ventures 19 - - 9.3 - 9.3
Trade receivables 22 - - - 173.8 173.8
Derrvatve financial instruments 23 0.4 535 - - 539
Cash and cagh deposits 25 - - 165.4 - 165.4
Tetal 0.4 535 1747 1738 L02.4
Financial liahilities
Borrowings 28 - - (3,130.8) - {3,130.8)
Darivative financial instrumants 23 - %.8) - - 4.8
Trade payables 28 - - - (150.7) (150.7)
Total - 4.8) (3,130.8) {150.7) (3,286.3)
31 March 2022
Financial assets
Amounts owed by j0int ventures ] - - a6 - 96
Trade receivables 22 - - - 18049 1809
Denvative financial instruments 23 12 Y - - 204
Cash and cash gepoaits 25 - - 5190 - 5180
Tata! 12 182 5286 1809 7299
Firancial liahilties
Borrowings 78 - - (32009 - {32018)
Amounts owed by ‘01"t venturas 26 - - ~ a8y a8y
Trade payables 2% - - - (1075) Q75
Total - - 32019 {1023 Qa2
Company
31 March 2023
Financial assets
Amounts owed by subsidraries 1927 - - 1018 - 101.8
Other racervables 22 - - k¥ Y - a4
Derivative financial instruments 23 0.4 .7 - - 1.1
Cash and cash deposits 25 - - 104.1 - 104.1
Total 0.4 0.7 209.3 - 2104
Financial Habitities
Borrawings 28 - - (434.8) - {434.8)
Trade payables 26 - - - 2.0) 2.0)
Total - - (4358 @, {436.8)
3 March 2022
Financial assets
Amounts owed oy subsidiaries 18,22 - - 787 - 797
Other receivables 2 - - a7 - 07
Dervatve finangal nstruments 23 "2 4 - - "6
Cash and cash dezosts i - - 3087 - 3067
Toal 12 Q4 3871 - 3887
Fi~angial labiliti s
Baorrowings 28 - - (4873) - (4873
Trade payables 25 - - - on wn
Total - - (4673) Ch (46880)
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19. Other non-current assets %
Nan-current receivables if
Gewp Carr oany ’ %
2023 2522 2022 2022 -g
L £m £ £m £ 3
Amgounts cwed by subsidiary undertakings - - 26.1 s o
Amounts cwed Dy related parties (note 420 a3 96 - - ,%
Interest recewvable 13.9 - - - ;
232 96 264 315 s
MNon-current recaivables were due. E-
]
Lol Lampary g
20623 o 2023 000 3
. £m £ £m e g
Between 1and 2 years 13.9 96 5.2 52 %
Over 2 yaars and less than 5 years 93 - 16,7 158 g
Over 5 years - - 52 107 7
232 96 261 315 g
The fair values of non-current recevables werer §.
- S
Graug Company Fl
2023 222 2023 2077 3
£m £m £m i g.
Amounts owed by subsidiary undertakings - - 261 315 4
Amounts owed by joIrt venures 9.3 e} - -
Interest receivable 12.0 - - -
23 £l 261 315
20, Investments
Subsidiary undertakings
_ =
Ca~pany
At 31 March 2027 B4B4
Investment in subsidiary undertakings:
Bristal Water acquisition 4196
South West Warer share acquisition £50
‘mpairment of investment in subsidiary 025
At 31 March 2022 13108
Invastmant in subsidary undertakings:
Bristol Water disposal f4075)
South West Water share acquistion 4133
At 31 March 2023 1,316.6

The recoverable amounl of investmen:s is determined based on valug-in-use calculations, which a-e set out In note 16,

Dur ng the year, as part of the statutory licence trans‘er of Br.stol Water to South West Water, the Cempany transferrad its shaiehiolding in B-istol
Water ple to South West Wazter Limited for £413 million. The consideration was satisfied through the Company subscrib rg far ar additional £1 of share
capital of South West Water Limited at a premium of £413 million.

in the year ended 31 March 2022, the Company subscribed to 45 million £1 ordinary shares ir South West Water Limited at a cost £45 million

Investment in associates and joint ventures

Place »f
ooz sl unrrg of
Nama of entity Pr nc.pal activ ty ncarpss zlan % o7 awrership Messaremart —athao
Water 2 Business Limited ("W287) National retaller in the non-househeld market Englanc 30% Equrty
and provides reta)l water services to non-
household custormers
Br szal Wessex Billing Services Limited CBWBSLY  Meter reading, billing, debt recavery ard England 50% Zquity
customer contact rmanagament services
Scarchlight Callection Limited Debit cellection servicas England 50% Equity

The carrying value of the Group’s share of these investments in associates ard joint vantures at 31 March 2022 and at 31 March 202315 £0.3 million
The GroLp's share of the prafits and other comprehensive income of these nvestments ir $ssociates and joint ventures far the year ended 37 March
202318 £0.3 million (year ended 31 March 2022 nif)
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Notes to the Financial Statements continued

20. Investments continued

The Group's joint ventures and associates are all private companies and there are no quoted market prices avallable for the shares Summarised
financial infarmation for the ot ventures and myestmants in associates s sel oot below

Summarised balance sheats

2023 i)
£m il
WiR BWBSL Searchlight Wik ~Wids SaarcklLbl
Current
Casn and cash equivalents 15 13 - - 11 -
COther current assets &60.1 22 01 536 z0 85
Tatal current assets 616 as al 535 31 Qi
Non-current assets 85 - - 65 - -
Financial labilities {excluding trade payables) - - - an - -
Current isbilires {including trade payables) (35.0) [&15] - (280 Qan -
Total current Kablities (35,0) Q.5 - @291 (30 -
Non-current liabilities [ )] - - 322 - -
Net assets 10 - [+ X] a2 - a1
Summarised statement of comprehensive income
- 2023 .07 -
£m fir
WzB BWBSL Searchiight Wi yASL gearchiizht
Revenug 2329 175 0.3 1935 158 03
Cost of sales and other opersting expenses 228, (17.5) 0.3 (1909} (L8} 03
Interast (1.3) - - [(a) - -
Pre-tax profit 29 - - 19 - -
Taxation charge {0.7) - - €6 - -
‘Total comprehensive income 22 - - 13 - -

The in‘ormation above re’lects the amounis presented in the financial statements of the associates {and not the Group's share of these amounts)
adjus:ed for differences in accounting policies between the Group and associates. W28's year-end date 1s 30 June. BWBSL's and Searchlignt's year
ends are 31 Mareh The Group's carmying amount of the investments held is £0.3m (2822 nily which camanses 3C% of the Sroup's share of equity of
W2B ror BWBSL and Searchiight. the net equity 1s £nil (2022 £nil). “he Grouc's share of profit from associated companies 1s £03m (2022 £nil) which
comcnses 30% of the Group's share of W2B restricted by brought forward losses,

21, Inventories

Trolp Gampary

2023 Ja s 2023 077

£m i £m -l

Raw raterials and consumables 10.0 77 - -

22, Trade and other receivables - current

Sroup Compary

2023 2002 2023 202

£nm im £m £

Trade receivables 2803 2962 - -

Less: allowznce for axpected cradit losses in respect of trace receivaliles (106.5) 5041 - -

Net trace recevables 173.8 1988 - -

Amaunts owed by parent wndertaking - - - -

Amounts 2wed by subsidiary undarta<ings - - 5.7 482

Amcunts owed by associzted companies 01 - - -

Other recevables 208 417 a4 07

Accrued incoe 341 264 - Q1

Prepaymerts 9.2 7€ 13 08

238.0 27048 80.4 498

Trade racewatles »~clude accrued weome elating 1o customers with water budgst payment olans. Trade racewaties have decreased year on year,
lzrgely due to the one-cf bill reductions in the final uarter of the year in -elatian 10 Watershare+ and the drought incentive (sea note 8) along with
tarif reductions in tne South West 'Water regiar.

Accreed inco~e incluces £257 mill on (2022 £22.0 milhs~Jin respect of metered acorual revenue in tha retail water business Mete ed acer.al revenue
relates to performance abligations that hiave been fully extinguished In zroviding services to customers prar to the repart.ng cate. Paymant 11 respect
cf thase services 1s 8 matter of “ime following issua~ce of Irvoices

The Dwrectors cangider that the carrying amouns of trace ang other receivables approximate to therr fair value,
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22, Trade and other receivables - current continued
There 1s no concentration of credr: risk in trade receivables. The Group has a large number of cus:amers who are dispe-sed and there 1s rig significant
loss or trade raceivshles expected that has no: been provided for

The Group applies the simpl fied approach In calcufating the expected credit losses for trade recgivables allowing 3 provis an matrix to be used which
18 Dased on the expected Iife of trade receivables, defa.lt rates for different customer categornes within the ceollection process and forward-loaking
intarmation,

As a2 31 March, an analysis of the ageing of trade recsivables is as follows:

2023 2022
£m E™

Group
Net due 575 689
Past due 1~ 30 days 14.7 174
Past due 31-120 days 171 202
More than 120 days 191.0 1897
280.3 2967

The aged trade recaivables ahove are taken airectly from aged sales ledger reco-ds.

The Group's cpersting businesses specifically -eview separate categories of debt to identify an approprate allowance fer expected credit losses as
outhined in note 2 {n) 1), South West Water Limited has a duty under legislation to continae to provide domestic customers with services regardless of
payment Given the different nature of customer cemagraphics within South West Water's operating area 2nd the non-household retall business of
Pennon Water Services, different provision matrices are adopted by each business. The provision matrix adopted for household customers in the most
significant opara:ing region of Devon ana Cornwall 1s cutlined in the table below, showing the range of provision rates dependant on phase of
collection The table also includes the gross deat and provision rates for other customer areas.

Allowanca for
Trade expocted cradit

receivables lasses
2023 2023
£m £m
Devon and Cornwall (household custamers)
« Current occupier < 12 menths "% - 30% 353 02
« Current accupier 12 — 24 menths: 10% - 60% 14.6 28
« Current accupier 24 — 38 maonths: 15% - 80% 10.8 34
« Current ocoupier » 36 months, 20% — 100% 90.4 495
« Previous occuplar, 55% - 100% 51.9 33
Briszol 3.0 54
Pennon Water Services 383 135
QOther 8.0 0.4
280.3 1065
No mate-ial expeciec credit loss provision has been recogmised in rasnect of amounts owed by subsidiary undertakings.
“he movement In the zllowance for expested credit losses in respect of trade recaivables was
2023 I
£m £m
At 1 April 100.4 1023
Provision for expected credit logses 18 55
Receivables written off during the year as uncellectable .7 {74)
AL 31 Marzh 1065 1004
23, Derivative financial instruments
T Croup Company
2023 pisyys 2023 2022
£m fir £m i
Derivatives used for cash flow hedging
Non-current assets 329 141 02 03
Current assets 20.6 5.1 0.5 1
Current liabilties 2.4) - - -
Non-current liat fities 2.4) - - -
Derivatives used for fair value hedging
Non-current assets 0.3 07 0.3 07
Current assets 0.1 05 01 05
The Group's financial ris<s and risk management policies are set out in note 3. The fair value of derivat'ves s split between current and 1cn-current

assets or liatilties based on the maturity of the cash flows. The inef‘ective porticn recognised in the income statement ar sing from hadging
relationships was £nil (2022 £nil.
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Notes to the Financial Statements continued

23, Derivative financial instruments continued

Ouring the year a £5.C million charge (2022 £58 milhon chargel was recognised in profit and loss relating to cash flow hedges previously recognised
through other comprehensive income and recordec in the hedging reserve. A £291 mllion crecit (2022 ££0.6 million credit) was recognised in other
comprehensive income for cash flow hedges that may be classif:ed subsequently to profit and loss.

Interest rate swaps, primarily cast flow hedges, and f xed rate borrowings are used to manage the mix of fxed and floating rates to ensure at least 80%
o Group net borrowings are at fixed rate.

At 31 Marcn 2023 the G-oup had interest rate swaps to swap from flosting to fixed rate and hedged financial l1abrlities with a notional value of £853
million and a weightad average maturity of 34 years (2022 £718 million, with 35 yaars). Tre weightad average interest rate of the swaps for their
nominal amount was 1.54% (2022 114%).

The Group has estanhsned a hedge ratio of 171 for the hedging relabionships as the undariying nisks of 1ne swaps are idermical tothe neaged nsk
corrponents. To test the hedge effectiveness, the Group uses the hypathetical derivative method and compares the changes in the fair value of the
hedging instrument againa: the charges in fair value of the hedged item attributatle to the hedged risk

The hedge neffectiveness can arise from

« Different interest rate curve appl ed to discount t-e hedged item and hedging instrument

« Differences ntming of cash flows of the hedged tem and hedging instrument

+ The counterparties’ credit nek differently impacting tne fair value movemen:s of the hedging instru~ent and hadged item

The impac: of the redging instrument on the statement of financial position is ag foltows:

Changa n fair vaide u

MNntonzl Cayng mieaspnng Inefiociveness n
amaun” amoun? “re perad
GI'OUD £m Bl L= e nthe statement of C nancl poarnn Zm
As at 31 March 2023
interest rate swaps 8334 524 Derivative fimancial instrurnerts 338
RPI swaps 3000 (440 Derivative financial instraments (447
Cross CUITEncy SWaos 243 11 Derivative financial instrur-ents 08
Ag &t 31 March 2022
Interest rate swaps 7179 188 Derivative financial instrumen:s 406
Cr0ss currancy swans 240 18 Derivatue financial nstruments 18
Noners! Carryrg Hieasurtg Ir 3FE s vERes T
Company ﬂm?::' ;m?& e fom A thestaseriont of Gnanzal positan - wfﬁ
As at 31 March 2023
{ross currency Swaps 240 11 Dertvative financial instru~gznts {05
Az at 31 March 2022
Cross currency swaos 2£0 16 Derwvative financial instrumants 15
The periods for which the cash flow hedges are expected to affect future profit or ioss are as follows:
- Dua within Dus batween Dua hatwean Dua aver
1 year 1&nd 2 years 2and § ydars 5 years Total
£m £m £m £m £m
Group
31 March 2023
Assets 20.8 19.0 8.8 53 539
Lighilities @48 .0 02 2 (4.8)
31 March 2022
h3sets a1 80 79 23 192
Company
31 March 2023
Assats 05 0.2 - - 0.7
Liabilities - - - - -
I March 2022
A3sets 07 0z or - 04

Valuation hierarchy

The Groep uses the followng hierarchy 20 determine g the fawr value of financial instruments by valuatio~ tachmgue

« Juotad prices {onadjusted) - active markess for centical zssots ar habilities CJevel 73

» Inzuts other than quoted prices included with - level 1175t are cbservable for the asset or liabilty, either drectly (that 1s, as prices) ar indirectly
“that is, cenved fram pricas: Javel 2)

+ Inpute for the asser or habilty that a-e not based or observable market data (that is, unabservable Inpots) Gevel 23
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23. Derivative financial instruments continued

The farr value of financial :rstruments not traded in an active market Clevel 2, for example cver-the-counter derivatives) is determined by using
valuation technicues. A variety of methods and assumptions are used basad on markel conditions existing al each balance sheet date Quoted market
prices or dealer guotes for similar instruments are used for long-term dept. Other technigues, such as estimated discounted cash fiows, are used to
determine fair value for the remaining financial nstruments The fair value o interest rate swaps 1s ¢alculated as the present value of the estimated
future cash flows.

The Group's financial derivatives arc valued using level 2 measures:

Greap Corpany
2023 2407 2023 2055
£m £m £m el
Assets
Derivatives used for casn flow hedging 535 192 0.7 04
Servatives used for fair value hedging 0.4 12 0.4 12
Total assets 53.9 204 11 18
Liabilities
Derivatives used for cask flow hedging (4.8) - - -
Total hazilities (4.8) - - -
24. Financial instruments at fair value through profit
Group Comaany
2023 @22 2023 Pl
£m M £m i
Current [iabilities 2.6 25 [«A ] 01
Non-curren: liabilities 34,0 367 - -
Non-current assets 1.3 - 13 -

Financial instruments at *air value through profit reflect the fair value movement of the hedged risk on the hedgad item which had baen designated in
a fair value hedging relationship

The hadged item was the £150 million bond .ssued by South West Water Finance Plc in 2010 which matures in July 2040 (see note 283 The hedging
relationship was de-dasignatad in previcus periods at which point the fair value amaunt recognised at that paint ceased to be revalued The fixed
financial hab: ity at the point of de-designation 1s released to the income staternent over the remaining life of the debt.

25. Cash and cash deposits

wat DU Lompany
2022 ) 2023 023
£m £m £m zee
Cash at bank and in hand 69.7 573 340 67
Short-term bank deposits 25.0 500 250 500
Qther deposits 70.7 417 45.1 2500
Total cash and cash deposits 165.4 5180 1041 3067

Greup short-tarm deposits have an average maturity of one working day (2022 ane working day)
Group cther deposits have an average maturity of 45 days (2022 78 days)

Grouad other deposits include “estricted funds of £21.7 million (2022 £1617 million) to settle long-term leasc liabilities {nate 28) and £nil (2022 £671
milliony held in an instant access account under tne tarms of othar loan agreements Restricted funds ara avalable for accass, subject to being
replaced by an equivalent valued secunty.

For the purposes of the cash flow statement cash and cash equivaients comprise

Grann Campaty
2023 e 2023 20%2
£m fm £im Elel
Cash and cash deposits as abave 165.4 5120 1041 3087
| es$ depasits with a maturity of three manths or more (restricted funds) 217 (1678} - -
1437 3512 1041 3087
26. Trade and ather payables ~ current

Goup Jumpa
2023 2032 2021 2021
£m im £m -
Trade payables 150.7 1075 20 07
Contract liabifities 37 33 - -
Cther tax and social secunty A4 43 04 08
Accruals 443 295 23 2.
Other payaales 233 251 1.6 20
Amounts awed to [oint verture - 18 - -
225.4 1ms 6.3 56

The Directors consider that the carrying amount of trade anc other payables approximates to their farr value.

Pennon Groug plc [ Annual Report and Accounts 2023 2m

UOREULIOJUL YO  SIUBWIAIEIS [BIOURULY  adUBWIBADS  jodey JiBajens




Notes to the Financial Statements continued

26. Trade and other payables - current continued

The mavement in the contract liabilities was

Graun
2023 2052
Contract llabilitles em P
AL April 1405 1303
Revenue recognised in the year (8.4) 20y
Consideration received in advance of completion of performancs ohiigations 24.9 122
At 31March 159.0 140.8
The analysis of contract [abilities batween current and non-current is
Troun
2023 2022
£m £
Current 337 33
Nari-current (note 293 1553 372
159.0 1408

Performance obligations related to the current contract liabiliies balance above are expected to be satisfied, and revenue will be recognised, within the

financial year ended 31 March 2024

27. Current tax assets/(liabilities)

{°CuE ZaTuay
2023 02 2023 2022
£Em £m Em i
Current year debtar / (creditor) a1 28 (02) 02D
Prior year tax items 5.3 (13 3.2 (323
8.4 15 3.4) 34)
28. Borrowings
Sa.p Somzany
2023 ) 2023 522
£m i £m i
Current
Bank and other loans 927 400 - -
Private placements - 300 - 300
Amaunis awed ta sugsidiary undertakings - - 2794 2828
927 700 2791 3128
Leases 320 1702 - -
Taotal current borrowings 1247 2402 27191 3128
Non-current
Bank and other loans 697.0 8412 498 499
Private placements 3053 2733 105.9 046
Fixed -ate bonds 2146 232 - -
RP! ndex-linked honds T4 0 7730 - -
Liszed preference shares 1258 125 - -
1,973.4 19189 155.7 1045
t e3zes 1,032.7 15418 - -
Tatal nor-currert bor-owings 3,006.1 29617 155.7 1545
Toual borrowr gs 3,130.8 32019 5348 4873

South West Water Sina~ce Ple1ssued a £150 million fixac rate bone in July 2010 maturing in 2040 with 8 cagh coupon o° 5575%

South West Water minarZe Ple issuec a £200 million BRI index-linked bond ir _aly 2008 mazuning m 2037 with & cash cougon of 189%. Sourtemauth

Water Limited issuec a £85 milior R index-tmked sond n Al 2005 matunmg in 2033 with a cast coupan oF 3TRA% This insTrumers was

transferred *o Sodth West Water Limited in Apnf 2017 Pr ar to acqu sition by Pennon. Bristol Water Ple issued RPIincex-linked haords totaling £81

~ihion matunng in 2032 with a cas~ coupon of 3.635%.

n Novernber 2022 Bristol Water ple redeemad £40m ef bords due to 02 repaid in March 2047 2t a valus of £723 million. The Graup carrying value oftrs
conds at redemption was £91.7 millon and costs were incurred of £1.0m, raslting in a net gain on settle~ent of £18.4 milien

=& rvalue adjustments of £124 ~illan (2022 £162 millor)in relztion to the acquisiter of Bournamouth Water Limitad and Br stol Watar Pl have been

allocarec to the instrumenss to whicn trey “elateg
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28. Barrewings continued

The listed preference shares were issued by Bristol Wate” Plc a1t £1in 1992 They are held by external shareholders and are listed on the London Stock
Exchange. Shareholders are entitled to receive dividends at 8 79% pe- annum on the par value of the shares on a cumulative basis; these dividends are
pavable half yearly on 1 April and 1 October. On winding up, the preference shareholders rank ahead of Bristol Water ardinary sharcholders and are
entitled to receive £1per shzre ard any ddends acerued but unpaid in respect of their shares, In The event that dwidends on the preference shares
arein ar-ears for six months or more, holders af the preference shares become entitlec to vote at general meatings of members The authorised
preference share capital consists 0° 14,000,000 875% irredeemable cumulative preference shares of £1each. The pre‘eterce shares are classified as
liabwlities in the consolidated batance sheet of the Group and Lhe related dividends are classified as finance costs

The fair values of borrawings, are valued using level Z measures, unless otherwise stated below, (as set out in note 23) were,

UOHBLLIGIU] JOLIG SIUSIGIEIS [BIDUBU|Y  PDUBLIAACS  liodey siBjelyg

2023 0
Book valus Falr valua Roo< value Farvalua
£m £m £ o
Group
Ban« and other [oans 92.7 92.7 400 400
Private placemant - - 300 308
92.7 92.7 700 700
Leases 320 - 1702 -
Total current borrowings 1247 92.7 2402 700
Group
Bank and other loens 897.0 6841 8419 £60.5
Private placements 305.3 2882 2783 2720
Fixad rate bonds Clevel 1) 135.8 137.8 1363 1815
Fixed raze bonds 78.8 66.8 718 752
RPI index-linked bord T44.0 6145 7730 8853
Listed preference shares 125 s 125 249
1,973.4 1,812.9 19199 20900
Lcases 1,032.7 - 10418 -
Total nor-current borrowings 3,006.1 1,812.9 29617 209040
Total borrowings 3,130.8 1,905.6 32019 21600
Company
Private placements - - 300 300
Amounts owed to subsidiary undertakings 2791 2791 2828 2828
Total current borrowings 27941 279.1 3128 3128
Bank and other loans 49.8 50.4 499 518
Private placements 105.9 105.7 1046 107
Total nor-current borrowngs 155.7 156 “5&G 1569
Total borrowings 4348 4352 46573 469.7

Under IFRS 16 the disclosure of the fair value of leases 1s not required
Where market values are not availacle, fair values of borrowings have been calculated by discounting expected future cash flows at prevailing interest rates.

During the year, as part of its ongoing arogramme to renew and ra sa new financing, the Group entsred inta £200 milhon of new terms loans and leasing
facility arrangerments, with an averags matunty of 9 years, a £25 mill on private placement and £195 million of new and renewed revolving credit facilizies.

The maturity of nan-current borrawings, excluding leases. was.

Sreup Cempany
2023 42 2023 2022
£m £~ £m I
Between 1 and 2 years 644 104 8.7 -
Over 2 vears and less than 5 years 364.2 210 1417.0 751
Cver & years 1544.8 15975 - 794
1,973.4 19199 165.7 1545

The waighted average matunty of non-current borrowings, excluding leascs. was 13.2 years (2022 14 2 years)

Uncrawn committed sorrowing facilities at the balance sheet date were:

S Company
2023 syl 2023 v
Em i £m E
Fleating rate
Expiring within 1year n9.g 500 80.0 250
Expiring after 1year 135.0 2470 25.0 8040
254.8 2970 105.0 050
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Notes to the Financial Statements continued

28. Borrowings continued

Information on leases
The Group has leases for various assets as shown in note 17

The maturity of lzase liabilil es was:

Groun Company
2023 22 2023 2022
£m £m £m B
Within Tyear 32.0 101 - -
Over " year ang less thar 5 years 181.7 BO8 - -
Over 5 years 851.0 8612 - -
1,064.7 1213 - -
Analysed as
Sroup Company
2023 002 2023
£m rm Em
Current 32.0 701 - -
Non-current 1,032.7 10418 - -
1,064.7 12ne - -

For the purposes of calculating debt or borrowings under the Group's financing agreements, all of which were regotiated under IFRS prior to the
imple~entation of IFRS 16, oorrowings that were praviously categorised as operating leases under 1AS ©7 are excluded from the definition of gebt, As at
31 March 2023 the carrying value of leases previously categorised as 'AS 17 operating leasas was £37.3 million (2022 £36.9 m llion}.

The Group does not face a significant hgaidity nsk with regad to its lease liabilities Lease liabilitres are monitored with nthe Group's traasury function.
The discount rate used to célculate the lease liabilities above Involves estimazion Where the Group cannot readily determing the rate implicit in the
lease the Graup uses an astimated incremental harrowing rate (IBR). At 31 March 2023 ~he range of IBRs usad was botwean 28% and 3.9% (2022
between 26% and 3.9%) and the weighted average IBR across all leases was 33% (2021 3.8%) If the weighted average rate used increased or
decreased by 10bes, this would result in 2 £1.1% increase or reauction in the present value of lease liabilities recognised at 31 March 2023 (2022 ¢ 11%).
The period for repaymen: of certain leases ircludes &n agreement to depos.t with the lessor group amounts equal to the difference between the
original and revised payments due. The accumulated deposits. £216 million at 31 March 2023 (2022 £1817 milhony, are currantly being held to settle
tne lease hability subject to nghts to release by negotiatior with the lessor. The deposits are subyect to a registered charge given as security to the
lessar for the balance outstancing.

Cash outflows in respect of leasing rclate to principal repayments of £120 3 million (2022 £2314 mullion) and interest repaymants of £100 5 million
(2022 £17.2 million). in addiion toinflows frem lease fmancing arrangements of £40.2 million (2022 £15.0 million).

Osher information required to be cisclased under IFRS 16 15 includad in nate 17,

29, Other non-current liabilities

Srocp Cameary
2023 1327 2123 syl
fm m £m i~
Amaunts cwed to subsidiary undertakings - - a5 88
Cantract habilities 155.3 1372 - -
155.3 1372 8.5 88

Non-cuirent cantract izailines relate to consideration recesved in advance cf the Group performirg its performance obligations to customers where
serformance ooligations will not be completed within 12 months of the balance sheet date. The overall movement in total contract liabilities is
disclosed in note 28, Contract habilities reflect the fair value of assets transferred from custome-s in the water segment. The majar ty of the cantract
hiabulities includad above are expacted to unwind aftar five years

30. Retirement benefit obligations

Dur rg the yea- the Group operated & number of definad cenefit pension schemas and also defined contnbut on schemes. The pringipal plan withi~
the Group is the Pennon Group Pensicn Scheme (FGPS), which is a fundea defined benefi_final salary pension scheme ir the UK Fallowing the
acquisitio™ of Bristol Water, the Graue also sssumed defined penef : cbligations through 3nstel Waters mempership of Water Comparies Pansian
Scheme (WCPSY.

The Creup's pension schemes are sstablished unaer trost law and co~ply with all relevant UK legisiation. The assets of the Group's pension schemes
are hald ' sepa-ate trustee administered funds, The trustees of the funds a7e requiced to act 1n the bast interast of the funzs benaficianas. The
apcointmant of schemss' trustees 1s detarmined by the schemes' trust cocumentanon The Group has a palkoy for tne PGPS that one-half of all
trustees. other than the Chair, a7¢ nominated by mambers of the schemes. including pensioners.

Bristol Wazer's membership of WCPS 1s through s separaze section of tnat scheme The assets ¢f the section are held separately f-om those of the
Graup and are invested by discratio~ary fund managers acpe ntec by the trustees of the scheme. [ he employees in tha section ceased to earn
addit'onal cefired be~cfit pensicns on 31 March 2016 There were na emplayar co~tributions to the scheme from that zate anc from 30 June 2016,
with the 2g-eerent of the tr.stees, deficit cortributions alse ceased All eligible emoloyees were offered me~hersk p 2¢ 3 stakehalder sension schame
I~ 2018 the trustees of the 2ristol Water secticn o the WCPS purchased a bulk annuity colicy to ing.re the benef 1s for members of e section
Following this the matrad for valung t-e abilities 5 the pension schema has remainad the same Howseve-, t~a scheme assets, in the farm of the
nsurance policy, now materially matsh the value of thel abilit'es The crocess to buy up and wind up the scneme is continuirg. including discussions
ragarcing the release of the su-plus cn completion of this process

2GRS is closac to future accrual
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30. Retirement benefit obligations continued

Defined contribution schemes

Penswor costs for defined contribution schemes ware £94 million (2022 £7.6 mitlion).
Defined benefit schemes

Assumptions
I'he principal sczuarial assumptions at 31 March were:

2023 2022

% %

Rate of increase In pensionable pay 27 30
Rate of increase for currert and future pensions 28 31
Rate used te discount schees’ liabilit.es and expected return on schemes' assets 4.7 28
Inflation 33 36

Maortality
Assumptiors regarding future mortality experience are set based on actuarial advice in accordance with published statistics a1d experience. The
mortalty assumption uses a schema-specific calculation basad on CMI 2019 actuaral tables with an allowance for future lengewty improvement.

The average lie expactarcy in years of a mamber having retired st 2ge 62 on the talance sheet date s projected as:

UOIELLIOIUL ISYI0  SIUBLUGYES [BIUBL)Y  GOUBLIOADD  MHoday d16a)Bng

2023 2027
Male 242 249
Female 26.7 272
The average life expectarcy in vears of a future pensioner retiring at age 62, 20 years after the balance sheet date. is projected as:
2023 2022
Male 25.6 260
Fernale 282 283
Tha sensitivities regarding the principal assumptions used to measure the schames’ liabil'tes are:
Chamgen Imaact an

assumption scnemes labil nes

Rate of increase n current and future pensions +/-05% +-4.3%
Rate used to discount sche~es’ labilit es +/-05% -/+ 65%
In“latinn +/=05% +—L0%
Life expectancy +f= 1 year +-37%

The sensitivity analysis shows the effect of changes in the princrpal assumptions used for the measurement of the pension latility. The method used
to caleulate the sensitvities s approximate and has been determred taking into agzourt the duration of the habilities anc the overall profile of each
cheme's membership. This is the sar-e approach as has been adopted in previcus years.

The amounts recegnised in the balance sheet were:

jelieN]s] Companry

2023 vl 2023 2022

£m £ £m e
Present value of financial obligations (M9.5) (9859 {139.5) 807
Far value of plan assets 7532 10565 1442 2037
Suratus/(deficit) of fndad plans 7 708 437 124
Less: restriction of sUrplus (5.4) (4.3) - -
Net asset/hability} recogmised in the balance sneet 29,2 66.3 47 124
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30. Retirement benefit obligations continued

The rmovemant in the net dafined benefit obligation aver the accaunting period ¢ as follows:

2023
Prasent value Fair value “ragest yalln
of obligatlon of plan assats Total of aklization s Tatal
£m £m £m I £ =
AT April {985.9) 10522 66.3 807 3105 88
Acquisition 3ristol Water Groun - - - (1754) 1832 78
Current service cast 1.0) (0.6) (1.6) (29) {e]5)] (35)
Past service cost, curtailments and gains/losses on settlemerts - - - wn - {an
Irierest (expensedfiricoms (26.5) 235 20 £208) N4 06
{27.5) 2719 0.4 (238 208 30)
Rermneasuremants:
Lass on plan assets excluding amounts included in intersst expense - (288.0 €288.1 - a3 (331
Gain/(loss) fro~ change in demographic assumptions 9.7 - 9.7 [ak)) - (e
Gain from change in Anancial assumpiions 266.0 - 266.0 804 - Bz
Experience (losses)/gans (25.9) wo.n (26.0) (222) 05 2170
249.8 (288.8) (39.0) 1A (326) 2463
Contrinutions:
Employers - 16 16 - 278 278
Payments from olans: - - -
Benef: payments W1 [£T %)) - 575 {575) -
4561 (42.5) 16 575 (297 278
At 31 March (79.5) 748.8 293 (9859 10622 £6.3

Racognition of surplus on principal pension scheme

Ir accordance with 1AS 18 Employee Benefits' the value of the net pansion schame surplus that can be recagnised in the statement of financial
position is restrictec 1o the present value of ecanomic benefiss available in the form of refunds frem the seneme or reductions in future contributions
In respect of the Group's princ pzl pension scheme, PGPS, the surplus has been recogrised as tha Group believes that ultimately 1t has an
aneenditional r'ght to 2 refund of any surplus assuming the full settlemert of the plan's liabilities ~ a single event. such as a scheme wind up.

Bristol Water

The Graup beleves that t has an uncanditianal nght ta a refund of surplus and rhat the gross pengian surplus can big recogrised. This banafitis only
avaiable as a refund 25 no additional defined pension benefits are being carned Under UK tax legislation & tax deduction of 35% 1s applied to & refund
from & UK persion scheme, before 1t is passed to the employer. This tax deduction has been applied to rastrict the value of the surplus recognisad for
:his scheme.

The movernent in the Company's ret defined benefit obligation over the accounting period 1s as follows:

2023 2722
Present value Fair value Fa-val.e
of obligation of plan assets Total arplar zssets Totel
£m £m £m i £ i-
At 1 Apnl aso.n 2031 12.4 (2057) 2002 (G5
Current serv ce cost (0.4) - 0.4) 04) - (LY
Sast senvice cost and gaing ard losses on settlements - - - - - -
Interest {expense)/inzome (6.2) 56 0.4 X&) 42 -
(5.6) 56 - (4:8) 4.2 04
Remeasuremeants
Loss on alan assets axcluding amounts ncluzed ininterest expense - (56.4) (56.4) - {137 (37
Loss from change in demography'c assumptians 20 - 20 - - -~
Gainflloss) fro~ change in financial assumptions 526 - 526 123 - 123
Experience losses (6.2) - 6.2) (48) - (48)
48.4 (56.4) {8.0) 77 4] B0y
Contrizutions:
Emplayers - 0.3 03 - 243 243
Payments from clans:
Benefi: payments 8.4 (B.4) - 12 (M.9) -
8.4 8.1 03 19 24 L3
At 3T March {139.5) 1442 4.7 807 2031 124
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30. Retirement benefit obligations continued g

-3

The schemes' assets relating to the Group were. c'-:,

O

2023 2225 g-'

Quotad Prices not Qugter Snizes not '8

prices in quotadin press e Quotud -
activa market active market Fund 37 w2 Markal antez market -und

£m £m % ir cm % g’

Equitias 124.3 - 17 750 - 21 3

Gavernment bonds 144 - 2 961 - 9 E

Other bords 175.8 721 33 2701 793 33 o

Diversified growth 439 - 6 878 - %‘l

“raperty/Infrastructure 19.0 224 5 696 4 %

Insurance inked security a2 107.0 20 787 1478 22 B

0

LDl investments 109.2 - 1% - - - E

Other (including cash funds? 6.3 13.2 3 39 90 1 5

]

5341 N4.7 100 804.7 2475 100 E.

The Gemoany's share of the schemes” assets at the balance sheet date was Q

2023 2022 g

Ouoted Prices not Quate: Thzes nat _5..

pricesin quoted In pntes n guoted in 2

actlve market actlva markat Fund 2t ve market active rrackel Zurg 3

£m £m % £ £ % a2

Fquities 285 - 20 497 - 24 ]
Government bonds 33 - 2 28 - il
Othear bonds 40.3 165 39 613 184 39
Diversified growth 10.1 - 7 154 - g
Praserty/Infrastructure b 52 7 158 26 el
insurance linked security 95 - 7 77 - 9
LDl investments 251 - 17 - - -
Other 14 - 1 08 - -
122.6 2.7 100 1825 208 100

Through it defined benefit pension plan, tne Granp is axposed to a number of risks, the most significant of which are detailed below

Assat volatlity The habilities are calculated using a discount rate set with reference to corporate bond vields; if assets underperfarm this yield. thig will
create a defcit. The schemes hold a proportion of growth assets (equities ard diversified growth funds) which are expected to outperform
corporate bonds in the lang ter—, but can give rise to volatility and risk in the short tarm. As the funding of the schemes improvas, an
incraasng proportior of the sche™es’ assets are invested in less volatile asset classes such as cash and bends which mare closely reflect
market movements inthe schemes” iabilities. The allocation to growth assets 1s monitored such that it 18 suitable with the schemes' iong-
Lerm objectives,

Changes nbond A decrease in corporate bond vields will ncrease the schemes” habilizies, although this will be partially offset by anincrease in the value of

vields the schemes” bond haldings.

In‘lation r sk The majonty of the schemes’ benafit obligations are linked to inflation, and higher inflation will lead ta ligher liabilities (although, in mast
tases, caps o1 the leval of inflationary increases are in place to protect against extreme inflato~) The screme uses LDIs {1 ability Driven
Investment Fungs? within the asset pertfolios to hedge against the value of habilities changing as a result of movements in long-term
interest rates and inflation expectations. The struclure allows the scheme 1o bath Fedge against the nisks and retain capital investmeant, in
assets that are expected to generate higher returns. Whilst LDIs are an integral part of the hedging strategy, nsk management and
maonitoring strategies are in place to ensure that the collateral requiraments ta maintain these structures are closely managed.

Life expectancy The majonty af the schemes’ ohligabions are ta prawide henefits for the life of the member, so increases in life expectancy will result 17 an
increase n the lisbilities,

In conjunctior wth its invesiment advisers, tne trusteas have structured the schemes' investments with tre objective of balancing investmert -eturns

and levels of risk. The asset allozazion for the main scheme nas three principal elements:

» Holding ef cash funds and bonds whick are expected to be less volatle than most other asset classes ard reflects market movemeants in the
schemes’ lisbilties

« A proportion of equities with fund rranagers having freedom i making investrent dezisicns to maximise returns, and

= Investmert of a proportion of the scemes’ assets in alte native asset classes which give the patential for diversification (currently prope-ty.
insurance kinked securizies and divarsified growth).

The liabilities of the defined benefit schemes are meas ured by using the projectea urit credit method which 1s an accrued berefits valuation method in

wiich the scheme liabilities make allowance “or projected incresses in pensicnable 2ay.
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30. Retirement benefit obligations continued

As funding of our principal pension scheme has Improved the investment portfolio hag bean de-risked through increasing the schame’s real gilts hedging
position through LDIs (Liability Oriven Investments), which are commonly used by UK pension schemeas. As has been w cely reported, the unprecedented
ingreases in gilt yields in late September 2022 resalted = ramid reductions In collateral in LD arrangements which schemes are required to increase ar tie
hedging structure is unwound. As permitted by the scieme rules and legislatior, Pennon approved a tamporary loan facility ar: 28 September 2022 -0
previde short-term liquidity to the scheme whitst investments were re-balanced. £25 million was provided on this date and this was fully repaid within 6
days This loan facility remaing undrawn and avallable for use,

The future cach flows anaing from the payrnent of (e defined benefits are expeacted to be setiled primarity i the pericd between 15 and 40 years from
the balance sneet date

Tre 2022 triennial actuarial valuation of the principal defined benefit scheme was agreed in 2023 with an actuarial valuation surplus of £8.0 million. No
deficit recovery cortributions are required as a result of the 2022 valuation Additional contr bunans of £18 million were pard into the sche~e m
respect of scheme expenses (2022: £23 milion including use of procesds from the Vindor disposal) The Group monitors funding levels on an annual
tasis and the Grouc expacts to psy only scheme experses of around £17 millan, during the year ended 31 March 2024,

The last farmal actuanal val.ation of the Bristol Water section of the WCPS was at 31 March 20717

31. Deferred tax
Deferred tax 15 provided v full on temporary differences under the lisbility method using enacted tax rates.

Maoveants on deferred tax were

Sroup Cemeany
2023 3 2023 2z
£m ‘m £m 2
Liabilities/(essets) at T April 5124 2596 13D (12.5)
Acquistion of Bristal Water Group - 1403 - -
(Credited)/charged to the incorme statemant 0.9) 89 2.4) 31
Charged/(credited) 10 equity. nclading impact of changein tax rate Q.0 4. .8 (35
Other non-underlying crarges/credits) in the income statement (2.5) 395 .3 02
Liabilities/(assets) at 31 March 507.0 5124 (18.6) a3n

An adjustment to the preliminary accounting for the aristol Water acquisition has been made within the rreasurament period ending 2 June 2022, this
adjustment is presented retrospectively and the 31 Marcn 2022 alance sheet figures for deferred tax have been agjusted accordingly (sge note 4).

Deferred tax assets have been recognised in respect of all temporary differences giving rise to de‘erred tax assets because it 1s probable that these
assets will be recovered

Tre majority of the Group's deferred tax hability is expected to be recovered over more than one year The majority of the Company's deferred tax
asset 1s axpected to be recovered aver more than ane year All deferrcd tax asscts and habilitias within the same junsdiction are offset,

Tre movements In deferred tax assets and labilities were.

Group
Deferred tax Habilities
BAzrern
hanltes Ranramant
S3rvalla nziuging bar&fit
DEruzteels  Llax gebr Iz ust~earts D7OVIS Or S chligz  cre Total
Zr [4id o £ £
AT Apnl 2021 - 7.0 - - 2933
Acquisition of Bristal Water Group - 743 23 - 154.0
Charged/(credited) to the Income statement - (09) - - 17
MNon-underlying charge to the income statement - 53 - - 938
Reclassification from defarrad tax asssts - - - 86 97 283
At 31 March 2022 - 4586 967 &1 a7 571
Charged/(cradited) to the ncome statemant - 138 02y (433 30 08
Non-underlying credit to the income statement - - - - - -
Charged/icredited’ to cquity - - - - {28) 98
Reclassification 29 - - - - 29
At 31 March 2023 29 4732 94.5 18 29 575.0
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31, Deferred tax continued

Deferred tax assets

Skor-tarm
LGS Het “ema-t
Share-nased ncliding nanet
Cor vatves Eaytreer s Taxlcsses TEANE N ubl gals >na Tatal
£t fm in £m £m Ed
At Apnl 2021 2o .7 48 8D 09: B 337
Charged/(credited) to the income statement 05 (0N} 33 19 04 78 72
Acquisiion of Bristol Water Group - - - (328) 120 - {37
Non-underlying charge/{cradit to the income statement 03 02 25 22) - 103 57
(Credtedycharged to equity, including impact on change in 65 - - - - (74 41
tax rate
Reclassified to deferred tax liabilities - - - - 8483 @on (283)
At 31 March 2022 () 200 aoe) (414) - - 587
Charged/(credited) to the income statement 03 05 (4.7) 22 - - a7
Non-underlying charge/(credit) to the Income statement - - Q086 81 - - 25
Reclassificatior to defered tax liabilities (29) - - - - - 29
Charged to equly, including impact on change In tax rate 73 jals - - - - 78
At 31 March 2023 - 1.0) (35.9) 310 - - (68.0)
Net llability
AL 31 March 2022 5124
At 31 March 2023 507.0
Company
Deferred tax assets
Rat reme
barafi: Share-bagee
oklgations servatives pavmznts Tax losses Total
£ = £ £m Bl
At 1 April 2021 68 - 0D 48 (125)
Charged/(credited) to the income statement 65 - 0D 33 31
Nen-underbying credit to the income statament 25 - (aNn (25) 0N
Credited to equity, including impact en change in tax rate {35 - - - 35
At 31 March 2022 a3 - az (106 (131
Charged/(credited) to the income statement 20 - 3 [ (24
Non-underlying charge/flcredit) to the income statement - - - Q3 .3
Charged/(credited) to equity, ncluding impact on change in tax rate z0o - 0z - 18
At 31March 2023 1.3 - o.n (16.6) {18.6)
Deferred tax charged/(credited] to equity or other comprehensive income dur'ng the year was.
Croup Campary
2023 EJEi2 2023 2022
£m frn £m ol
Remeasurement of defined bensfit abligations (9.8) 2.4 2.0) (35
Cas flow hedges 73 {B5) - -
Share-baged payments 05 - 02 -
Q.0) %)) (1.8) 35

Capital allowances are availaole when a bus'ness incurs qualifying expend ture on capital items such as in‘rastructure assets. Capital allowances
provide tax relief on these items in place of accounting depreciation which is not tax deductible. Over the penod of ownership of a7 asset. cumulat've
depreciation and capizal allowances will equalise. Cap'tal allowance rates are set by the UK Gavernment and every busiress receives the same rate of
allowance. Capital allowznce rates typically vary from 3% up to 100% In certa ninstances In recent years enhanced allowances known as super
deductions at 130% have been avallable on plant and mzachinery assets acquired after 3 March 2021 together with 50% first year allowances on special
rate assets From 1 Apnl 2023, super deduczions will be reolaced by full expens'ng for three years whilst the 50% first year allowance will be maintained
far the sare period. Given the Group's continuing capetal expenditure programme, it is unlikely that the deferred tax hability will crystallise in tne near
future.

“he different accounting treatment of praperty, pla