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WHAT DO WE
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PERFORMANCE DRIVEN,
SUSTAINABILITY LED?

Our Strategy to be ‘performance driven, sustainability led’
acknowledges our relentless drive to deliver the operational
and financiat performance that our stakeholders expect, in a
sustainable way, and we believe this is achieved when you
balance the long-term interests of all stakeholders.

We provide essential services to over
4.8 million households and husinesses
in our region. We are two of the eleven
regulated water and waste water
businesses in England and Wales. OQur
regulated businesses serve a diverse
region stretching across the heart of the
UK, from the Bristol Channel to the
Humber, and from North and mid-Wales
to the East Midlands. Our non-regulated
businesses operate across England,
Scotland and Wales.

We serve a diverse range of customers
with different cultures, interests and
experiences. Qur region includes some
of the mast affluent areas of the country
as wetl as some of the most deprived.
We have more urban conurbations than
any other water company, yet we serve
predominantly rural counties and
communities. lt's a region which is
characterised by, and benefits from,

its diversity.

In providing our water and waste water
services, we always look to contribute
social and environmental value for the
long-term henefit of our stakeholders.

Through the investment and operational
decisions that we have made over time,
and those we are making today, we are
ensuring that our businessis
performance driven and sustainability
led, now and in the long term.

Front caver image:
Malvern Hills, Worcestershire

1 REGULATED BUSINESSES

Our regulated water and waste water
businesses are Severn Trent Water
['STW’) and Hatren Dyfrdwy ['HD'].

The primary activities we facus on are:
- providing clean water;
- treating waste water; and

- generating renewable energy.

2  NON-REGULATED BUSINESSES

Business Services operates a UK-based
portfolia that complements the Group's
core competencies and is well positioned
to capitalise on market opportunities in
these areas:

Operating Services
Property development
Green Power

Read more on pages 37 to 38.



GROUP HIGHLIGHTS

Group turnover [£m)

£2,165.1m

A 11.4%

Dividend per share [p)

106.82p

AL 6%

Group profit before interest
and tax ['PBIT'] [Em)

£508.8m

AD5%

Basic earnings/(loss} per share
'EPS) [p)

52.7p

A 249.7%

1 Shadow regutated capital value ([RCV' gearing is defined in nete 32 to the Group financial statements.
2 Earnings and the weighled average number of ordinary shares for the purpose of adjusted earnings per share are defined in note 14 to the Group financial statements.
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Shadow regulated capital value
('RCV’) gearing (%)’

60.0%

A1.4%
Adjusted basic EPS (p)

58.2p

¥ 39.4%
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OUR STRATEGY

INTRODUCTION TO OUR STRATEGY

We are guided by our Purpose - ‘taking care of one of life’s essentials” -~ which forms the
foundation on which we can build meaningful and long-standing relationships with our
stakeholders. Our Values - ‘Having Courage’, 'Embracing Curiosity, ‘Showing Care” and
Taking Pride’ - underpin our Purpose and reflect the deep connection that we have with
the stakeholders we serve. And our Strategy ~ ‘performance driven, sustainability ted’
drives us in everything we do.

What makes Severn Trent unigue is our ability to congistently deliver through striking the right balance between the four strategic pillars
sector-leading operational performance in a way that has a positive outlined in our Strategy. Qur Strategy is an ambitious evolution from an
sustainable impact. Our Strategy to be performance driven, sustainability  already successful business position, rather than a revolution. From
led’ acknowledges our retentless drive to deliver the operational and Qutcame Detivery incentives [‘OD!s] delivery to net zere programmes,
financial performance that sur stakeholders expect. We believe this is catchment management approaches to Get River Positive river pledges
achisved when we strike the right long-lerm balance between our and sacietal ambitions, our Strategy captures and pushes forward our
customers and communities, the environment we depend on, our ambitions ta date.

workforce and our investors. Success is not about putting any ene outcamea .

or stakeholder's need at the heart of our business; success can be found Read more about how the Board considered stakehoiders

when developing cur Strategy in aur Section 172 Statement
on pages 95 to 97,

URPOSE Taking care of one of life’s essentials

EN - - ags
ourstRareey Performance driven, sustainability ted

UNDERPINNED BY OUR VALUES

Our courage drives us to set bold ambitions, our curiosity inspires us to try new approaches, our caring culture promotes
fairness and equality for our people, customers and communities, and our pride ensures that we succeed on this journey.

Having Courage Embracing Curiosity

We always do the right thing and have We search out safe, better and taster ways
courage to challenge the norm and speak up of doing things through innovation and are
if things aren’t quite right. We are prepared always curious and willing to tearn,

to step out of our comfort zones and act with
both taday and the future in mind.

Showing Care Taking Pride

We keep our promises to customers and We make a difference for our custormers every
show care by treating everyone fairly and day, owning problems and working with athers
equally. We try to enhance the environment until they are salved. We take pride in what

around us and spend
every pount wisely

2 SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023

we do and champion our work in the
cornmunities we work and Live in.



DELIVERING OUTCOMES OUR
CUSTOMERS CARE ABOUT

WATER ALWAYS THERE

Our services are an essential part of
everyone's lives and we strive to keep
water flowing for our customers at all
times. Qur campaign during the hot
weather period in 2022 proved
successful in delivering and
sustaining demand reduction.

You can read more about our performance
onhpages 14to 17

CARING FOR PEOPLE
IN OUR REGION

OUR S0CIETAL STRATEGY

In November 2022, we announced our
ten-year vision to help change the
lives of 100,000 people through
tackling the underlying causes of
poverty and improving the lives of
people in our communities.

You can read more about our Societal
Strategy and progress on page 32.

STRATESIC REPORT

RUNNING A BUSINESS THAT GOES
HAND-IN-HAND WITH NATURE

GET RIVER POSITIVE

The health of our rivers is important
to all of us. That's why in March 2022
we launched Gel River Positive, to
help make our region’s rivers the
healthiest they can be. We have
delivered significant improvements
this year.

Read mere on pages 20 to 21.

A DRIVER OF
POSITIVE CHANGE

GREEN RECOVERY

In July 2021, Ofwat approved our
proposal to invest £5646 million
(2017/18 prices] in our ambitious
Green Recovery Programme,
providing a great opportunity to
deliver positive outcomes for our
customers, and long-term growth
for the Company through these
new investments.

Read about our progress
on pages 35 to 36.
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OUR BUSINESS MO

WHAT WE DO

We provide clean water and waste water
services and develop renewable energy
solutions through our businesses.

in the course of providing these
services, we create social and
environmental value.

1 Collect raw water

N Taking care
e collect water from reservours,

rivers and underground aguifers f f
across our region. O One 0

- »
2 Clean raw water llfe S

Our groundwater and surface water H l
treatment works clean raw water to essentla S
the highest standards, making it safe

to drink.

3 Distribute clean water

Our network of pipes and our
enclosed storage reservoirs bring a
continuous supply of clean water
direct to our customers’ taps.

4 Customers enjay our services

4.8 million households and businesses
use olr services, delivered by a team
of over 7,600 employees, and
supported by a 24/7 contact centre,
always ready to help.

5 Collect waste water

Our network of sewers and purnping
stations collect waste water from
homes and businesses and take it to
our treatrment works.

6 Clean waste water

Waste water is carefully screened,
filtered and treated 1n our sewage
treatment works to meet stringent
environmental standards. We
generate energy from waste, wind
and solar.

7 Recycle water ta the
environment

We safely raturn treated water
to the rivers and watercourses,

Households and businesses served Total Group employees [average) Litres of drinking water supplied each day Litres of waste water treated each day

4.8m 7,651 2.0bn

Average during 2022/23.
See Note 8to The Group Financial Statements

HOW WE DO IT

We are a performance driven,
sustainability led business.

What makes Severn Trent unique is our consistent
delivery of sector-leading performance in a way
that has a positive sustainable impact Success

1s not about putting any ene outcome or
stakeholder's need at the heart of our business.
Instead success can be found through striking

the right balance between multiple objectives,
and for us this means:

- delivering cutcomes cur customers
care about;

- running a business that goes
hand-in-hand with nature;

- caring for people in our region, and;

- being adriver of positive change

WHAT SETS US APART

2.8bn

Delivering on these strategic pillars makes us a
stronger busimess for the long term It unlocks
significant additional value creation, whether
that be internally through greater cost efficiency,
asset growth, risk reduction, talent
management, brand reputation and tnnovation,
or externally through increased prosperity, 1ob
creation, enriched natural environment and
community wellbetng

Our strategic pillars are designed to reflect all
parts of the Severn Trent Group. They resonate
with peaple from all teams across our busihess
and at all levels of seniority, They guide our
direction and support us in our decision making.

We set bold ambitions backed by a track record of sector-leading performance with
a clear roadmap for the future. This builds trust, creates opportunities for innovaticn
and inspires our people and partners to strive to be the best they can be.

& SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023



WHY WE DO IT

At Severn Trent, we

are driven by our

Purpose - taking care of one of life’s

essentials

When we are united by our clear
social Purpose, we can drive positive
change and deliver positive outcomes
for all aur stakeholders - our
customers, colleagues, investors,
the society we tive in and the
environment we depend on.

Now, miore Lhan ever, we know that
taking care of cne of life's essentials
means that what we do really matters
to the families, businesses and

OUR VALUES

OUR ENABLERS

communities we serve. This is

why our Values of Having Courage,
Embracing Curiosity, Showing Care
and Taking Pride are so important to
us. Being a company that can be
frusted, taking care of the
environment, helping people to thrive
and providing the best value service
means we all need to be

focused on living our Values,

by doing the right thing, every

single day - the Severn Trent way.

Seepage 2

Physical agsets

We maintain ever 50,500 km of clean water pipes,
over 93,000 km of sewer pies, and 135 water
and 1,005 waste treatment works.

Principal Risk links: 2,3 Strateqy links:

Technology and innovation

As alarge organisation, we rely on technology in
our business every day to communicate, store
and manage data, operate our assets and
monttor cur operations. We are always explering
innovative technology to deliver efficiencies and
continuously improve our processes.

Principal Risk links: 2, 3,4,5, & Strategy links:

Natural resources

We loek after some of the UK's most impressive
natural resources and make them accessible to
support the health and weilbeing of communities

Principal Risk links: 2, 3,10, 11 Strategy links:

Qur people and cutture

We look to attract, develop and retain

talented people from all backgrounds.
We directly employ over 7,600 peopie.

Principal Risk links: 1,2,3,4,5 Strategy links:

Financial capital

Our shadow regulatory capital value [RCV] isin
excess of E11.5 billien. Our net dabt represents

60 D% of our shadow RCV, broadly in line with the
notional capital structure that Ofwat assumed for
this AMP. Our strong and prudent financial capstal
structure is reflected in our credit ratings.

Principal Risk Links: 8, 9 Strateyy links:

Suppliers and partnerships

We work with ¢ 2,100 direct suppliers. 100%
of contracted suppliers have signed up to our
Sustainable Supply Chain Charter.

Principal Risk links: Strategy links:

1.2,3,4,5,6,10. 11

STRATEGIC REPORT

THE VALUE WE CREATE
FOR ALL STAKEHOLDERS

Our Customers

We serve 4.8 million households and businesses.
We aim to anticipate and meet changing customer
and wider societal needs, as well a5 improve and

protect the natural environment.

How we measure this

CDI perfermance (% having mel or exceeded target]

Our Calleagues

Qur greatest asset s our experienced, diverse and
dedicated workforce. Qur relationship with them is open
and honest, and they are appropriately supported,
developed and rewarded to encourage them to be

their bestn all that they do.

How we measure this

QUEST score [out of 10) [employee engagement surveyl

Qur Communities

We create value for the communities we operate in by
providing direct employment to local people, engaging
with local businesses in our supply chain and paying
business rates to local Government.

How we measure this

ST Cammunity Fund [Em]

Our Shareholders and Investors

We create value for equity investors through a reliable,
index-linked dividend, underpinned by strong operational
performance, and a growing RCV, which will lead to higher
returnsin the future.

How we measure this

Return on Regulated Equity ['RoRE’] (%l

Our Suppliers and Contractors

Strong supplier relationships ensure sustainable,
high-quality delivery for the benefit of all stakeholders.
Strong supplier retationships support our business
operations in line with our medern slavery commitments.,
Howwe measure this

Average time to pay [days)

Regulators, Government and NGOs

The policy framework for our sector i5 set by the UK and
Welsh governments. Qur industry is regulated by Ofwat and
others. Our non-regulated businesses drive competition in
the market, improving the quality and value in the water
sector supply chain

Ofwat

Leading performer on both
financial resilience and
performance and expenditure
for secand YEarin a row

Environment
Agency

Highly confident of
receiving EPA' 4% for
fourth year inarow

1 Envirenmental Performance Assessment - annual rating by
Environment Agency |47 is the highest possible rating]

SEVERN TRENT PLC ANNUAL REPORT ANT ACCOUNTS 2023 5



THE WATER SECTOR

There are 17 regional businesses supplying water servicesin ~ OUR PRICE REVIEW
England and Wales. These businesses serve over 50 million REGULATORY CYCLE
household and non-household customers. Of these, eleven
also provide waste water services, including Severn Trent
Water Limited and Hafren Dyfrdwy Cyfyngedig.

Every five years, our
ecognomic regulator, Ofwat,
reviews water and waste
water companies’ business

plans. These business plans
Working with our regulators and stakeholders cover the fotlowing five-year

We are subject to regulation of our price and performance by econcmic, quality and period and include the
environmental regulators, as outlined below. You can read more about how we engaged

with our regutatars and other stakeholders this year on pages 84 to 94. impacts on customer bills.
i As part of each price review, companies are
Policy asked to submit their business plans, which

set out their investment proposals,
performance improvement commitments

The Department for the Environment, Food and Rural Affairs ('Defra’l and the pot(.entlai impacts on custemer bills
in England, and the Welsh Government, provide strategic and policy for the coming Asset Management Plan
direction for the industry and our regulators. [AMP’). Later this year, we will submit

husiness plans for Severn Trent Water
Limited and Hafren Dyfrdwy Cyfyngedig
for the latest price review [ PR24'), covering

Regulation and representation the geriod 2025-30 [AMPS’).
The Consumer Council for Water 'CCW') speaks on behalf of water Dfwat’s Final Determinations far PR2Z will
consumers in England and Wales. be issued by the regulator next year, The

final methodolagy provided us with the
requlator’'s guidance on expectations for
our business plans.

The Drinking Water Inspectorate ' DW!') independently checks that
water supplies in England and Wales are safe and that drinking water
quality is acceptable to consumers. )

The Environment Agency [[EA’] allews us to cellect water from
reserveirs, rivers and aquifers and return it to the environment
after it has been used by our customers and treated by us.

Natural England advises the Government on the natural environment in
England and helps to protect nature and the landscape, especially for
plant and animal life in hoth fresh water and the sea.

Natural Resources Wales [NRW') is the environmental regulator in
Wales. |t oversees how the country’s natural resources are maintained,
improved and used, both now and in the future.

Ofwat is the economic regulator for the water and waste water industry
in England and Wales. Dfwat principaily exercises its duty to protect the
interests of customers through periadic reviews of charges [price
reviews| every five years.

We also work with a range of other regulators, including:

- Health and Safety Executive to ensure that the health and safety of our employees,
customers and visitors is preserved;

- Ofgem, the econemic regulator of gas and electricity markets, whose remit extends
to renewable energy generation; and

— Dtsted, the requiator for education, children's services and skills, since our Academy
became accredited.
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STRATEGIC REPORT

While our PR24 business plans are currently still being developed,
they will lay out our ambitions in the following key areas:

CUSTOMERS

in developing our business plans for PR24,
we have embarked on our most in-depth
customer pnganement activity and
research programmes to date. Asa
provider of one of life's essentials, we gain
insights from our everyday interactions,
which help give us a rich understanding of
the issues that are most impartant to our
customers.

For the first time, we have undertaken
open challenge Your water, your say’
sessions on our proposed business plans,
which deepened our understanding of the
issues most pertinent to our customers
and enabled open discussion on our future
ambitions.

We know our customers want us 1o go
beyand providing a resilient water supply,
balancing supply and demand, providing
clean drinking water and taking waste
water gway. Qur custemers want us to
make a positive impact on their everyday
lives and their cammunities.

Planning for the long term

Long-term, adaptive planning is an integrat
part of how our organisation works. We are
first and foremost driven by our Purpose -
‘taking care of one of life's essentials’ - and

to continue to deliver outcomes for the benefit
of all our customers, wider society and our
investors, we need to be able to adaptto a
broad range of future trends and chalienges.

Cemographic, climate, environmental,
societal and economic change can be difficult
to predict, but understanding the potential
impacts of such changes is vital to ensuring
we can continue to deliver resilient, affordable
water and waste water services far
generations to come. We have already issued
a consuitation on our draft Water Resource
Management Plan 'WRMP’) and our final
Drainage and Wastewater Management

Plan ([ DWMP’] was published in March 2023.
These plans set out how we will respond to
these trends and challenges.

What happens next?

Ofwat’s timetable for PR24 is as follows:

AFFORDABILITY

Households are facing the most acute cost
of living pressures for decades. This iswhy
ansiring our bille are affordable for all our
customers - including the most vulnerable
- is central to our plans, as well as ensuring
we retain fairness across future generations
for some of our longer-term plans.

Struggling to pay a water bill can be an
indication of ather issues in a customer’s
life, so we are working with partners in local
communities te identify those who may need
some extra help.

In November 2022, we launched our Societal
Strategy — with the aim of helping change the
{ives of 100,000 pecple in aur region over the
next ten years. This is part of our
commitment to help tackle the underlying
causes of poverty and improve life chances
for people within our region. We also
announced in May 2022, as part of our
Affordability Strategy, a £30 million package
of additional financial supportin response to
the cost of living challenges.

As partof PR24, Ofwat has asked each
company to submit a Long-Term Delivery

Strategy {'LTDS'] - out to 2050. The LTDSs for

Severn Trent and Hafren Dyfrdwy will ferm
part of our overall PR24 proposal and will
outline the path we plan to take in delivering
our long-term strategic aims, while also

recagnising that we will need to adapt our path

to reflect the impact of broader 'macro’
challenges an reaching our end destination.

Our plans for AMP8 are a key stepping stone

to delivering our longer-term strategic goals

and ambitions.

Date Milestone

20Qctober 2023  Subrmission of business plans to Ofwat

November 2023  Fngagement with the EA, NRW, CCW and the DWI on the submitted
business plans

May/June 2024  Draft Determinations

December 2024

SEVERN TRENT PLC

RESILIENCE

Reliable supplies and services depend an a
reliable infrastructure. But to us
Yesilience’ is a broader issue than just
having good-quality pipes, reservoirs and
treatment works, which we are committed
to investing in already.

It means being operationally resilient, so
our people are sufficiently well trained to
carry out the tasks we need them te do,
hoth in a steady state andg in an emergency.
And it means being financially resilient,
with a stress-tested capital structure to
rmaintain an investment-grade rating for
our regulated business and the appropriate
equity strength to effectively manage risks.
It also means having corporate resilience,
with the right governance processes to
ensure that we are fair and transparent at
all times and recognised as & responsible
and trusted business by society.

We are rightly regarded as a public service
company, and we'tl do everything in cur
power to deliver a service that the public
and our people can be proud of.

Responding to customer

needs today

We are not just waiting far the submission
of our business plans to make the tangible
changes our customers and stakeholders
expect. Last year, we announced our Get River
Positive river pledges, Societal Strategy and
Affordability Strategy, and have already
started to make progress an delivering on
our aims. Their continuing delivery will alsc
he a key part of our everall PR24 and
fonger-term plans.

Through engaging with our stakeholders
through the PR24 process, we are ensuring
that our plans reflect the needs cf today’s
customers, and generations of customers
to come.

ANNUAL REPORT AND ACCOUNTS 2023



CHAIR’S STATEMENT

Dividend per share

106.82p

2022:102.14p

OPTIMISM
THROUGH A
CHALLENGING
YEAR

The last 18 months have been some
of the most challenging in our history
and many of those challenges are
continuing — with high inflation
driving increases in energy costs for
customers and companies alike, and
the continued impact of geopolitical
events. Our customers and the
communities we serve are not
immune from this and, as such, this
year’s Annuai Report witi shine a
light on the focus we have applied

to supporting those affected by
affordability pressures both now
and in the long term.

Group PBIT

£508.8m

2022: £506.2m

Our Strategy, Purpose and Culture

As outlined in my report last year, our Purpose
- taking care of one of tife’s essentials - forms
the foundation on which we can build
meaningful and long-standing relationships
with our stakeholders, to enable us to play our
partin society positively and proactively. Gur

Values - Having Courage, Embracing Curiosity,

Showing Care and Taking Pride — underpin our
Purpuose and reflect the deep connection that
we have with the stakeholders we serve.

During the last year, the Board spent time
considering the Group's Strategy, to reflect
where the business is today while clearly
outlining the ambitions we have for the future.
We considered long-term value generation for
our stakeholders - including our custemers
and communities, the environment we depend
on, our workforce and our investars - with

a facus on the lang term.

Group turnover

£2,165.1m

2022:£1,942.3m

At the heart of our Strategy is a desire to be
performance driven and sustainability led,
reflecting Severn Trent's ability to deliver
consistently sector-leading performancein a
way that has a positive sustainable impact. Our
Strategy acknowledges our relentless drive to
continue to deliver the financial and operationat
performance that our stakeholders expect and
we pelieve is achieved through balancing the
long-term interests of all stakeholders. Read
mare abiout aur Strategy on pages 2 to 3.

Our Strategy to be ‘perfarmance driven,
sustainability led’ drives us to deliver strong
performance in balance with the long-term
needs of our environment. This isn't only a
focus for us because we are a good company,
but because we see it as a fundamental
opportunity for innovation, growth and
long-term value creation. And in doing so,
we deliver for our customers, inspire our
people, attract and reward investors, and
generate a positive impact for our custorners,

communities and the environment.
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Listening to our

stakeholders

Listening to cur stakeholders this year, it is clear
that two main issues remain front of their minds
- affordability and river health. We continue to
listen carefully to understand their concerns on
these twa important topics in order to review and
refine our approach and deliver maximum
benefits to our stakeholders.

We know that an increasing nurnber of households
in our region are experiencing affordability
pressures, pushing a higher proportion of
households into water poverty customers who
spend more than 5% of their incorne, after housing
costs, onwater}. In last year's report, |'wrote
about our Affordability Strategy, launched in May
2022, and | have been moved and encouraged by
the meaningful support that we have provided to
our customers and communities throughout the
year. You can read about our progressin Liv's
report and on pages 29 to 30.

We know that we need to do more to address the
long-term drivers that perpetuate povertyin our
society. That's why we launched our tan-year
Societal Strategy in November 2022, aimed at
helping to change the life chances of 100,000
peecple in our region. This sector-first initiative
will realise a number of important benefits for all
stakeholders - and particularly our customers.

Our Societal Strategy was developed with an
emphasis on shaping and improving the lives of
people in cur communities, by focusing on the
underlying causes of water poverty. Qur
ambitious ten-year visian will help tackle paverty
throughout our region, working with hundreds of
schools to offer 300 annual work experience
placements fer children, 10,000 hours of free
skills and employability training in communities,
and pop-up’ academies that will reach
thousands of individuals - all supported by a
network of local partnerships. You can read
mare on page 32.

River health also remains a critical priority for
our stakeholders. in last year's report, | wrote
about the way in which we responded to the
heightened facus an this important issue. Both
the Board and Executive Committee remain
committed to making a positive impact on the
envirenment and the communities we serve, and
recognise that, as a sector, thereis more we
need to do to help the region’s rivers be the
healthiest they can be. In March 2022, we
announced our commitment to ‘Get River
Pasitive’; establishing five river ptedges and we
continue to oversee progress against each

of these pledges at every Board meeting.

This year we have delivered significant
improvernents in river quality - reducing our
Reasons for Not Achieving Good Status
[RNAGS'] from 24% to 16% and average storm
overflow activations to 18in 2022, ahead of the
regulator’s 2025 target of 20 activations.

We published our first Get River Positive
Annual Report in March 2023 which outlines
the gond progress we have made since the
launch of cur five river pledges. You can read
more about cur progress on pages 20 to 2.

The last year has also seen increased scrutiny
ol the envirenmental performance of the sector
as a whole, and resultant focus on Executive
Director remuneration. We are committed to
making a positive impact on the environment
and the communities we serve, and recognise
that, as a sector leader, we need to take a
proactive role in protecting and enhancing our
environment. Whilst we have consistently
focused on connecting remuneration to
environmental outcomes, we recegnise the
strength of external opinion on the perfarmance
of the sector and made further changes to our
Annual Bonus Scheme during the year to
strengthen the focus on environmental
performance - increasing the weighting of
environmental measures within our annual
bonus plan te 20%. Far 2023/24 we are gaing
even further and increasing the weighting to
30%. Three-quarters of our potential Executive
payisvariable in nature, based on stretching
targets that are reviewed annually by the
Remuneration Committee, ensuring that our
Executives are only rewarded for streng
perfermance. You can read more n the
Directers’ Remuneration Report from page 141

Looking after

our people

When meeting our people throughout the

year, it is clear that they take the responsibility
that comes with providing our essential service
seriously. Their passion and commitment is
evident, especially when responding to
extreme weather events to limit the impacts on
our customers and adapting to unforseeable
incidents. | would like to convey my thanks

to our people for the passion and dedication
they apply to gil they do; their commitment

is inspiring,

The vast majority of our colleagues, their
friends and families, are also our customers
and live in the communities we serve, As such,
some of the challenges experienced by our
customers [such as the effect of increased cost
of living from food, fuel and energy bill risesl
are also felt by our people. We continue to do
everything we can to help support them —and
our range of employee benefits has been
enhanced during the year ~ including launching
two new benefits to help with childcare costs
and advice and suppert for those taking care of
an older dependant. We also offer meaningful
contributions to employee healthcare, through
financial support for elective treatments,
accessto a 24/7 GP service and our Employee
Assistance Programme. We continue to take
pride in being a real Living Wage Employer,

as well as welcoming 263 graduates and
apprentices during the year. [ attended our
annuzl leadership event at Tittesworth Reservoir
in September 2022, where the range of
benefits available to all employees was
discussed with our leaders and team managers
to ensure these are being used to the greatest
extent possible by our people.

STRATEGIC REPORT

Running a business that goes hand-
in-hand with nature

In addition to the significant progress made on
our Get River Paositive river pledges, we have
also made excellent progress on our Great Big
Nature Boost programme during the year. In
May 2023, we announced that we are extending
and accelerating our commitment to imprave
biodiversity from 5,000 hectares by 2027 to
10,000 hectares by 2025, at which point cur
work will account far 2% of the nation’s 2042
Nature Recovery Network target. You can read
mere about this exciting work on page 19.

We were proud to be the Official Nature and
Carbon Neutral partner of the Birmingham
2022 Commonwealth Games held over the
summer - through offering drinking water to
spectators, supplying critical infrastructure to
the Games, providing 40 water bars, saving
almost 500,000 ptastic bottles from going to
tandfill, and continuing to plant our 2,022 acre
legacy farest. Our people made a meaningful
contribution to the Games and | was humbled
to observe their significant contribution during
my own shifts at a water bar. Qur contribution
to the Games is a wonderful example of our
community-focused approach to sustainability.

We were also delighted to be placed 58th by
Corporate Knights as one of the wortd’'s most
sustainable companies and in August 2022 we
received ‘Advancing’ tier status from the
Carbon Trust. We recognise that we are only
partway on our journey. We continue to develop
new ways of delivering our essential services
and identify innovations that suppert the
delivery of our sustainability ambitions. Read
more about cur sustainability highlights an
pages 137 to 140 and in our Sustainability
Report enline and the work of the Corporate
Sustainability Committee during the year s set
out on pages 137 to 140.
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CHAIR'S STATEMENT CONTINUED

A STABLE AND
DIVERSE BOARD

Maintaining a strong, diverse and value adding
team, with a varied range of professional
backgrounds, skills and perspectives, is
always an area of focus for me. Succession
planning is vital to ensure the Board has the
necessary plans in place for orderly
succession to both the Board and senior
management positions, and can oversee the
development of a diverse pipeline for
succession. The Nominations Committee and
Board have applied particular focus to this
important area over the last 18 months and
the recent internal Executive Committee
appointments announced in February 2023
demonstrate the breadth and depth of the
Executive talent pipeline that has been
developed within the Group, including the
development of senior teaders with potential
to be future Executive Committee members.
You can read more about the evolution of the
Board and Executive Tearm in my Chair's
introduction to Governance on pages 100 to
101 and the Nominations Committee Report
on page 124.

The diversity of our workforce is so
important and ! am proud of our progress on
increasing gender and ethnic diversity on the
Board and at senior leadership levels. Above
all, we aim to have an inclusive culture -
where everyone can be themselves at work,
feel valued and contritute their best to make
Js mare successful in all that we do.

In February 2022, the FTSE Women

Leaders Review announced two new
recommendations for FTSE350 companies to
increase representation of women in senior
leadership positions by 31 December 2025.
We already exceed bath of those goals, with a
fernale Chair, Chief Executive and, Chief
Finance Officer, fotllowing Helen's
appointment as Chief Financial Officer
Designate, and have at least 40% wornen at
Board and Executive Committee level. The
Board also updated its Diversity Policy during
the year in consideration of the progress
made to date and recommendations of the
FTSE Women Leaders Review and Parker
Review on Ethnic Diversity. Read more in the
Nominations Committee report on page 125.

Resilient performance and sharing
the rewards

Against the background of a changing
enviranment, it is more important than ever for us
to maintain our secter-leading performance and
continue delivering strong service to our
customers. In December 2022, Ofwat named
Severn Trent in the leading category for both
financial resilience and performance and
expenditure for the second year running. We have
been awarded EPA 4* for three consecutive years
by the EA and are highly confident of achieving it
for the fourth consecutive year for 2022, This
would be a unique accolade in the sector and
something we are incredibly proud of.

Our aim is to deliver exceptional and consistent
services to our customers at all times as well as
being sector-leading in measures. | am pleased
that we have delivered robust operational and
resilient financial performance, and this year has
been no exception, with around 80% of ODI
measures green, including leakage, pollutions
and water quality comptaints, resulting in a net
reward’ of £53 million and Group PBIT for the
year of £509 million. Livand James provide
further detail within their respective reviews.

The Board applied particular focus te the
proposed dividend during the year, in
consideration of our regulated company

1 Our FY23 00| outturn and percentage meeting or ahead
af requis:ory target far wi'hbie penaity aeadband “or
compliance measures) include in year lincluding C'MeX and
D-MeXl reward earnings of £35.5 million and £17.5 mitlion,
for work and milestones already delivered in relation to end
of AMP 0DIs {excluding PCC). 001 values for Customer
Measure of Experience ['C-MeX'] and Developer Measures
of Experience ['0-MeX') are catculated based on published
industry data. A defimitiva valuz witl be published by Ofwat
later n the year Value of £53 million is quoted pre-taxand in
2017/18 prices unless otherwise stated

performance in the round and over time, service
delivery for customers and the environment, the
Company’s long-term investment needs and
financial resilience. In line with cur formal
dividend policy, the Board determined that the
proposed dividend would not impact the financial
health of the regulated company, nor its credit
ratings. The Board also considered that the
proposed dividend was supported by the
regulated company performance in the round
and over time. The Board is therefore proposing
a final dividend of 64.09 pence per share, to be
paid on 14 July 2023, taking the total dividend for
the year to 106.82 pence per share.

Given that many small retail sharehelders and
Severn Trent pensioners rely on our dividend
payments, we are pleased to be able to sustain
our dividend commitments against a backdrop
of increased costs, which has resultedina
challenging year for so many shareholders.

| had the pleasure ¢f meeting many shareholders
again this year to discuss our performance. Our
censistent results emphasise that we are well
placed to uphold our high standards of service
delivery for customers and provide a
sustainable platform for investment and growth
in areas that are important to our stakeholders.

Focus on the

long term

We continue to deliver a strong operational
performance for our customers and the Board
is focused on the long-term challenges facing
the sector, ensuring robust risk management,
prioritisation and decision making around the
investment needed to make a positive
sustainable impact.

The Beard spent a significant amount of time
considering key long-term programmes that
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are inextricahly linked to the environment
during the year, such as our Drainage and
Wastewater Management Plan, Water
Resources Management Plan, the Water
Industry National Environment Programme,
and our PR24 submission — including our
Long-Term Delivery Strategy. The Board has
placed particular emphasis an ensuring that
we have resilient long-term plans in place that
consider the impacts of population growth,
drought, our environmental obligations and
climate change uncertainty so we can continue
to deliver our essential services for customers
now and in the long term whilst also
transitioning to a net zero world.

A key area of focus for the period ahead is
positioning the business for success during
the next regulatery pericd. Our draft business
plans are well advanced, following widespread
customer engagement, rigorous independent
challenge and rich discussion in the
boardroom. Our PR24 plan will be submitted to
Ofwat in October 2023. We are positioned well
te implement our plans over AMP8 and beyond,
safe in the knowledge that our teams have the
talent, skills and, above all, commitment to
enable us to deliver for our custormers.

Against a backdrop of rising expectations on
companies both within and outside the water
sector, we are working even harder to drive
further performance imprevements through
the rest of this AMP and into the nextand, in
doing so, create long-term value for the mutuatl
benefits of our customers and communities,
shareholders, the environment and our people,

Christine Hodgson
Chair




CHIEF EXECUTIVE’'S REVIEW

Group PBIT

£508.8m

2022: £504.2m

WE ARE

DRIVING OUR
PERFORMANCE
FORWARD AND
LEADING WITH
SUSTAINABILITY
IN ALL THAT

WE DO

Group turnover

£2,165.1m

2022: £1,943.3m

I'm pleased to present my
Chief Executive's Review for
2022/23, sharing my personal
highlights for the year and
providing you with an update
on our performance over the
last twelve months.

Whether it's the growing impact of climate
change, unparalleled energy costs, or breader
macroeconomic uncertainty, this year has been
atrue test of our resilience as acompany. I'm
incredibly proud of our proven ability to continue
delivering on our proemises for our customers
and the environment, alongside a robust
financial performance, in the face of such a
challenging year.

Our resilience and performance provide a
strong foundation from which we can do

even more for the communities we serve

and the environment on which we depend.

I'm pleased to report strong progress against
our commitments in these areas, as well as
sefting out a new Societal Strategy, which

i wholeheartedly believe has the ability to

SEVERN TRENT PLC

STRATEGIC REPORT

Net Q0| reward

£53m

2022: £79m

change the life chances of some of the most
vulnerable people in our region.

Dur Purpose of ‘taking care of one of life's
essentials’ forms the foundation of our
retationships with our stakeholders and is
criticel to our long-term success. Qur people
connect with our Purpose, and our cutstanding
engagement scores demanstrate the strength
and depth of this cannectien. As ocutiinedin
Christine’s report, a key focus for the Board
this year has been reviewing our Strategy and
considering the long-term value generation for
our stakeholders - including our customers
and communities, the environment, cur
workfarce and our investors - each of whom
want consistency in delivery of our Strateqy,
with a focus on the long term.

Our Strategy is to be performance driven,
sustainability led. Consistently executing this
Strategy will deliver outstanding performance
in a way that has a positive, sustainable impact.
You can read more about the development of
our Strategy on pages 2to 3.

Creating job opportunities,
continuing significant regionat
investment, and financially
supporting more customers
than ever before is made
possible by the strong results
we have delivered this year.
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CHIEF EXECUTIVE'S REVIEW CONTINUED

Delivering for customers

in a changing climate

Our teams work around the clock delivering a
brilliant service for our customers Lo keep
clean water flowing into homes and
businesses, and take away and recycle waste
water. Quite rightly, our customers expect this
service te continue 24/7, and I'm proud of the
work we've achieved to minimise the impact of
climate change experienced by our customers
this year.

We've hit or exceeded our targets on c.80% of
our perfarmance commitments, earning an
outperformance reward of £53 million, despite
the weather chatlenges faced this year which
have impacted a number of measures. As we
look ahead to AMPE, when our comparative
position will be even more important, our whole
business is focused on pushing our
performance even further.

Keeping clean water flawing

We have invested a significant amount of time
and resource into strengthening the resilience
of our water networks over the past few years.
We've brought more assets online to
strengthen our netwark, improved flexibility to
enable us to get water to the right places at the
right time, and created an in-house Network
Response Team -~ 135 people and 42 tankers
dedicated to getting our customers back on
supply as quickly as possible. All of which
really paid off this year.

The summer of 2022 was one of the hottest and
driest since records began. At its peak, we
were producing an extra 450 million litres of
ctean water a day. The resilience of our
network, combined with the incredible support
from our custormners in response to our
extensive demand management campaigns,
meant we were able to keep the water flowing,
navigating the summer conditions with no
enforced Temporary Usage Bans [ TUBs/, also
known as hosepipe bans|.

In common with many other companies, we're
also feeling the effects of climate change in
winter. In December 2022, our region
experienced a sharp cold snap followed by a
rapid thaw. These temperature swings can
have a severe impact on our pipes, causing a
higher number of bursts. The last time we
experienced such an event was the Beast from
the Eastin 2018 and I'm really pleased that the
work we've done since then meant that the
interruption to our custemers’ supply was
reduced by 93%.

Never has it been clearer that wateris a
precious resource and one that we all need to
take care of, and I'm delighted with the
sustained progress on our leakage journey,
hitting our target for the eleventh year out of
the last twelve, despite the significantly higher
number of bursts we've faced following a
challenging winter. We're fixing over 3,000
leaks @ month and we ve reduced the time it
takes for us to reach a leak by 30% since 2020,

We've also accelerated our meter roll-out,
installing over 100,000 meters this year alone,

taking aur metering coverage on household
customers to 61%. Alongside reducing bills for
rmany of our custormers, this also gives us
much greater visibility and insight into our
network, This is especially the case for smart
meters, which we're rolling out in Coventry and
Warwickshire and threugh which we have
already been able to collect vatuable data on
consumption and other trends. Given the
success of our smart meter campaign, | was
particularly pleased to receive approval from
Ofwat to accelerate the roll-out of an additional
250,000 meters ahead of AMP8.

Our leakage rate is better than the average for
Europe, but we know that we can, and must, go
further. We have committed to reducing
leakage by 50% by 2045 [from a three-year
rolling average baseline set in 2019/20] and the
work we're doing now places us firmly on track
to achieve that goal.

Focused on waste to create

a better environment

We have once again met 100% of our environmenital
measures and are highly confident that we

will achieve the highest-possible 4* rating

in our annual Environmental Performance
Assessment [[EPAY for 2022 by the EA, making
it four consecutive years - something no other
company has ever achieved.

We are proud of our total potlutions
performance, which has seen a year-on-year
improvement of 5.4%, resulting in our best ever
year on serious pollutions. While we're proud of
our continued improvements in this space, we
recognise that any pollution is unacceptable and
we are striving to hatve our total pollutions by
2025. As part of this ambition, we are focused
on reducing asset failure through a rigorous
maintenance programme and improved event
response times, supported by the ongoing
installation of 40,000 sewer sensors and the
establishment of cur new in-house Waste
Network Response Team, inspired by learnings
in our water business.

One cause of pollutions is biockages in our
network, and we've been successful in driving
these down by 20% compared with the end of
AMPé through a relentiess focus on data,
sewer cleansing and custorner education en
the causes and impact of sewer misuse.

While we have met a number of our key waste
measures, we have incurred a penalty this year
on external sewer flooding, where we missed
a stretching target that reflects our historical
sectar-leading performance. The extreme
fluctuations in rainfall we've experienced this
year have been a key driver of our
performance, with our region experiencing
onty 14% less rainfall than average despite the
prolonged dry summer. We have also
experienced a deterioration in sorme of our key
performance drivers and are reviewing our
delivery model on our waste infrastructure,
including the insourcing of critical teams, such
as planning and scheduling. We expect to
continue to be a strong performer onthis
measure compared with the sector, but our
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customers rightly expect more of us and we
are working hard to drive the required
impravements to meet aur target.

There for our customers when they
need us most

We have delivered ¢.90% of our customer
performance commitments, and | am
particularly pleased to see a 16% reductionin
customer complaints compared with last year
as we continue to improve our service offering.
We contipue to take steps forward in our
Custemer Measure of Experience {'C-MeX’)
and Developer Measure of Experience
{'D-MeX'] journeys to ensure we can answer
our customers’ queries at point of contact, and
keep customers informed,

This year we launched a new ‘Intelligent
Kickouts’ process, which uses customers’
historical consumption data to track

and identify changes in their water usage and
proactively engage with them, before their bill
is issued. We have designed 30 different
communication journeys to ensure customers
receive the rightinformation, at the right time,
in the right way. In the six months since we
taunched our new process, we have proactively
engaged with almost 10,000 customers,
helping them to manage their consumption,
reducing contacts from custemers and
identifying an additional 14,000 litres of
private-side leakage a day, with zero
complaints frem customers.

Df course, alongside delivering the best
service possible, we want to be there for cur
customers when they need us most, and right
now many are struggling with overwhelming
pressures associated with the increased cost
of living. Last year, we announced a package of
financial support worth £30 million to allow us
to support 315,000 customers - the biggest
suppert scheme any company in our sector
has ever offered.

We're proud to continue to offer one of the
lowest bills in the country, at an average of
£1.15 per day, and we've committed to growing
our bill by less than inflation for 2023/24, as we
don’t want anybody to fear their water bill.
Through our affordability schemes, we can
offer any custemer who needs it up to 90%
discount off their bill, taking the water bill off
their worry list. We are financially supporting
over 237,000 custorners and are an track to
help 315,000 customers by 2025. While we
don't wish to see anybody in a situation where
they need aur help, we take comfort in knowing
that we still have the capacity to support many
more should they need it.

But financial support is a short-term solution,
and we want to go much further, to make a
genuine difference in the communities we live
and work in. That's why we announced our
Societal Strategy in Movember 2022 our
commitment to help support 100,000 people
out of poverty by 2032. This is a huge
commitment and one we don't take lightly, and
we have robust plans in place to deliver this
support. You can read more about our plans
on page 32.



Get River Positive -

one year on

Although we have long been a sector leaderin
environmental performance, as measured by
both Ofwat and the EA, when listening to our
stakeholders it is clear that river quality
remains high on their list of priorities. We fully
recoqnise that there s mare we can do when
it comes to the health of rivers in our region
and |'m delighted to report that, one year on
from the launch of our Get River Positive

river pledges, we've made a huge amount

of progress,

We've already significantly reduced the impact
of our operations on the rivers in our region,
having reduced our share of the RNAGS in our
region by a third, now down to under 16%. We've
committed to reducing that number to zero by
2030, and we still have plenty of work to do, but |
am pleased to see such a strong start.

The permitted operation of Combined Sewer
Overflows ((C50s’] is an essential part of
managing our network, and while they
contribute only a small propartion of RNAGS
[around 3%, we ncnetheless recognise the
need to reduce the frequency at which they
activate. I'm really pleased to see the average
annual number of activations has reduced from
25in2021to0 18in2022.

We've accelerated the rollout of Event Duration
Manitors [EDMs’) across our ¢.2,400 CS0s
providing us with 300 million data points a year
through which we can better understand our
network and drive the right interventions.

This includes wark to improve weir levels,
investment in screens and dedicated teams on
specific assets. In addition, our dedicated team
of River Rangers has carried out thousands of
riverside inspections to provide additionat
sampling and monitoring data to better inferm
our plans. Read more about our progress on
pages 20 to 21.

Qur langer-term projects are also progressing
well. Through our £564 million (2017/18 prices)
Green Recovery Programme, we are improving
50 km of river to move two stretches of river
towards bathing quality by 2025. We have
installed 76 monitors, providing data en river
health, We have carried out clirnate change
simulations and ground investigations ahead of
us installing infrastructure soluticns, and we are
trialling ozone disinfection technology to treat
our waste water to the highest possible
standards.

We know that the quality of the land across our
catchment can make a reat difference to river
health, so lam delighted that we have exceeded
our target of improving the biodiversity of 5,000
hectares of land four years early, having already
delivered over 7,700 hectares. We know we can
maintain momentum on this important work, so
we have doubled our target, and now expect to
deliver improvements to the biodiversity of 10,000
hectares of land over the course of AMP7.

Each and every person in aur organisation is
playing their partin transforming the rivers in
our region, and we're passionate about the work
we're doing. Gur Get River Positive river pledges
are now built into our Annual Bonus Scheme,
meaning everybody in the Company is incentivised
on achieving these vitally important targets.

Taking carc

of our people

| truly believe that the things that make Severn
Trent special are our cutture and our people

- they go above and beyond every day, pushing
our performance further and doing more for
our customers and communities wherever
they can.

The strength of our culture is reflected in our
engagement scores, which are once againin
the top 5% of global utilities, with our overatl
score of 8.4 out of 10in our latest surveyin
November 2022 - our best ever.

Diversity and Inclusion also scored highly at
8.9 out of 10, and we were delighted to be
named a top 25 employer by Stonewall this
year. Notwithstanding this fantastic progress,
we know this is an area where we can do even
maore, to ensure we create a workplace where
everyone can bring their whole selves to work,
fulfil their potential and perform at their best.
Read more about diversity and inclusicn on
pages 2510 27.

Qur commitment to internal development and
progression was evidenced recently when we
announced the planned retirement of James
Bowling, cur Chief Financial Officer of eight
years. While really sad to be losing James,

I was incredibly pleased to see that the
strength of our succession planning and talent
management processes resulted in two of my
direct team taking up exciting new roles, plus
an internal promotion to the Severn Trent
Executive Committee - you canread more

on page 124,

Of course, while we're focused on ensuring
that Severn Trentis a truly briliiant place to
work, with oppartunities to develop and
succeed, our pecple also need to feel
financially secure and taken care of,
particularly in the face of the current economic
ctimate. Our people benefit from a broad and
thoughtful package of benefits ~ from help with
childcare costs and advice and support on
taking care of an otder dependant, to
meaningful contributions to elective
treatments, and access to a 24/7 GP service
and Employee Assistance Programme.

Our people go above and beyend for Severn
Trent, and we are absolutely committed to
doing the same for them.

STRATEGIC REPORT

Thanks and outlook

| am, as ever, enormously grateful to my
c.7,600 wonderful colieagues who work
tirelessly to take care of one of life’s
essentials, living and breathing our Values -
Having Courage, Embracing Curiosity, Showing
Care and Taking Pride in everything that they
do.

My thanks go to my exceptional management
team for their continued passion, dedication
and leadership, which is absolutely essential to
our continued success. And | am grateful, too,
for the stewardship, suppert and challenge
from Christine and the Board.

| would like to thank James for everything he's
done for Severn Trent and atl the support he
has given to me personally. His fantastic work
ethic, wise counsel and intellect have been
invaluable. James has been instrumental in
driving the success of Severn Trent since his
appeintment in 2015 and he leaves us well
positioned for the future. | am also delighted
that Helen Miles will be his successor. Sheis
a highly experienced and commercial CFO with
a detailed understanding of the water sector
and a proven track record of exceptional
delivery. | look forward te continuing to

work with her on the oppertunities ahead

in her new role.

The past year has once again shown just how
resilient we are as a business, whether
operationally, financially, or indeed cutturally.
Through the most challenging times, this
stable platform has provided the foundation
from which we can identify opportunities to
step forward and contribute even more to our
society. But we know we can always do mare
and we will continue to listen to our wide range
of stakeholders to understand where we can
push further.

In the year ahead, we'll be driving forward the
first stage of our ten-year Societal Strategy,
making further sizeable steps towards our
goal of causing no harm to rivers by 2030 and
delivering key milestones towards our net zero
by 2030 commitments. You can read more
about our exciting plans at Strongferd on

page 19. We'll be doing all of this while forming
our plan for the five years to 2030, ensuring
that it enables us to continue to deliver the
right outcomes for all of our stakeholders for
many years to come.

Liv Garfield
Group Chief Executive

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023 13



OUR PERFORMANCE
AND KEY PERFORMANCE
INDICATORS

Dutcome Delivery Incentives ['OD!s’] provide
financial payments to water companies from
customers for performing beyond their
committed levels of service (‘outperfarmance
payments’] or from companies to custormers
for performing below their commitments
('underperformance payments’).

In order to aid stakeholders’ review of this
report, including how our 0DIs and other
operational Key Performance Indicators
['KPIs'} link to our Strategy, key stakeholders
and remuneration policies - each KPI has
been labelied using the icons below. We
hope this addition enhances the transparency
of our reporting for stakeholders and we
welcome feedback on this new approach.

Both O0!s and KPls that relate to Severn
Trent Water cnly as it operates today, not
including Hafren Dyfrdwy [our Wales anly
regulated company following

the realignment of the England-Wales
boundary], are indicated by a 1 footnote.

Consistent with previous reperting, some
0Dls do not form part of the suite of KPIs
reported in this report. Performance of all our
0Dlsis reported in our separate Severn Trent
Water and Hafren Dyfrdwy Annual Performance
Reports published in July, which can be feund
on the respective companies’ website.

Stakeholders

Our Customers

Our Colleagues

Qur Communities

Qur Shareholders and Investors

Our Suppliers and Contractors

Regulators and Goevernment

Relative performance

Improvement year-on-year/

4 against target, where provided
v Deterioration year-on-year/

against target, where provided
- No change year-on-year/

against target, where provided

Remuneration

Included in all employee Annual
Bonus Scheme ['ABS’) - read more
on page 146

There are additianal ODIs that are not KPts in this repart.
Far more infarmatian on the strategic signment of
remuneratian, see page 145,

DELIVERING
OUTCOMES OUR
CUSTOMERS
CARE ABOUT

Our services are an essential
part of everyone’'s lives. We

take this responsibility seriously
and strive to keep water flowing
and take waste water away,
whilst working with customers
to manage demand. This
commitment is reflected in the
continued positive momentum
in our performance.

c.50%

Reduction in drinking water complaints
since 2016/17

14 SEVERN TRENT PLC  ANNUAL REPORT AND ACCOUNTS 2023

The significant investment in
our network has bolstered
our resilience, which is
demonstrated by our ability

to maintain service delivery
for our customers, throughout
the challenging conditions
observed during the year.

5.65

CRI




WATER ALWAYS
THERE

We've nearly halved drinking water
quality complaints in six years

Qur significant investment over the last few
years has driven sustained improverments in
our water quality complaints performancs,
This year marks our sixth year-on-year
improvement - a reduction of 8% on the priar
year and a 48% reduction in complaints since
20146/17. Looking ahead, further investment is
planned for AMP8, including installation of
additional water quality monitors, to provide
greater insight on our network and, where
required, implementation of targeted
interventions to drive further performance
improvernents for custormers.

Notwithstanding this excellent progress, our
performance on the Compliance Risk Index
['CRI', the DWI's measure of risk to water
qualityl has deteriorated this year, Our
indicative CRIl score for 2022 was 5.65
(2021/22: 2.43). Our work to understand
bacteria within our processes, using online
flow cytometry, which provides live data on
water safety, has enabled us to deliver
improvements at our distribution service
reservoirs. We have implemented a dedicated
improvement plan, CRISP [Compliance Risk
Index Sustainability Plan’), with the objective of
eradicating high-impacting events in our water
network and addressing bacteriological risk at
water treatment works. We are confident that
we have the right plans in place to improve
performance and have already made a pesitive
start to the financial year.

Working hard to reduce supply
interruption events

Reducing supply interruptions remains

a priority given the direct impact on our
customers. We are pleased that our
significant investment over the past few
years has helped us deliver our best in-AMP
performance at ¢ minutes and 10 secends;
however, we are disappointed to have missed
our stretehing target.

The sector was impacted by a freeze thaw
eventin December 2022. Such events have
potential to cause significant customer impact
and it was pleasing that learnings from the
2018 freeze thaw event enabled us te improve
our performance by 93% this year.

Similarly, the significantinvestment in cur water
network and culture of continuous improvement
enabled us to navigate the prolonged hot, dry
weather conditions in 2022 with no enforced
TUBs and irngroved service delivery for
customers compared with similar events of this
nature.

The growth of cur Netwerk Response Team
has been a key driver of our positive pertormance,
with mare teams out in the field, minimising
the time our customers go without suppty. Cur
Academy facilitates the centinual training and
upskilling of our colleagues, improving our
effectiveness and helping us to learn from
each event we resclve. You can read more
about our Acaderny on paye 23.

On track to delivera 15%

leakage reduction

Alongside our supply interruptions activity,
we have alse been working hard on our supply
capacity. We are particularly proud of aur
leakage performance, having achieved our
target far eleven out of the last twelve years,
putting us on track to reduce leakage by 15%
by 2025 and 50% by 2045 [from a three-year
rolling average baseline setin 2019/20). We
are pleased to have delivered a ¢.2% reduction
this year, and a 9% reduction since 2019/20.

To improve Lleakage performance, we're fixing
over 3,000 leaks a month and bolstering our
teams to reduce the time taken to fix leaks by a
third. This activity has seen us employ more
gangs and distribution service technicians.

Our leakage activity is supported by our smart
meter programme. Smart meters enable us to
proactively identify potential teaks, mitigating
risks to customers’ progerties and crucially
helping custemers to save money on their
water bilts, all whilst reducing our overall level
of leakage. We have accelerated our activity
this year, with over 293,000 meters installed
already this AMP. Qur ongaing work with
customers to reduce their demand also
continues to yield positive results.

Working in partnership with our
customers to reduce demand

Good progress has been made to achieve our
goal of adding 93 Ml/d of additional water
supply at peak capacity (as part of our Green
Recovery Programmel, providing increased
resilience ta hotter, drier summers and winter
freeze thaw events, and driving further
performance improvements for customers.

We maintain a pesitive, continuous dialogue
with our customers - directly engaging with
them an demand management through our
water efficiency programme. With the help of
our customers, our aim is to achieve per capita
censumption of 122 litres per day by 2038 and
110 litres per day by 2050 against our current
performance of 138 litres per person, per day.

Our water efficiency programme has delivered
a number of customer benefits this year,
including water efficiency advice through over
18,800 home visits; installing 100,108 water
meters and offering free and subsidised water-
saving devices to customers. Our teams
engage with thousands of customers every
year to make them aware of how they can save
water and reduce their bills, educate them on
the sewzge treatment process and share the
way in which we are reducing our carbon
footprint to help protect the environment.

STRATEGIC REPORT

Drinking water quality
[number of complaints]'

7,467,

[ODl'target: 9,600}

Definition: Stakeholders:
The number of
complaints about
taste, odour and
appearance that we

receive

Remuneration:

Supply interruptions
{number of minutes)’

9 min 10$ecv

[0DI target: 5 min 45 sec)

Definition: Stakeholders:
The number of

minutes the average

customer s without

) Remuneration:
supply inthe year

L.eakage [three-year average)
(Mi/d)

405 Myda

0D target: 421 ML/d)

Definition: Stakeholders:
The average volume of
water that leaks from
our water network
each day Imeasured
as a three-year roiling

average)

Remuneration:

See footnote on page 14

2 Qurbaseline has been reset toreflect more up-to-date
information and as such our 2021/22 and 2020/21
performance figures will not be comparable to last
year's Annual Report,
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DELIVERING OUTCOMES OUR CUSTOMERS CARE ABOUT CONTINUED

Alongside this direct customer engagement,
our dedicated schools programme helps
educate children living in our region. Last year,
we continued our programme of school visits,
delivering assemblies, workshops and
classroom sessions, and utilising our
interactive Wonderful Water Tour vehicles. The
‘digi-bus’ and ‘experi-bus’ introduce children
te everything water and waste water related
using virtual reality and hands-on water
activities, such as fixing {eaks, water quality
sampling and sewer misuse exercises. At the
end of our sessions, we ask children to pledge
their commitments and we collected over
122,000 behavioural commitments this year.

Customer experience

We have significant focus on cur customers’
experience when dealing with us. Our ambition
is to ensure that all customer queries are dealt
with in a timely manner and deliver an
outstanding experience for all.

C-MeX, Ofwat's measure of customer
experience, places the same weighting on the
perceptions of all of our customers as on those
who contact us. This year, our C-MeX score
ranked ninth in the sector. We recognise there
is more to do ensuring we can answer our
customers’ queries at point of contact, and
keeping customers informed.

We continue to offer our customers a multi-
channel offering and have seen a growth year
onyear in customers visiting our website for
informaticn and paying their bills online, Qur
digital first strategy focuses on ease, efficiency
and experience. This model helps make sure
our teams are available far custormers when
their gueries are more complex across other
channels. Our 2023/24 priorities focus on
continuing to make interactions easy for
customers, increasing point of contact
resolution and keeping customers informed
when this is not possible.

We continue to perform well in developer
services, with our D-MeX score ranking third
this year.

1 Seetoatnole on page 14

Customer Measure of Experience
{'C-MeX') lindex)’

92th

Definition:
Anandustry standard
view of customers’
experience, measured
through both
quantitative and
gqualitative metrics

Stakeholders:

Remuneration:

Developer Measure of Experience
[‘D-MeX'] lindex])'

3rd

Definition:

An industry standard
view of developers’
experience, measured
through both
guantitative and
qualitative metrics

Stakeholders:

Remuneration:

Compliance Risk Index
(‘CRI'] [index]"

9.65v

[0D! target- 0.00)

Definition: Stakeholders:
A standardiscd
measure of water
quality including our
response to any
Issues that arise

Remuneration:

Education programme
[number of commitments)’

122,159.

(0Dl target: 31,050)
Definition:

The number of
commitments made
to change our
behaviours fellowing
our bespoke custormer
education programme

Stakeholders:

Remuneration:

REDUCING DEMAND

During the 2022 hot weather period, we
directly engaged with customers across a
range of channels - including text
message, email and sacial media
channels. We focused on behavioural
change initiatives to deliver and sustain
demand reduction. The incredible support
from our customers meant that we didn't
need to impose 3 TUB, otherwise known
as a hesepipe ban, maintaining service
delivery for our customers when they
needed it most.
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UPPER QUARTILE
ON WASTE

Every day, we take almost 3 billion litres of our
customers’ waste water away, ready to be
made safe to return to the natural
environment. We have invested significantly in
our waste operations over the last 30 years to
deliver the services that our customers rightly
expect and minimise our impact on the
environment, We recognise that there is more
we can do and we have a critical rete in driving
the improvements our customers expect.

Our best ever year on serious
pollutions performance

We are proud of vur Lolal pullutions
performance, which has seen a year-on-year
improvernent of 5.4%, along with an 8% increase
in the praportion of potlutions self-reported this
year. We are highly confident in achieving EPA 4*
status by the EA for a fourth consecutive year.

Reducing sewer flooding

and blockages

We recognise that not all our measures have
performed tg the level that both we and our
customers expect. Sewer flooding remains a
key focus, and despite our performance being
one of the best in the sector, we have set
ourselves some really stretching targets which
unfortunately we have not delivered this year.

Early investment in the AMP coupled with our
active approach to maintenance has driven
year-on-year improvements in our hydraulic
flooding performance. However, with the
extremes in weather and some areas of
performance requiring improvement, we
still have room to improve. We are tackling
this challenge head on and have increased
proactive investment during the year,
targeting ‘at risk’ areas.

We have insaurced key functions such as our
‘blue light’ Netwark Response Team, giving
us more resilience and flexibility in-house,
while our work to optimise our planning and
scheduling function has helped impraove

our response times, for example reducing
the time taken to fix leaks by a third.

We have alsa guadrupled the size of our
Network Protection Team, which
communicates directly with customers to
educate on what can and cannot gointo
sewers, helping to prevent blockages. We are
continuing to work in partnership with food
service providers in cur region to prevent oils,
fats and greases from entering the network.
We firmly believe that our perfermance led
culture and desire to do the right thing set us
up for success to tackte sewer floodings and

bolster our sector-leading waste performance.

1 Seefootnote on page 14

Internal sewer floading
[number of incidents)’

698.

[ODI target: 646]

Definition: Stakeholders:
The number of sewer

flooding tncidents

that occurinside

customers properties

Remuneration:

External sewer flooding
Inumber of incidents]’

5,353y

[ODItarget: 3.515)

Definition: Stakeholders:
The number of sewer
flooding incidents that
occurin customer
gardens, driveways

and external buildings

Remuneration:

STRATEGIC REPORT

Pollutions
[(number of incidents)’

193~

(ODI target: 215]

Definition: Stakeholders:
The number of

pollution incidents

that oecur from our

waste water activities ~Remuneration:

Public sewer flooding
fnumber of incidents)’

1,526

(QDI target: 1,945]

Definition: Stakeholders:
The number of sewer
flooding incidents that
eccur on public open

spaces

Remuneration:

OUR 'BIN THE
WIPE' CAMPAIGN

fn April 2023, we annaunced our ‘Bin The
Wipe' initiative in support of a new campaign
led by Water UK. 22% of people in the UK
admit to flushing wet wipes down the teitet.
This is the biggest cause of fatbergs that
block sewage systems.

By joining us on this campaign, our
custorers can help us protect the
environment and prevent hames and
businesses being flooded. This work
complements our Get River Positive river
pledge to support legisiation to ban wet
wipes that contain plastic and lobby for a
ban on all wet wipes that are not ‘Fine to
Flush'. You can read more on our website
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RUNNING A BUSINESS
THAT GOES HAND-IN-HAND
WITH NATURE

CQur natural environment
catches, holds, carries, and
helps purify our water. And the
climate drives many of our
critical functions; from the filling
of our reservoirs to the ways in
which our customers use water.

We are delighted that our biodiversity
approach has been recognised
externally, including at the Responsible
Business Awards, where we were the
winners of the Biodiversity Champion
Award. We also won a partnership award
at the Chartered Institute of Ecology and
Environmental Management Awards.

18 SEVERN TRENTPLC

Cur environment cannot be taken for granted
and, as such, our Strategy to be ‘performance
driven, sustainability led” pushes us to deliver
strong performance in balance with the
long-term needs of our environment - not anly
because it's the right thing to do, but because
we see it as a fundamental opportunity to
innovate, grow and create long-term value
forour stakehalders.

This section of pur report sets out how our
positive actions will ensure a sustainable
water cycle, enhance the environment,
mitigate climate change and ensure we
are resilient to its impact - in line with cur
strategic piltar to run a business that goes
hand-in-hand with nature.

Qur Net Zero Transition Plan and Task Force
on Climate-related Financial Disclosures

['TCFD'] can be found on pages 39 ta 54 and 58

to 61 respectively - and are clearly labeiled to
aid readers of this report,

ANNUAL REPORT AND ACCOUNTS 2023

Biodiversity
[number of hectares ["ha’ll’

7,728,

{00 target: 583)

Definition: Stakeholders:
The mumber of

hectares of land with
improved biodiversity

since 2020 Remuneration:



Progress against our

Great Big Nature Boost

In 2020, we announced our Great Big Nature
Boost, ane of the biggest nature projects in the UK,
to boost nature across 5,000 hectares of land in
our region by 2027 and to plant 1.3 million trees,
We are proud to have exceeded our biodiversity
target four years early, and in May 2023, we
announced that we will be extending and
accelerating our commitment to improve
biodiversity by doubling our target to 10,000
hectares by 202%. | his now means our work will
account for 2% of the nation's 2042 Nature
Recovery Network target.

Working with the Woodland Trust, we have
planted almost 230,000 trees this year, taking
us over halfway towards our 1.3 million target
by 2030. This is a wonderfyl example of the
asseciated benefits of our biodiversity
ambitions, as these trees will also provide
natural protection against the worst effects of
climate change, as welt as enriching the naturat
environment of the communities we serve,

What is our Great
Big Nature Boost?

WORLD’S FIRST NET
ZERO WASTE WATER
TREATMENT HUB

As part of our investment to develop

the world’s first net zero waste water
treatment hub, working together with
international partners, we were pleased to
be awarded £10 miliion from the Ofwat
Innavation Fund to deploy innavative new
technologies developed in collaboration
with our glabal partners. This innovative
and collaborative project will integrate new
technologies and innovatians to trial at
scale, providing a carbon neutral blueprint
for all companies within the sector,

Being a net zero sector leader means
we will be able to share gur learnings
globally to benefit our sector and our planet.

STRATEGIC REPORT

AYEAR ON FROM THE

COMMONWEALTH GAMES

We were proud to be the Official Nature and
Carbon Neutral partner of the Birmingham
2022 Commonwealth Games held in July and
August 2022 — by providing critical
infrastructure to the Games, with 40 water
bar stations, saving almost 500,000 plastic
pottles, and continuing to plant cur 2,022
acre legacy farest. This activity supported
the Games” ambition to be the most
sustainable ever.

Far the Birmingham
2022 Commonwealth
Games Sustainability
Repoart online

Alongside these activities, our people,
customers and communities worked
together to create 72 Tiny Forests, one for
each Commonwealth nation, in urban areas
acrass our region, delivering a lasting
legacy for the Commonwealth Games and
creating inspiring outdoor classrooms for
children te learn first hand about nature and
the environment for many years to come.

Sustainability
Report

SEVERN TRENT PLC
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RUNNING A BUSINESS THAT GOES HAND-IN-HAND WITH NATURE CONTINUED

G ET R IV E R River quality remains a critical priority for our stakeholders.
Our region’'s river health is not just essential to the communities
POS IT I V E we serve, but also to the success of our business. We are
committed to making a positive impact on the environment

and recognise that, as a sector, there is more we need to do
to help our region’s rivers be the healthiest they can be,

In March 2022, we announced our commitment

to ‘Get River Positive’; establishing five river Five industry-leading pledges to make 19 out of a possible 20 EPA stars from
pledges. We provide an update an each of our region’s rivers the healthiest they the EA over the last five years

these pledges on the next page. can be, as quickly as possible Over £278,000 granted to four regional
Through our significant investrment, this year We continue to invest £100 million a year community projects benefiting rivers
'has.seen usldeliver si_gnificant improvements to improve our waste water infrastructure Our ten full-time River Rangers have

in river quality. red“c,'”ﬁi our share of RN‘,AGS Severn Trent is currently responsible attended over 110 meetings, working with
[Reasons for Not Achieving Good Statusl in our far 16% of RNAGS in our region and our partners, environment groups and

region to 16%. We have reduced the number of
RMNAGS that Severn Trent is respansible for .
from 960 to 870 this year and we are Storm overflow performance in 2022
committed to driving this down to zero by 2030. already at 2025 target

this continues to reduce the local communities

We want our stakeholders to hold us to account

on issues of importance to them and we
published aur first Get River Positive Annual
Report this year, which outlines the progress
we have made since the launch of cur river
pledges — ensuring that all of our stakeholders
have access to the facts so they can form a
halanced opinion.

Our monitoring is providing us with
300 million data records each year on
how our storm overflows are performing
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PLEDGE ONE

ENSURE STORM OVERFLOWS
AND SEWAGE TREATMENT WORKS
DO NOT HARM RIVERS

Progressin 2022/23

PLEDGE THREE

SUPPORT OTHERS TO IMPROVE
AND CARE FOR RIVERS

Progressin 2022/23

STRATEGIC REPORT

PLEDGE FIVE

OPEN AND TRANSPARENT
ABOUT OUR PERFORMANCE
AND OUR PLANS

Progressin 2022/23

We have delivered significant progress on our
storm overflow perfarmance, reducing storm
uvel llow aclivations from an average ot 25 to
18 per year. Our share of reasons far rivers in
our region not achieving good ecological status
has fallern from 24% to 16%. While this puts us
well ahead of gur plan, we are cantinuing to
work hard to improve our region’s rivers, both
through our own activity and supporting others
to imprave and care for rivers too.

While some of last year's improvement can be
attributed to 2022's dry summer, the majority
reflect the significant capital and operationat
investments we have made. Far example, by
increasing our investment in waste water
treatment screens, which remove debris from
flows into our works, we have been able to
expand storm tank capacity, increasing the
flow through our network. This activity is also
being supported by our new training river at
our Academy. This new experimental asset will
help train more of our teams to respand safely
and effectively to potential pollution events.

PLEDGE TWO

CREATE MORE OPPORTUNITIES
FOR EVERYONE TO ENJOY OUR
REGION’S RIVERS

Progressin 2022/23

We are comrmitted to taking the lead on many
of the issues our region’s rivers face and to
partner with others to make them the
healthiest they can be. Over the last year, we
have delivered a series of community
roadshows, inviting custamers to come aleng
and hear about cur Get River Positive plans,
our Green Recovery scheme and the work
we're doing to create Bathing Rivers in
Warwickshire and Shropshire. To date, we have
delivered eight events, attended by hundreds
of people, with more scheduled in 2023/24.

While we do not own our regions’ rivers, we
recognise that we have an impartant role to
play in improving river health. Our Community
Fund has supported a number of community
groups and charities that are as passionate as
us about improving our regions’ rivers -
awarding over £278,000 since 2022 to brilliant
projects that witl have a positive impact on our
regions’ rivers.

We also launched cur new package to promaote
regenerative farming practices in May 2022,
with farmers in the Severn Trent region being
offered matched funding of up to £30,000. To
date, the package has supported 84 farmers
acrossour region, encouraging environmentally
friendly farming practices and protecting
water quality.

PLEDGE FOUR

ENHANCE OUR RIVERS AND CREATE NEW
HABITATS SO WILDLIFE CAN THRIVE

Progressin 2022/23

We have focused on improving the
transparency of our reporting this year and
continue to look at new ways, such as our Get
River Positive Annual Report, to demonstrate
our progress in a transparent way. We have
Event Duration Manitors 'EDMs’] on 106% af
our storm overflows. These monitors record
data at two or 15 minute intervals, providing us
with over 300 million data records annually
about how our storm overflows are
performing, ensuring we are fulfilling the
permit conditions as defined by the EA.

In October 2022, we established our Get River
Positive Indegendent Advisory Panel with the
ohjective of helping to eversee our progress
against each commitment and ensure we
maximise the benefits our campaigns will
deliver. The Panel meets on a quarterly bhasis
to support activity around the pledges,
providing advice and recormmendations, and
bringing new perspectives as well as feeding
in relevant national plans, programmes and
policies, especially in relation to the wider
environmental agenda.

GET RIVER POSITIVE
ANNUAL REPORT
MARCH 2023

We have made significant progress on our
£78 millicn Bathing Rivers Green Recavery
Programme over the past twelve months. in
2022, we launched our extensive river
maonitaring and sampling programmes and
installed 76 water quality moniters on the
rivers Leam and Teme. These monitors are
helping to build the best picture of current
river health and provide the data we need to
develop our farecasting tool for river users. We
have invested in new and upgraded sewer
infrastructure as well as trialling ozone
disinfection technology to ensure that we
continue to clean waste water to the highest
possible standard.

We are also working in partnership with other
stakeholders who impact river health, such as
farmers, through aur ‘Test, Protect and
{mprove’ programme, with the objective of
educating stakeholders on the impact and
prevention of faecal diseases.

Our dedicated River Ranger Team was
established in January 2022 and since then has
carried out over 3,500 riverside inspections.
These additional sampling and maonitering
activities provide us with further data so we
can better understand the quality of rivers in
our regions and inform any further action that
may be required. Our River Rangers work
closely with local stakeholders to build vital
relationships as we alt work towards the goal
of making our region’s rivers the healthiest
they can be. Since January 2022, the Team has
attended over 110 meetings with partners and
environment and comnmunity groups on the
subject of river health.

As part of our Community Champions scheme,
every Severn Trent employee can spend two
working days a year doing voluntary work to
further suppert our Get River Positive
commitments.

SEVERN TRENT PLC

Qur Green Recovery Team has launched an
innovative floating wetland near our Church
Wilne water treatment works in Derbyshire. This
project will heip pre-treat the water, whilst also
impraoving the biodiversity of 46 hectares. Each
floating wetland naturally improves the
surrounding water quality of the site, encourages
habitat regeneration and suppaorts numercus
birds, mammals, invertekrates and aguatic life.
We have created three floating wetlands to date,
with a further 27 set to be launched in 2023/24.
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CARING FOR PEOPLE
IN OUR REGION

Showing care is one of our
Values and we want that to
shine through whenever we
meet people in our region. We
know that our sector-leading
performance is made possihble
thanks to cur dedicated people.
The vast majority of our people,
and their friends and families,
are also our customers, who live
in the communities we serve.

This section of our report sets
out how we are taking positive
action to deliver our strategic
pillar to care for people in

our region.

Helping our own people to thrive

Our people are fundamental to taking care of one
of life’s essentials and we believe our culture is
what makes us special. Qur teams are
passionate about the positive role they can play
in helping custemers and communities thrive
and they want an environment where everyone
can feel comfortable to bring their whole self to
work. You can read more about how we have
listened to and engaged with our colleagues

on page 89 to 90.

Keeping our people safe and well

We believe passionately that no one should be
hurt or made unwell by what we do, and our
people have done a great job of keeping
themselves, and those around them safe, with
2 total of 16 Lost Time Incidents ['LTIs'] this
year [2021/22:19]. our best ever performance,

Though 16 of our colleagues getting hurt

while working is still too many, since we
refreshed our strategy in 2018/19, we have
seen consecutive year-on-year improvements,
giving us confidence that our strategy witl
continue to drive improvements in our

future perfarmance.
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Employee support

We continue to raise awareness of the different
types of support available ta employees. Over
the last few years, we have trained over 2,570
of our emplayees in some form af Mental
Health First Aid, and 36% of our current
workforce have received mental health
training. We now have over 390 active Mental
Health First Alders and Champions, who wear
ayellow lanyard to be easily identifiable and
available to provide in-the-moment support
Our series of mental health podcasts have alse
kept discussions going and encouraged us

all to keep talking.

We recognise that in-hause suppert may nat
be the right answer for everyone, and as such
we continue to promote the support available
via our Employee Assistance Programme
['EAP’}. This is a service provided by Vita
Health, available 24 hours a day for emotional,
legal or career support. Itis also available to
spouses or partners, and any dependants
between the ages of 16 and 25.

We are mindful of the effect that the increasing
cost of living is having on our employees, and
we continue to do everything we can to help
support our people. See our graphic on page
24 for more information. At our annual
leadership event held at Titteswarth Reservoir



in September, we reminded all of our leaders
and team managers of the extensive range

of free benafits that are available to all
employees. We were delighted to offer two
new all-employee benefits during 2022. The
first, launched in October, was our partnership
with Seniorcare by Lottie, which provides free
suppart in sourcing care for elderly or disabled
family members.

The second, launched in November, provides
employees with a discount on nursery fees
with Busy Bees nurseries, the UK's {argest
nursery company, where employees can
receive a 10% discount on fees, equating te
a saving of more than £1,000 a year based

on a child in full-time nursery care.

HAWKSLEY PARK
- NEW EXPERIENTIAL
TRAINING ASSETS

In March 2023, the Academy introduced two
new experiential training assets: Hawksley
House and the River Bown. These are a
‘training house’ and 'training river” which
represent the assets, customers and
environment we interact with and influence
every day.

Hawksley House enables us to train sur
people in a real-life’ environment. We want
learners to increase their curiosity on
detecting leaks, show courage and care
when interacting with customers and take
pride in knowing every potential aspect of
leakage has been investigated and resolved
for our customers.

Training on the River Bown involves a range
of scenarios across water treatment, waste
water recycling and water networks. The
scenarios are based on a range of real-life
experiences with the intention of making
sure learners understand the impact of
their actions, the importance of following
procedures and undertaking problem
solving, all while under the pressure of an
event. The River Bown facility also deepens
employees’ persanal connections with the
rivers we protect.

Listening to our people

Providing opportunities for our employeeas to
stay cannected to the direction of the Company
and be involved in business decisions is a key
part of our culture, and we are always looking
for new and different ways fer the Board to
engage with employees from across the
business. You can read about how we have
engaged with our employees throughout the
year in our dedicated stakehelder engagement
section entitled ‘Engagementin Action - Our
celieagues’, on pages 89 to 90.

Developing our people

Our Academy opened in February 2021,
supperting our ambition to be a socially
purposeful company in all that we do, giving back
to the communities we live and work In, and
providing npportunities for pcople to learn,
develop and retrain with us in our industry.
During the past year, over 22,700 learners have
passed through its doors and we have hosted 765
learning events generating over 54,000 learning
hours at our Academy. We have delivered over
71,000 hours against our 100,000 free
ermployability training hours target by face-to-
face and virtual delivery and self serve anline
platforms. We have supperted 17,900 people in
our community and delivered 583 events.

We recognise that everyone learns in different
ways and that is why the Academy goes beyond
classroem learning, using a combination of the
latest technology, including virtual reality,
simulation and online learning.

As part of our Academy offering, we also
facititate mentoring and coaching, helping
ermployees develop or giving them the chance
to help develop others. We remain ane of only
three water companies who are fully
aceredited as an empleyer apprenticeship
pravider, meaning we can deliver our own
in-house apprenticeship pathways for waste
and water treatment and water networks.

Future Leaders Programme

Our six-month Future Leaders Programme is
designed to help those who do not have line
management experience devetop their skills
in a practical way so they can move into their
first manager role within twelve months of
completing the programme. Since its launchin
July 2621, 112 colleagues have completed the
programme, 80 of those having done so this
year, with 38% having already been promoted
to a line management position.
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New Manager Induction Pathway
Throughout the year, our wonderful team at
the Academy developed a digital pathway for
new managers, helping to guide thern through
their first 100 days. It breaks down all they
need to know into five headings: team; health
safety and wellbeing; systems; performance;
and process. The pathways link together
leaining content from across the business so
that new managers have a single paint of
reference. The pathway is automatically
assigned to new managers when they start and
is available to all managers regardless of their
tenure with the Company,

Senior Management Development
Having assessed the collective strengths and
development areas of our Senior Management
Team ['SM 1], we have been hosting a series of
masterclasses as part of our SMT
Development Pathway. These sessions focus
an a range of areas including: regulation;
sustainability; financial management;
coaching; and persanal growth and
development. The masterclass approach,

run by SMT members for their peers, has
received positive feedback.

Employee engagement {QUEST]
[score out of 10]

8.4,

Top 5% of energy and utility
companies globally

Definition: Stakeholders:
Ourinternal staff

survey

Remuneration: N/A

Lost Time Incidents {'LTIs’]
[per 100,000 hours worked)]

0.11.

[ABS target: 0.15)

Definition: Stakeholders:
The number of

employees unable to
work due to injury or

illness from their job Remuneration:
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CARING FOR PEOPLE IN OUR REGION CONTINUED

Elective Treatment Fund

"I am currently recovering from an
operation where my right hin and
part of my femur were replaced,
After years of hospital visits and
osteopath treatment to address the
rotation problems associated with the
misalignment, | was advised that a hip
replacement and realignment would
be required due to a rapid deterieration
of the joint. The route for treatment
involved a four-yearwaiting list. |
applied far the elective treatment

fund for private treatment and was
supperted by Severn Trent through a
50% contribution to my overall cast of
treatment. Everyone involved was so
suppertive throughout, which was a
huge help. | am now pain free and
recovering, so to get this done so
quickly is life changing and witl
improve my quality of life and that
of my family no end.”

Eldercare Support

My mum had recently been in haspital

after a suspected mini stroke. Mum
lives alone and is assisted with the
suppert of home adaptaticns. Mum
had been offered a re-enablement
package, for a set amount of time;
however, [ wanted te consider the
possibility of home care support and
care home support after the
re-enablement package had expired
A big thank you to the team for the
support they have given me and the
speedy advice whenever it was
neeaged. Without this, | would have
been lost. Many thanks.”

24 SEVERN TRENT PLC

Benefits include:

~24/7 Virtual GP Access

~ Elective Treatment
Fund

- Physiotherapy

- Musculoskeletal
Rehabilitation

- Eye Tests and Flu
Vaccinations

- Menopause Support

- Second Medical
Opinion Service

- Health and Dental

Cash Plans

Benefits include:

- Severn Trent Money
Hub

- Financial Wellbeing
Webinars

- Pre-retirement Advice

~- Will Writing

- Daily Savings Portal

- Life Assurance

- Group income
Pratection

- Eldercare Support

- Sharesave

ANNUAL REPORT ANO ACCOUNTS 2023

SUPPORT FOR
OUR EMPLOYEES

Benefits include:

- Employee Assistance
Programme

- Psychotherapy Support

- Mental Health First
Aiders

- Wellbeing Challenges

- Occupational Health
Support

~ Elephant Talk Podcasts

- Supportive Guides

- Community
Volunteering Days

Benefits include:

~YulLife Wellbeing App

- Holiday Buy/Sell

- Rewarding You -
our flexible henefits
platform

- Daily Savings Portat

- Nursery Discount

- Electric Vehicles
Salary Sacrifice

- Gymflex

Elephant Talk Podcasts

Qur Elephant Talk Podcasts have
covered a variety of topics associated
with meptal wellbejng, inciuding
recovery, living with someone with
mentalill health and the link
between physical and mental health.
Colleagues have told us how useful
and informative they find these
episodes.

“As an avid podoast istener, this was
brithant, with fantastic personal
contributions from senior
management. it’s great ta Know you're
not alone: there is help and support
avallable.”

“Areally henest and helpful podcast to
help understand signs of mental ill
health and some of the proactive things
we c¢an do to keep well. Thank you.”

YulLife Wellbeing App

Yulife is a great way of driving
wellbeing behaviours while earning
rewards. Whether it's via steps or
meditation, it's good for you and you
get rewarded for doing it!

I've really loved the meditatian
sessians on Yulife. it's become part
of my daily routine to the extent that
| actually feel myself relaxing just
opening the app™.

“The ather trilliant part of the app

is thatl have managed to getthree
vouchers to spend on myseali by
earning YuCoins for completing daily
challenges, which Is a massive benefit
with the current cost of living.”

“I've been using the app since it was
launched. I love all the challenges and,
as a keen runner traiming for the
marathon ! use the walking challenges
alot. | 5150 try to meditate daily and
love how easy it 15 to access meditation
inthe app. My kids often join me inthe
morning, and we do a short meditation
which is a nice way to start the day”



Wonderfully You - providing a diverse
and inclusive place to work

At Severn Trent, we celebrate diversity and
inclusion, and embrace individuals’
contribulions, no matter what their age, gender,
race, ethnicity, disability, sexual orientation,
social background, religion or belief. Having

a culture that enables individuals to truly be
themselves ic avital part of cur future success.

Our Diversity and Inclusion ['D&I'} strategy is
included within our Sustainability Framewaork
under the 'Helping people to thrive’ pillar. In
September 2021, we launched "‘Wonderfully
You', our D&I ambition to ensure we continue
to reflect the communities we serve.

Success means we can feet comfortable that
we are tapping into every available talent poot
in anr community, and that we can best serve
our customers because we understand their
needs. Our plans to achieve that include
widening our outreach programmes so that
we attract more applications from under-
represented groups, hreaking down some of
the historical stereotypes that might prevent
people fram considering certain career paths,
and making sure that we have a level playing
field at the selection stage.

Our ambition for inclusion is to develop and
maintain a fair working environment where
everyone can succeed. We measure gur
progress through eur annual engagement
survey and monitor the parity or disparity
between different ethnicities and genders.
Reverse mentoring and our Emnployee Advisory
Groups have also helped to give our employees
avoice across the organisation sc that we

can educate each other about our differences
and have a say in our company policies

and procedures.

Over the last year, we have continued to
champion the voices of colleagues from
diverse backgrounds, in part through our four
Employee Advisory Groups for LGBTQ+,
Ethnicity, Disability, and Women in STEM and
Operations. You can read more about their
achievements throughout the year on pages
2610 27.

We are proud of our track recerd on gender
diversity, and we were delighted that Severn
Trent was recognised as a Top 3 FTSE100
company for representation of women on the
Board in the FTSE Women Leaders Review
2023. Following our announcernent that Helen
Miles would succeed James Bowling as CFO
effective 6 July 2023, Severn Trent will become
the first company in the FTSE100 to have a
female Chair, CEQ and CFQ.

As at 31 March 2023, our Executive Team
camprised three female and six male members
[33% and 7% respectivelyl. 19 members [39%l]
of our senior leaders were female and 30 were
male [61%)]. Female representation in the Group
was 29% (2,290 women), with male
representation at 71% (5,649 men). Five
members of our Board were female {56%) and
four were male [£4%). The table below sets out
a gender breakdown of Directors, senior
managers las defined in the 2018 UK Corporate
Governance Code and Companies Act 2004) and
empleyees of the Company as at 31 March 2023.

Qur Novermnher 2022 employee engagement
survey results (8.4] shewed that we are still
well ahead of benchmark on both engagement
[+1.0 on globat benchmark - putting us in the
top 5% of energy and utilities companies] and
our equality score {9.0) [+1.0 on global
penchmark - putting us in the top 10% of
energy and utilities companies). Females now
score higher than males, at 8.5 compared to
8.4, but we have work to do on minority ethnic
inclusion parity where there is still a gap.

Gender representation as at 31 March 2023

STRATEGIC REPORT

"WONDERFULLY YOU' OUR
DIVERSITY AND INCLUSION
STRATEGY

GENDER AND ETHNICITY
PAY GAP REPORT

Directars Senior Leaders Graduates and Apprentices All Employees
Number % Number % Number % Number %
Male 4 4é 30 61 212 81 5,649 71
Female 5 56 19 39 51 19 2,290 29
Ethnicity representation as at 31 March 2023
Directors Senior Leaders Graduates and Apprentices All Employees
Number % Number % Number Y% Number %
White British or other White 7 78 44 90 184 70 6,450 83
lincluding minarity-white
groups)
Mixed/Multiple 1 11 - - 10 4 131 2
Ethnic Groups
Asian/Asian British 1 1M 3 6 35 13 544
Black/African/Caribbean/ - - - -1 151 2
Black British
Other ethnic group - - - - 1 04 32 0.4
Not specified/ - -2 421 8 497 6
prefer not to say
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DISABILITY

2022/23 Hightights

- Quiet spaces introduced across many
of our most populated sites to benefit
neurcdiverse colleagues.

- Neurodiversity Networking Event Hosted
(see case study on the rightl.

Neurodiversity Training Course,
Pan Disability Job Fair with Sense.

Introduced recruitment ‘super-users’

to ensure candidates who Hlag that they
have a disability are given appropriate
adjustments through the recruitment
process, preducing supportive guides on
arange of topics, including Neurcdiversity,
Workplace Adjustment Passports, Being

a Carer and much mare,

Achieved Disability Confident Level Two
in April 2022 and are building a plan to
reach Level Three ‘Disability Leader’
statusin 2023,

Partnership with the Business Disability
Forum, which advises on best practice and
provides an external lens to what we do.

CARING FOR PEOPLE IN OUR REGION CONTINUED

The Disability Advisory Group
has a critical role to play within
Severn Trent. It's estimated
that 20% of people in the

UK have a disability and

many are unemployed.

We're looking to build a truly
inclusive culture towards
disability and other health
conditions, removing barriers
to allow every colleague to
fulfil their potential and be
their true, authentic self at

Severn Trent. --

Shane Anderson
Director of Strategy and Regulation

WOMEN IN STEM AND OPERATIONS

2022/23 Highlights

- Continued to improve our Personal
Protective Equipment offer for women in
the business.

Supported Career Discovery Days for
wamen to enhance their skills and "‘Mentor
Me' to utilise the benefits of mentoring to
support technical develepment and career
growth of women in STEM roles.

Hightlighted topics like menaopause,
cervical cancer and endometriosis
through awareness sessions and
educational comms.

WOMEN INWATER TREATMENT -
SCANORCLICK TO READ MORE

- Engagement with colleagues to seek
feedback on our maternity, paternity and
flexible working policies. Shared
outcomes with our HR policy colleagues to
identify opportunities for improvement,
including introducing new family friendly
policies such as fertility treatment and IVF
support, neonatat care, and emergency
grandparental leave.

- Hosting informative events for
International Women's Day and
International Wornen in Engineering Day.

- Introduced The Pathway Podcast shining
a light on some of our wamen colleagues’
career pathways.

- Inthe FTSE Women Leaders Review, we
ranked 3rd for Women on Boards and 21st
for Senior Leadership.

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023

NEURODIVERSITY
NETWORKING EVENT

As more and more people become aware
of neurodivergent traits in themselves,
their family, and friends, it's increasingly
important that we improve our
understanding of neurodiversity, too.

It's thought that at least 15% of the UK's
population are neurcdivergent.

In 2022, we hosted our first ever
Neurodiversity Netwarking Event to help
increase the visibility of neurodiversity in
our business and promote a better
understanding of different neurodiverse
conditions. The event was apen to all
colleagues as we want everyone to feel
positive, empowered and able to bring
their whole selves to work.

Following the huge success of the event,
led by the Disability Advisory Group, a
neurodiversity training programme was
launched in March 2023, in partnership
with our Academy, and so far over 350
colleagues have attended these sessions.

At Severn Trent, we are
passionate about everybody
bringing their whole selves
to work and particularly
diversity in gender. Through
our Women in STEM and
Ops Advisory Group, we are
absolutely cornmitted to
working together to open up
opportunities and support
our colleagues. We all have
a role to play in encouraging
diversity across our

whole workplace. --

Helen Miles
Chief Financial Officer Designate



ETHNICITY

2022/23 Highlights

- New Chair appninted setting ont the
ongoing strategy for the Group.

We are determined tn
create a culture where
every colleague trusts
they are equalt, respected
and included at Severn
Trent regardless of their
cultural heritage, social
background and beliefs;
and where we don't get
it right, we are willing

to learn, grow and be
accepting of individual

differences. --

James Jesic
Capital and Commercial
Services Director

- Redefined mission statement.

- Focus an Black Histary Month in October
2022, including interviews with celieagues
across the Group talking all about what
Black Histary Month means to them and
the business.

- Allemployees were invited to attend 2
Lunch and Learn with the Ethnicity
Advisory Group, discussing "Positive
Discrimination’.

— Interviews made avaijlable to all
employees on the impartance of Black
History Month.

- Broadening our employees’ experience of
different cultures through initiatives such
as expanding the menu choices available
at our canteens.

- Signed Savern Trent up to Race Equality
Matters Race.

- Participated in Race Equality Week.

LGBTQ+

2022/23 Highlights

- Focus on representing Birmingham Pride
and supporting Pride Month across our
sites with activities held at Raynesway,
Pride Park, Shelton, Wrexham and STC.

amazing result and means we are now a
top 25 employer.

- Continuation of work with Stonewall to
help Severn Trent become a truly

- We have seen solid and sustainable LGBTQ+ inclusive place to work.

progress in our Stonewall ranking, from
414thin 2018 to 23rd this year, which is an

We're here to let all our LGBTQ+ colleagues and communities
know they're not alone. We believe we're stronger united and
want to create real change for the better. We want to be the
most LGBTQ+ diverse and inclusive business, and create a
proud and inclusive culture for our employees, customers

and community.--

James Bowling
Chief Financial Officer

SEVERN TRENT PLC

STRATEGIC REPORT

We are pleased to have been
recognised externally in several
indices for the progress that

we have made:

2023 BLOOMBERG
GENDER-EQUALITY INDEX

74%

Ranked 14th on Equality in the Tortoise
Responsibility100 Index

STONEWALL WORKPLACE
EQUALITY INDEX

23rd

{up from 40th in 2022] - highest ranking
water company and utility company

SOCIAL MOBILITY
EMPLOYER INDEX

oth

Ranked 5th in the
Social Mobitity Employer Index

ANNUAL REPORT AND ACCOUNTS 2023
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CARING FOR PEOPLE IN OUR REGION CONTINUED

Attracting and retaining diverse
talent

Aninctusive environment is the foundation of a
truly diverse organisation, with ail of the
rewards that brings. Our successful in-house
recruitment model has proven heneficial,
enabling us to continue to attract and retain
quality talent. Our team of in-hause recruiters
is able te work directly with candidates,
demonstrating our Purpose and culture first
hand and attracting individuals who embaody
our Values. It has also ensured that our D&
ambitions remain a priority.

Long term, one of our greatest opportunities to
improve diversity is through our New Talent
Programmes. While not all of our graduates
and apprentices come straight from school, our
work in schools and colleges is helping to
improve the diversity of our intakes. 24.5% of
our apprenticeship intake for 2022 were
individuals from an ethric minarity background,
almost double that of our last intake.

APPRENTICESHIPS

Applications cpened in 2023 for our biggest
ever intake of 210 apprentices, with roles
available right across our region, ranging from
level two (equivalent to GCSEs) to level seven
lequivalent to a degree] apprenticeships
available in Operations, Commercial, HR,
Customer Service, Business Administration
and Engineering.

Once our apprentices have successfully
passed the programme, they're guaranteed
g permanent role with us, Jade Pearson, our
New Talent Lead, said: "We're really proud of
the continual growth of our apprenticeship
programme, creating opportunities for people
in our communities to gain the skills and
knowledge that will lead them into a
meaningful career and helping us deliver the
best service and outcaome for our customers
and the environment”.

Since 2014, over 590 apprentices have joined
us at Severn Trent and 82% of these individuals
are stitl with us.

Our #100008Blackinterns programme was a
huge success last year, with 61 placements
and 44% of those gaining employment
following their placement with us.

In 2021, we announced that we had embraced
the Government Kickstart Scheme with our
ambitious plans to support 500 unemployed
16-to-24 year-olds into employment with paid
work experience and skills development. We
are delighted that over 340 individuals chose to
join us, 106 of which went on to gain full time
employment with us. Of those 106 individuals,
69% are still with us at Severn Trent.

WELCOME TO OUR
2022 EMPLOYABILITY
INTERNS!

We are thrilled to have welcomed five new
interns in September from Hereward
College and Derwen College, to gain work
experience and help develop their
employability skills, whilst they complete
their studies at college. These impartant
partnerships enable us to suppart students
with Special Educational Needs and
Disabilities, and make a huge difference to
students’ futures. Around 16% of the
working age population have a disability
and the proportion of adults with a learning
disability in paid emplaoyment has
decreased over time, from 6.0% in 2014/15
to a low of 5.1% in 2020/21.

CIPD AWARDS

We are proud to have been recognised for
our work by winning last year's CIPD
People Management Awards for ‘Best
Employee Experience’, which included
entrants from a range of high-profile
organisations in the UK. We are also
pleased to benchmark highly in the Tortoise
Responsibility100 Index across of range of
employee-focused measures, ranking first
inthe 'Good Business’ measures.

28 SEVERN TRENTPLC ANNUAL REPORT AND ACCOUNTS 2023

Fairly rewarding our people

We have been working hard to create a
consistent framework which includes
transparent pay ranges to support usin
measuring our fair pay processes,

In November 2022, we pubtished our Gender and
Ethnicity Pay Gap Report, highlighting a slight
increase in the median gender pay gap between
women and men, the first increase since we
began publishing cur report. The report shows a
median pay gap of 9.4%, up from 9.1% in 2021/22,
as it continues to be positively impacted by a high
proportion of wornen within our management
and senior management roles.

At the same time, there has been a decrease
in the mean gender pay gap from 3.8% to 2.9%,
mainly due to small changes within our
executive population. Severn Trent is proud

to have such strong female representation
throughout our Senior Management Team. We
believe we have created an environment where
women can thrive, develop their careers and
act as role models te others lpoking to join

the industry.

Our total number of employees grew by 3.6%,
with the number of women growing by 3.7%, and
men by 3.5%. As the fastest growing quartiles
were upper quartile for women, and the upper
middle quartile for men; this also contributed to
the lower mean gender pay gap this year.

After five years of publishing our gender pay gap
data, we are delighted to have published our
very first combined Gender and Ethnicity Pay
Gap Reportin November 2022. Qur ethnicity pay
gap information sets out that our median gapis
4.1% and our mean gap is 5.7%, Around %4% of
our employees have shared their ethnicity
information and we continue to actively
encourage all employees to share their data.

The full Gender and Ethnicity Pay Gap Report
can be found on the Severn Trent Plc website
and further information regarding employee
pay can be found in our Directors’
Remuneration Report on pages 141 to 163.

All of our employees have the opportunity to
become part-owners of the Company through
cur popular Sharesave Scheme and an
amazing 73.4% (5,710 employees) participate
across all schemes, with 26.1% of participants
saving the maximum of £500 per month
across all schemes

Remuneration: The Company
Remuneration section, in the Directors’
Remuneration Report, sets out the steps
we take to make sure that our pay and
reward framework, below Executive and
senier management, is transparent in a way
that is meaningful and useful for
stakeholders You canread more on pages
141 to 163.




A FORCE
FOR GOOD
FOR CUSTOMERS

To be truly impactful in our
communities, we need to help
more of our customers who
need support today.

Qur average combined bill for the year -
around £1 a day - remains ene of the lowest in
the country, and we will continue to offer one of
the lowest bills in AMP7. Even though our bills
are law, some customers have difficulty paying
and we make it clear to our customers that we
don't want anyone to struggle to pay.

In May 2022, we announced a new £30 million
affordability package allowingus to help a
further 100.000 people to reduce their water
bitl by up to ?0% through our social tariff. In
August 2022 we simplifying the qualifying
criteria and rajsed the household income
threshold from £16,480 to £18,278. By 2025,
our financial support schemes will be
supporting about 315,000 or 6% of our
custemers, in line with the number of
customers assessed as living in water poverty
in our region. We are on track to suppartan
additional 315,000 customers with 237,069
customers benefiting from support on their
bills already.

The graphic on page 30 brings to life the
many suppert initiatives we have in place for
our customers and wider communities.

2022 ESG INITIATIVE OF THE
YEAR' - CHARTERED
GOVERNANCE INSTITUTE

SUPPORTING
VULNERABLE
CUSTOMERS

We now have more than 7.7% of our
customers Signed up to our Priority
Services Register [PSR), an increase of
35% on the prior year. Our PSR ensures
those who need additional suppart are
prioritised during an incident so we can
provide thern with bespeke communication
and a personalised service.

Engaging hard-to-reach,

vulnerable customers

We continue to use innovation to support aur
custorners who are struggling. We have been
waorking with the Consumer Council for Water
and three other companies on the Ofwat
innovation Fund project ‘Supporting customers
in vulnerable circumstances’. The pilot used
bchavioural scienwe Lo iniprove engagement
and, in December 2022, we launched the
‘Engaging hard-to-reach, vulnerable
customers’ playbook to the sector, setting

out our learnings. This is aimed at those

whe might not have the language or capabilities
to contact us in a time of crisis when they

need support.

We are improving accessibility

We are focused on being there for our
customers - 24 hours a day, seven days a week
- through whatever channel they choose.
Throughout the year, we have continued to
improve our online platform to ensure our
digital offer continues to meet our customers’
changing needs and provide the best
experience possible for them. Earlier in the
year, we introduced the capability to aliow our
customers to switch to a meter via our website
and, since Dctober 2022, over 10,000
custorners have used this service.

We have continued cur focus on improving the
content and the design of our website to make
the customer journey smoother.

Read more: How we engage with our
customers on page 88.

Care Leavers Scheme

Our new Care Leavers Scheme helps young
adults leaving the care system by putting
them directly onto our social tariff for the first
twelve months. We currently offer the Scheme
in eight Local Authorities, and are actively
warking to extend it to all Local Authorities
inour region. Our ambition is to broaden

the support we offar to this group beyond
financial support, including offering
employability training.

SEVERN TRENT PLC

STRATEGIC REPORT

Help to Pay When You Need It
(% of customers]'

92%.

(0Dl target: 42%

Definition: Stakeholders:
Percentage of aur
customers who need
our support that are
part of onc of our

affordability schemes

Remuneration: N/A

Value for money
(% score]

64%.

(ODI target: 43.5%)

Definition:

Our customers’ view
of vatue for maoney,
measured by a
quarterly survey

Stakeholders:

Remuneration: N/A

Priority Services Register ['PSR’)
(% of customers)’

7.7%.

(0D target:7.3%)

Definition: Stakeholders:
Percentage of our
customers that
reguire bespoke
support during
incidents that are

signed up to our PSR

Remuneration: NfA
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CARING FOR PEOPLE IN OUR REGION CONTINUED

SUPPORT FOR OUR CUSTOMERS
AND COMMUNITIES

INVESTMENT
AND JOB CREATION

- Real Living Wage for Severn
Trent and supply chain staff

- Green Recovery targeted on
deprived areas

—Qver 3,000 Green Recovery jobs

SOCIETAL STRATEGY,
TRAINING AND EDUCATION

- 340 Kickstarters since launch

- Pop-up hubs

- Hawksley Park Academy

—Work experience in socjally-
deprived areas

- 2463 apprentices and graduates
this year

- 61 #10000Blackinterns
placements aver the summer

-Lessonsin 140 schools

SUPPORTING QUR
COMMUNITIES

- Over £2 miltion donated through
our Community Fund this year

116

projects supported through our
Community Fund this year

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023

NATIONAL
SUPPORT SCHEMES

~WaterDirect

~WaterSure

- fFree meter switching

- Auto-enrolment during
coviD-19

- Water efficiency checks

- Priority Services Register

DIRECT SUPPORT
FOR CUSTOMERS

- Big Difference Scheme

- Free repairs of burst private
pipes for vulnerahle customers

- Payment plan concessions

- Payment breaks

- Maiching plus arrears support

- New customer journeys for late
payers

- Care Leavers Scheme

132,296
customers

helped this year through our
Big Difference Scheme

WORKING
WITH PARTNERS

- Proactively identifying
customers in need with local
authorities

- Proactively identifying
customers in need with the
Department for Work and
Pensions

- Visiting foodbanks, community
centres and outreach centres

- Bringing together agencies

- Working with Kidney Care UK

- Household Support Fund



CREATING OPPORTUNITIES
IN OUR COMMUNITIES

Improving employability

We care deeply about our communities and
as a large empleyer we have a key role to
play in skilts regeneration in our region. We
are now just over a year into our two-year
cammitment of offering 100,000 hours of free
employability supportin our communities.

Providing a variety of entry routes into our
organisation is an important part of our
employability strategy. For example, our New
Talent Programmes provide an opportunity
and structure for individuals at the start of
their career or who wish to change career to
gain skilis for life that will lead them inte a
highly skilled, well-paid career. This year we
have created cur largest and most diverse
range of programmes, including 210
apprenticeships and 53 graduate roles. This is
reflected in the range of individuals that apply
for our pregrammes, including cur highest
number of under 18s, a breader range of
mature agprentices, and internal colleagues
who wish to pursue a different career.

To date we have delivered
just over:

40,000
hours

of training and

20,000
hours

of employment experience.

We recognise the importance of reflecting the
comrmunities we serve and we are really
encouraged to see that 33% of our new talent
has joined us from social mobility cold spots
this year.

We know the main causes of water poverty are
unemployment and lew-paid work, both of
which can be prevented through meaningfut
work experience. Equipping young people with
work experience reduces the likelihood of a
young person becoming NEET ['Not in
Education, Employment, or Training’) fram
26.1% t0 4.3%. This is why it is important for
us, as a large socially purposeful employer, to
continue to create and broaden the types of
work experience placements we offer. We have
revamped our employability offer frem school
age threugh to university. Our overarching
ambition is that as students get closer to the
job market, we transition them through from
inspiration to attraction onto one of our new
talent programmes, building a pipeline of
diverse talent now and for the future.

STRATEGIC REPORT

AYEAR OF RIVER
RANGERS

Cur team of River Rangers celebrated their
first anniversary in their role, dedicated to
protecting rivers in Coventry and
Warwickshire.

The tearn of ten rangers covers the Severn
Trent region and works closely with
partners to focus on improving river health
and boosting biodiversity along stretches
of the Midlands’ rivers.

As well as educating customers to prevent
wipes and sanitary products from reaching
rivers, the team carries out vital cperational,
monitoring and sampling activities that
inform our understanding of the contributors
to river guality and what's needed to protect
and improve them,

In addition to our River Ranger Tearn, we
launched our Get River Positive river
pledges in March 2022 ta provide a clear
and actionable response to calls fer a
revival of rivers in England.

We have committed that, by 2030, our
operaticns will not be the reason for any
stretch ef river in our region to be
classified as unhealthy. Severn Trent is
currently responsible for 16% of reasons
for rivers in our region not achieving good
ecological status. We are working in
partnership with the ather parties
contributing to the 84% to address this
important issue.
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CARING FOR PEOPLE IN OUR REGION CONTINUED

OUR SOCIETAL STRATEGY

On 22 November 2022, we launched our Societal Strategy, with the
objective of helping up to 100,000 people in our region, giving them
improved chances in life and tackling the underlying causes of
poverty. Our ten-year plan is a huge undertaking, and we are
passionate about helping households across our region and will
achieve this by working closely with communities and partner

organisations.

SOCIETAL STRATEGY AMBITION:

By 2032, we want to give 100,000
people in, or at risk of, poverty the
tools to improve their life chances,
through access to high-quality
employment-related training and
career opportunities.

EMPLOYABILITY
TRAINING IN
SCHOOLS

We developed a new bespoke schools offer
and set up new partnerships with eight
secondary schools in East Birmingham
and three in Derby.

We go into large, inner city schools and
take over a year group for a day to deliver
employability skills and training sessions
to hundreds of young people. The multi-
year partnerships mean we will be able to
interact with pupils at different stages of
their school career,

ACADEMY POP-UPS

We are working with carnmunity groups in
East Birmingham and Derby to pop-up’
with aur free employability skills training.

We run training sessions for people out of
work or looking for a change; supporting
people to grow their confidence and
explore career opportunities.

We link the training sessions with access
to advice on available affordability support
and, in Derby, current open roles at Severn
Trent.
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Our Societal Strategy will see us: working with
schools to provide 300 work experience
placements for children and delivering 10,000
hours of free skills training and ernployability
training in the first year in commmunities and
schoels te support individuals into their first
job, or back in to work; and embedding
curselves directly within cemmunities through
pop-up learning and support hubs, which will
take over unused retail spaces and community
hubs. Dur Societal Strategy is supported by a
network of tocal partnerships in areas with
high deprivation.

MEANINGFUL
WORK EXPERIENCE

We increased the number of placements to
300 and developed new work experience
opportunities. Young people can choose
between a traditional work experience
week or to join a Discovery Day. Run at our
Academy or Head Office, Discovery Days
allow school groups to come and meet a
range of departments and take partin
workshops and group projects. Working
with new partner schools in East
Birmingham and Derby, meaningful work
experience further consolidates and brings
to life the employability skills training that
the pupils receive in schools as part of our
new schools offer.

MENTORING
YOUNG PEOPLE
IN PRISON

In paratlel with our place-based approach
in East Birmingham and Derby, we are
warking with a specific group of young
people nat in NEET.

In partnership with charity Trailblazers,
Severn Trent staff will mentar young
people weekly for their last six months in
prison and up to twelve months post-
release in the community. This work
cemplements our existing work with
NEETs, such as our apprentice and
internship offer.




STRATEGIC REPORT

COMMUNITY FUND

n our 2020-26 business plan, we pledged ta create a new Severn
Trent Community Fund that donates 1% of Severn Trent Water's
annual profits after tax [more than £10 million over five years] to
goed causes in our region,

£2m

in 2022/23, the Fund has awarded over £2 millian,
henefitting over T mitlion Severn Trent customers.

682

Since the Fund's inception, a total of 682 organisations
have received over £7.6 million

Tm

£7.6m

SUPPORTING OUR SUPPLIERS
TO BE THE BEST THEY CAN BE

We believe that businesses with a strong sacial
purpose can deliver better and mare
sustainable outcomes for all stakeholders
over the long term. Valued partnerships and
collaboration with eur supply chain are an
essential part of this, and we want everyone

to supportus intaking care of our customers,
communities, colleagues and the environment
around us.

Fair pay and working conditions

We are proud to be an accredited Living Wage
Employer. We also contractually require
suppliers to sign up to the real Living Wage.

We are signatories of the Prompt Payment
Code and are committed to paying suppliers on
time and giving clear guidance on payment
terms. We aim tc pay 95% of our small
suppliers within 30 days, in line with the
Prompt Payment Code. For the payment
practices reporting period ended 31 March
2023, the average time to pay for Severn Trent
Water Limited was 31 days.

Suppliers: Read more about our
engagement with gur suppliers on
page 93

OUR COMMITMENT
TO SUSTAINABLE
PROCUREMENT

In May 2023, we published our first
Sustainable Procurement Statement
setting out our farmal commitment to
embedding sustainability through
procurement and supplier management,
outlining our commitments, priorities,
drivers and enablers, and our ambitions
for the year ahead.

SEVERN TRENT PLC

The first English (Severn Trent Water]
and Welsh (Hafren Dyfrdwy) regulated
water companies to be awarded the

CIPS Procurement
Excellence Standard
Accreditation

CDP

Supplier Engagement Leader for 2022
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A DRIVER OF

POSITIVE CHANGE

The world we operate in and the
needs of our customers and
society continuously change.

We seek to embrace the
challenges and opportunities
this presents, not only driving
change in what we do, but also
acting as a catalyst in our sector,
our region and within the homes
of the people we serve.

This section of our report sets out how we
are taking action to deliver cur strategic
pillar to be a driver of positive change,
setting out aur progress against our
Green Recovery Programme.

HOW WE ARE DRIVING POSITIVE CHANGE:

CUSTOMER
DEMAND

- Page 16

NET ZERO HUB
CASE STUDY

- Page 19

DIVERSITY AND
INCLUSION

- Page 10

GET RIVER
POSITIVE

—Pages 20to 21

SOCIETAL
STRATEGY

- Page 32

BIN THE WIPE
CAMPAIGN

- Page 17
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GREEN RECOVERY

PROGRESS UPDATE

In July 2021, Ofwat approved our
proposal to invest £566 million (2017/18
prices} in our ambitious Green Recovery
programme, providing a great
opportunity to suppart our sustainahility
ambitions. Two years on, our Green
Recovery projects are progressing well.
As well as delivering fantastic benefits
for customers and the environment, this
activity is also informing our future
plans - particularly on scale deployment
of innovative schemes, which are being
shared with the wider sector.

GREEN RECOYERY REPORT

Dur dedicated Green
Recovery Report will be
available on our website
stwater.co.uk/regulatory-
lieraryin July 2023.

1. BATHING RIVERS

Qur Goal

Install ozong effluent disinfection at three sewage
treatment works, and build new storage and sewer
capacity to reduce the environmental impact of around
25 storm overflows in arder to:

- improve the water quality on stretches of the River
Learn and River Teme;

- pass onwhat we {earn {0 other organisatiens as part
of our efforts to understand what it takes to achieve,
and to ensure the UK's rivers can achieve, ‘good
ecological status’; and

- create more leisure opportunities and improve
wellbeing, and deliver environmental benefits,
which includes enhanced biodiversity and healthier
aguatic life.

We will also develop new ways of communtcating with
river users so that they understand river water guality
inrealtime.

Our progress

We have installed 76 monitors along the River Leam
and Teme, providing ah accurate and detaited picture of
wider river health. Alongside this activity, we have
engaged with more than 180 community stakehalders,
held four focus groups, delivered two roadshows and
published two bathing rivers newsletters.

We're working on establishing our UK-first ozone
treatment processes at three of our waste water
treatment works. Ozonre is a proven technology in
drinking water treatment, helping remove micro-
pollutants; pesticides, and breaking down heavy metals
such asiron

To understand the best mix of solutions, we've also
revived the drainage catchrnents. This helps us identify
what combination of sewer separation, sustainable
draining, network capacity and tank storage will give
the best outcome in the round for river health,

Bathing Rivers Virtual Room

We launched our Bathing Rivers Virtual Room, Thisis a
page for the public to get project information and activity
updates. Since launch, it has had over 1.200 views.

https:/fcreatingbathingrivers.co.uk/

PROGRAMME

2. SECURING OUR WATER

Our Goal

STRATEGIC REPORT

3. OUR GREENER, CLEANER
FUTURE FOR MANSFIELD

Our Goal

Increase water supplies by up to 93 Ml/d - encugh to
serve a city the size of Derby. We'll do this with a
reduced carbon impact, and let other companies
know how we're doing it. supporting the water
sector’s aim to be net zerc by 2030

All this extra water supply will increase our
resilience to hotter, drier summers and wetter
winters, securing water resources for future
generations. Plus, cur work will increase the
biodiversity of 46 hectares of habitat at cur Witches
Qak site.

Our progress

We have made brilliant progress on several key
elements linked to securing water supplies for our
customers in a carbon efficient way.

Floating wetlands

The floating wetlands are a series of structures thatare
pre-assembled on the shoreline and floated cut onto
specific positions within each (ake These are planted
with specialised media and high root density plants,
designed to capture and biologically remave key
pollutants found within the river. They have strong yet
dynamic anchoring systems, allowing them to have
tang lite spans while withstanding the rigours of a high
water table site.

The first three of our floating wetlands were installed
and floated in December 2022. We have been using
these as a trial betore launching the remaining 27
structures during 2023.

Pilot plant

Quring the year we have constructed our pilot plant
using (nnevative ceramic membrane. One of the key
purposes of the pilot plant is to optimise the
operation of the works in real time, including
chemical optimisation so that we can cperate the
new Witches Qak site in the mast low-carbon way.
Thiswill also enable us te test the bmits of the
system prior to the mains works putting water inte
supply from the new treatment works,

Witches Oak water treatment works

Qur construction of the new Witches ODak water
treatment werks is wellunderway. Planning
permission has heen granted, and the site has been set
up. The piling and poauring of concrete for the ceramic
membrane has started and is progressing well.

Ceramic membranes have a smaller construction
footprint than using multiple stagas of conventional
treatment. The pore size means that they are a crypto
barrier and enable ultraviolet technology to be used for
disinfecticn rather than conventional contact tanks
They are more robust and therefore have a longer asset
life than conventional polymeric membranes, which
reduces the long-term carbon impact.

Non-household audits

We are carrying out audits of 3,000 of our non-
household customers te help business users
understand how and where they are using water
and make changes te improve water efficiency. This
should reduce the amount of additional water that
needs to be put into the network. We have completed
522 audits with an estimated saving of G.137 ML/d.
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Create the UK's first catchment-scale flood-resilient
community, using an innovative nature-based
approach to reduce surtace flooding risk The trial
is centred around the Mansfield district of
Nuottinghamshire, where we aim to store the
equivalent of 58,000m? of surface waterin
‘blue-green’ infrastructure - a range of natural
surface-flood defences, such as rain gardens,
detention basins, grassed bioswales and permeable
pawing. This also reduces the broader harm flooding
brings to cammunities and creates a mere pleasant
natural environment for local communities to enjoy.
The project will provide the additional benefit of
reducing the volume and frequency of activations
from the storm overftows within the town's
sewerage network.

Our progress

SuDS are Sustainable Drainage Systems, and we're
putting thousands of them across Mansfield. They
werk like giant sponges, providing additional storage
capacity and slowing surface water down - helping
our drains and sewers to cope.

SuDS combine some of the latest water drainage
technology with mother nature, helping to reduce
flood risk, cutting peltution and bringing rore plant
and animal species inte the places where wae live.

Working with Mansfield District Council and
Nottinghamshire County Council, this is the largest
project of its kind ever to be attempted in the country.

Raingardens

The first verge rain gardens have been comgpleted at
Court House and Patterson Flace. These capture
rainwater to support plant lite and give an estimated
34m? of 'storage” which prevents rain water fram
entering the sewers.

Permeable paving

Permeable paving allows rainwater to soak through
to the water table rather than running into sewers.
The first sites have been installed in Ravensdale
Avenue, Patterson Place and Sandy Lane, delivering
an estimated 203m? of ‘storage’.

These interventions are the first of many. We've
developed a digital site selection tool to ensure the
areas we've identified are suitable for the solutions
we're proposing. We've already been through desktop
concept work and have started the design of
solutions for over 50% of the volume were aiming

to deliver.

Basins, planters and swales

We have identified locations of open public space that
could be suitable far detention basins, to deliver an
anticipated 20% of the required volumes on individual
large sites. Detention basins are constructed planted
depressians that can recetve a targe volume of surface
water and store it in a natural way thal complements
the landscape. We are maximising the opportunity to
use detention basins and bioswales, to provide the most
cost-effective interventions and alsc transform existing
underused green space to deliver community and
bicdiversity benetits.

Collaborative working

We are collaborating with the University of Sheffield
to provide independent monitoring and evaluation of
the programme. Qur partnership will help monitor
each scheme, and develop testing processes to
assess future SuDS projects across the UK

and globally.
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A DRIVER OF POSITIVE CHANGE CONTINUED

4. PROTECTING CUSTOMER
SUPPLY PIPES

Qur Goat

5. ASMARTER WAY
TO USE WATER

Cur Goal

Replace up 1o a maximum of 26,000 custormer supply
pipes that are made of lead or teaking in Coventry and
Bomere Heath, reducing leaks by around a million litres
aday, as around 25% of leaks come trom custemer-
owned pipes.

Customer-owned supply pipes are a hidden financial
and health liability for many peopte. Over 40% of
households don't have the savings to fix a burst pipe,
and up to half of all pipes could contain lead

Bomere Heath is an area where removing the lead
pipes also means that we can eliminate the need to
chemically dose the water, reducing the carbon
impact of mining and transporting those chemicals.

Our progress

We want to maximise coverage and at the same time
bring wider economic benefits to local businesses
through this programme, and are therefore working
in partnership with cther companies to help deliver
installations. We are focused on finding companies
with the right mix of skills to complete highways.
external and internal plumbing work. To meet this
challenge, we designed multipte delivery madels so
contractors could sign up in the way that suited their
capabilities. This also gives customers the
opportunity to choose between getting a grant for
their own plumber to do the work or having us (or our
contractors) complete the job for them

This innovative appraach ta warking with third
parties, instead of a traditional framework contract,
means we can be more flexible in getting more
resource working on the scheme to deliver positive
cusfomer outcomes.

Our programme has made good progress since last
year and has detivered 1,522 supply pipe
replacements to date,

Our Bomere Heath programme is now yunderway, and
we have 1ssued tenders for contractors to support us
with this roil-out We aim to begin phosphate
disengagement trial works here in April 2023, We
have had a fantastic response from the customers

in the area, with more than 380 signed up by

31 March 2023.

Technelogy

We have also been trialling and researching some
fantastic new technology. including sounding
technoltogy which 1s aflowing us to accuratetly identify
the material and location of supply pipes without
digging. We are very excited about the apportunities
these bring for future asset programmes.

Roll out over 157,000 smart water meters toindfvidual
household properties and give customers instant access
to their usage information to:

- raise awareness of water efficiency, making
cuslomers more canscious of the environmental
impact of their usage and of unchecked leaks:

- help custorners save water and also save money on
their water bills;

- target high users during periods of high demand,
reducing interruptions for all customers;

- improve our data capture, giving us a better
understanding of our water balance; and

- reduce the need for future investment in water
resoutces — a UK Government objective

Qur progress

We have accelerated our meter installation prograrmme to
contract early and obtain meters at a lower cost. We're on
track to cornplete our meter deployment ahead of
schedule. Working with our Netwaerk partner Connexin
phase one of the cammunication network roll-out focused
on Coventry. During phase one we've installed 270
gateways. The network now covers over 55% of household
properties within our smart metering trial areas Sofar,
we've installed 71,089 smart meters in Coventry and have
32% of meters online transmitting data every day.

The data this rmetering is providing is proving hugely
valuable. Being able to understand usage acress the ime
of day can influence our rasitience planning for extreme
weather events, such as hot weather and potential freeze
thaw events.

Lezkage savings

Our leakage and per capita consumption [PCC’} savings
have been in excass of what we predicted at the start of the
programme. Savings are mainly gainad by identifying the
waste of water more than three times quicker than it
would with a non-smart meater.

We have also had great success wdentifying voids, with
32% of properties with a meter brought back into charge.
This is also supporting our leakage activity

MySmart Tracker

In September, we launched our My Smart Tracker’ online
service. Since then, we've anrolled 20,540 customers anta
the platform and this confinues to grow as we bring mare
meters online, We've been pleased with the uptake and
over 4,400 unigue customers have interacted with this
new journey online, As well as giving custorners views

of their hourly usage, it provides compartsons with
neighbours usage, graphics to show average use of
appliances and water saving tips
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6. IMPROVING OUR
REGION'S RIVERS

Qur Goal

Support environmental improvements to 500 km of rivers,
by fulfilling our Water Framework Directive statutary
obligations more quickly and accelerating improverments
to storm overflows. We'll do this by taking the rivers to
improved quality $tatus In collaboration with the EA by
lowering the amount of phosphorus in the rivers. In
particular, we'll see aquatic wildlite thrive.

tindertake Storm Overflow Assessments [[S0AFs]
o priotitise investment solutions In the future.

Our progress

We are progressing ahead of schedule and aim to have

more sites campleted this AMP than originally forecast,
which means earlier delivery of the Water Framewark

Directive obligations.

Inorder to remove phasphorus from the discharges, we
are creating more chemical dosing systems and
reedbeds, and installing mechanical filters to remove
solids atthe frant end of the treatment process

The first seven projects are in construction phase with the
remainder of the prograrnme on track. This will debver
the majority of cur 2025 obligations and will have a
significant benefit on the watercourse which those works
discharge into.

We have also completed 130 Stage 1 SCAFs to informour
AMP8 investment planning

Improving C50s

We've already assessed and dentified opportynities for
improvement at more than 100 CSOs. Cur aim s to find
those locations, where we can, through tactical asset
improvements, rapidly lower the number of storm
overflow activations. We already have 18 projects
underway as a result and hope these will be in place as
soon as summer 2023, Concurrentty, we are developing a
bespoke delivery modet, utilising internal teams to give us
afast, mmble, flexible approach

We are bullding a storm event generator at our Spernal
test facility so we cantrial different C50 treatment
technologies. These allow us to treat storm averflow
activations to reduce the impacton rivers.Soinan
emergency, ifwe can't stop the activation, we can treat it.

Reactive reedbeds

The ARMphos reactive media reedbed we are installing
attwo sites n this programme is a chermical-free,
nature-based solution. It passively remaves phospherous,
by absorbing it on to its media with no need for coagulant
dosing. As itis gravity-fed, there are very few moving
parts, and it blends in with natural surroundings while
providing a habitat for witd species. We have run
small-scale benchtop trials in the lab and at our testbed in
Spernal to inform full-scale build and instatlation Durfirst
full project is beginning constryction later this year and
will go into operation at Balbury Lees. Gur second project
- at Hunigerton ~ is already in design.

Looking ahead, we are working with our core business
programmes to find new sites for ARMphos across AMP7
and AMP8 and wwill form a key part of our rural waste
water treatment strategy moving forwards.



STRATEGIC REPORT

BUSINESS SERVICES PERFORMANCE REVIEW

Business Services operates a UK-based portfolio that
complements the Group’s core competencies and is well
positioned to capitalise on market opportunities in three areas:
Operating Services, Property Development and Green Power.

Operating Services EBITDA

Property Developrient EBITDA

Green Power EBITDA

£98.5m

revenue [12% year-an-year
improvement] and £25.9m PBIT,
{23% improvement] in
Operating Services

Operating Services

Operating Services provides a variety of
operational water and waste water services
to private ¢lients across the UK. The main

customers are the Ministry of Defence ((MoD’],

The Coal Authority [ TCA'], a variety of clients
requiring tegionella monitoring and internal
water treatment services [including several
targe facilities-imanagement companies,
universities and government departments),
regutated water companies and New
Appointments and Variations [[NAV'). We
also have a reports-based service which
produces water and drainage search
reports for conveyancing solicitors with
clients that are buying both domestic and
cammercial properties.

This year, Operating Services’ businesses
generated £98.5 million revenue [12% year on
year improvement] and £25.9 million PBIT
[23% year-on-year improvement|, despite the
praperty search business being impacted by a
slow down in the property market.

In addition, all businesses produced
year-on-year improvements in their key
operational metrics.

The MoD contract achieved its best ever Net
Promoter Score (a top quartile score in the
UKI, the lowest ever number of blockages and
floodings, leakage and its lowest ever number
of water supply interruptions,

Additicnally, TCA achieved its best ever
customer services scores, with KPls scoring
above 99% during the yvear.

We were delighted that Aqualytix, the
Legionella monitoring and water treatment
business within the Group, delivered £1 million
PBIT per annum for the first time, reflecting its
fourth successive year of growth.

The newly created Oren Environmental, our
reedhbed refurbishment and natural capital
solution business, continues to win work and
is on track to make a profit in 2023/24.

Severn Trent Searches maintained its
worig-class Net Promoter Scores of +90,
despite the challenging financial environment.
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BUSINESS SERVICES PERFORMANCE REVIEW CONTINUED

Property Development

Innovation has enabled us to reduce our
operational footprint, freeing up land that we
no longer need for new homes and businesses
inour regicn. in 2017 we announced a ten-year,
£100 million property PBIT target and,
following our strong performance to date, in
November 2027 we announced the increase

of cur property PBIT guidance by a further
£50 million, with planned PBIT from sales of
surplus land now £150 million between 2017
and 2032.

Currently, we are actively promoting over
1,282 acres of land for redevelopment, having
previously enabled the creation of 1,650 new
homes and over 2,000 new jobs over the past
six years. For example, our planning
application submitted last year at Hayden
seeks to deliver 1,100 new homes on a site to
the west of Cheltenham, delivering a mix of
high-quality, well-designed sustainable
housing to meet tocal and regional needs.
Alongside this, the application inciudes
affordable housing as well as a flexible
mixed-use area with a community hiub, a
primary school and green recreational space
for community engagement. Our application
at Longbridge in Warwick will deliver a further
344,000 ft2 of sustainable industrial space
that coutd generate up to 1,100 jobs for

the community.

Plant efficiency
across aur Green Power partfalic

Recycle over

400,000

tonnes of food waste and over

120,000

tonnes of green waste every year

Generated

272 GWh

of green energy, a 0.5% year-on-year growth
from the same operating assets

38

Green Power

As the UK's largest producer of renewable
energy from food waste in the UK, we provide
cost-effective and sustainable recycling
solutions through our award winning network
of facilities across the Midtands, South Wales,
and London. We then turn that waste into
renewable energy to power UK homes and
businesses and produce a nutrient-rich liquid
bio-fertiliser for farmland to help grow new
crops. The green energy produced from food
waste contributes to meeting our net zero
targets and keeping our energy costs down.

We operate a high-quatity portfolio of assets
including nine Anaerobic Digestion facilities
and five composting sites that recycle over
400,000 tonnes of food waste and more than
120,000 tonnes of green waste every year. In
addition, we gperate a diverse portfolio of
renewable energy productian facilities,
including 33 salar parks, six wind turbines, and
three hydro-electric turbines.

In 2022/23, we generated 272 GWh of green
energy. a 0.5% year-on-year growth from the
same operating assets. This has been achieved
by delivering an average 96% plant eificiency
across our portfolio, commissioning our ptant
expansion at Stoke Bardolph, recycling
400,000 tonnes of food waste during the year

[enough to power 80,000 homes) and winning
more local authority contracts totalling 28,000
tonnes of additional secured feedstock.

Looking forward, our refurbished Anaerobic
Digesticn site in Derby will be re-commissioned
during the autumn, bringirg an additionat 30
GWh of energy generation.

In February 2023, we also announced the
acquisition of Andigestion, subject to approval
by the Competition and Markets Authority,
which will bring an additional 45 GWh of energy
generation output every year and will give
Green Power new reach into South West
England, covering cities like Bristol, Gloucester
and Exeter, helping more businesses to
process and recycle their food waste into
renewable energy. In addition, the acquisition
will help bolster the energy resilience of
Severn Trent and will play a key role in
delivering its Triple Carbon Pledge by 2030.

NET ZERO RECOGNITION

We were delighted to win the Net Zero
Award at the 2022 Anaerobic Digestion &
Biogas Industry Awards for our Biochar
initiative, 3 joint venture with Nottingham
University and CPL Industries. The award
recognises success in innovation across all
sectors of the Anaerobic Digestion and
Biogasindustries, and we are proud to bhe
recognised for our commitment in
inngvation and sustainabitity.
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This innovative project utilises new
technologies to tackle carbon emissions
in Anaerabic Digestion operatians, so
we can continue to grow our husinessin
a sustainable way. You can read more
abouyt the project on our website at
stgreenpower.co.uk.




STRATEGIC REPORY

OUR APPROACH TO CLIMATE CHANGE

We are committed to the
recommendations of the Task
Force on Climate-related
Financial Disclosures ["TCFD’),
providing our stakeholders
with transparent information
on climate-related risks and
opportunities that are relevant
to our business. This is our
fifth TCFD disclosure, and
provides an update on what
we have published previously.

Biamethane Upgrading Plant at Minworth

This section of the report sets out our
climate-related financial disclosures
consistent with all of the TCFD
recommendations, in compliance with the
requirement of LR 9.8.6R. By this, we mean the
four TCFD recommendations and the eleven
recommended disclosures set out in Figure 4
of Section C of the report entitled
‘Recommendations of the Task Force on
Climste-related Financial Oisclosures’
published in June 2017 by the TCFD and the
supplementary guidance entitled
‘Implementing the Recommendations of the
TCFD' published in October 2021, In preparing
our TCFD disclosure, we also take into account
the wider guidance issued by TCFD, and the
work of the International Sustainabitity
Standards Beard ['1S5B).

it continues to evolve, providing greater
granularity where possible, supported by

financial information to give greater insight into
how we identify, assess and manage our
climate-related risks and opportunities, and
embed them into our strategy. This report also
sets out the metrics and targets we have set
ourselves over the next several years. A
summary of progress and relevant information
presented elsewhere in this Annual Reportis
cross referenced within each section, and we
welcomne feedback on our approach.

Our TCFD disclosure is supported by our
separate Sustainability Report [to be published
in Junel, which inciudes wider detait on the
progress we are making on our journey. Our
Sustainability Framework [see page 140] is
fully embedded intc our overall strategy and
draws together our Environmental, Social

and Governance ['ESG’) ambitions which

are delivered as part of our business plan

and strategy.

When we launched our Sustainability Framework in March 2020, we committed to invest £1.2 billion in sustainability and report on cur progressina
transparent and genuine way. The table below provides further detail on where we have invested and outlines our future investment ptans to 2025.

Our ambitions Our priorities Where to find more Investment
on our progress to date
Carbon and Ctimate Change Tripte Carbon Pledge Page 57 in the Annual Report £164m
Science-Based Targets See our Sustainability Report
Climate adaptation
Enhancing Nature Biodiversity Pages 20 to 21 in the Annual Regort £231m
Pollutions reductions See our Sustainability Repert
River water impravements
Catchment management
Water Resources for the Future Leakage reduction Pages 15 and 16 in the Annual Report £432m
Per capita censumption reduction See our Sustainability Report
Meter installations
Interconnector investment
Affordability and Accessibility Reducing water poverty Pages 31 and 35 1n the Annual Report £94m
Buiding our Academy See our Sustainability Report
Creating a Communmity Fund
Increasing canservation
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OUR APPROACH TO CLIMATE CHANGE CONTINUED

CLIMATE CHANGE
GOVERNANCE

Governance

Robust governance underpins everything we
do. Climate change and its associated risks,
opportunities and organisational imptications
are overseen by the Severn Trent Plc, Severn
Trent Water Limited and Hafren Dyfrdwy
Cyfyngedig Boards, Board Committees,
Executive Committee, Senior Management
Team and Group Subsidiary Company Boards.

TCFD recommendation

Disclose the organisation’s governance
around climate-related risks and
opportunities.

Severn Trent has reported against the
Govertiance TCFD recommendations in
full within the 2022/23 Annual Report.

Full biography and skills of Board
members - pages 104 and 105.

Board ang Senior Management Team
succession planning - pages 123 to 124.

Sustainability Governance Framework
Our governance processes are aligned with the
Group's Sustainability Governance Framewark
- ensuring that the Board is effective inits
oversight of the Group’s Sustainability
Framework, consideration of climate-related
risks and opportunities, and scrutiny of
management’'s assessment and management
of climate-related risks and opportunities.

The Board delegates certain sustainability and

environmental matters and are respensible for
the development of the Group's Strategy,
including in retation to sustainability-related
matters, as demonstrated in the Sustainability
Governance Framework on the next page.

STEC delegates certain climate-related risk and
opportunity oversight matters to its approach to
Committees. To facilitate effective delegation,
the Group Authorisation Arrangements [[GAA')
are the mechanism by which the Severn Trent

Plc Board delegates its financial authority, which
authorises our people to be involved in the
decision-making processes that commit the
Company to financial obligations, rather than
every decision having to be approved by the
Board. The GAA are reviewed annually to ensure
that limits remain appropriate.

climate-related risk oversight activity ta its
Committees to support the continued delivery
of the Group's Sustainability Framework. The
Sustainability Governance Framework is also
subject to periodic review to ensure that it
remains appropriate.

The Chief Executive and the Severn Trent
Executive Comnmittee ['STEC') have day-to-day
responsibitity for climate change and

Progress this year

Board composition

The operation of our Board is supported by the collective experience of the Directors and the diverse skills and
experience they possess. Dur succession planning complements the composition of the Board, with an emphasis
on sustainability and climate-related topics to ensure that we continue to build upon the excellent progress we
have made in this regard

0On 1 November 2022, the Board announced the appointment of Sarzh Legg as an Independent Non-Executive
Director both to the Board and as a member of the Corporate Sustainzbility Committee. She brings extensive
corporate finance and significant audit and risk experience to the Company and offers financial expertise to
enhance the Committee’s already effective oversight of ESG-related risks and opportunities.

Board effectiveness and Board evaluation
- pages 18 to 119

Board evaluation

Our annual Board evatuation provides the Board and its Committees with an opportunity to consider and reflect on
the quality and effectiveness of its decision making, the range and level of discussien, and for each member to
consider their own contribution and performance. As part of this evaiuation, knowledge and experience with
regard to sustainability and climate-related matters are considered, and in 2023 the evaluation process was
revised to include sustainability-specific elements for discussion,

Sustainability and climate-related Board
€PD sessions held during the year - pages
112t0 113

Board meetings and effective reporting from management

The Board has oversight of all ESG responsibilities and performance as well as approval of ESG strategies and
investment decisions relating to climate change. Sustainability matters are inciuded as a standing agenda item at
regular Beard meetings and during the year the Board held 17 sessions dedicated to climate-related risks and
opportunities, monitering of progress against geals and targets and sustainability-related topics

The Board receives detailed management reports on ESG matters at each Board meeting, and senior leaders
within the Group and externat guest speakers are regutarly invited to offer independent expertise and insight at
Board and Cormmittee meetings.

Performance targets/milestones far
the 2023 award in the Directors’
Remuneration Report - pages 141 to 163.

Remuneration

Cur transparent remuneration framework aligns reward and incentive structures throughout our business from our
frontline aperatives through to our Executive Teamn, ensuring that every employee isincentivised and rewarded to
deliver the same objectives. This is in addition to ESG measures which already form part of the Annual Bonus Scheme
metrics tn 2021, the Remuneration Committee agreed the inclusion of a sustainability performance measure in the
Long-Term Incentive Ptan ['LTIP' with a weighting of 20%. fn March 2622, we announced our commitment to Get River
Positive and directly linked our river pledges to our remuneration structures through including them as measuresin
our annual bonus plan for 2022/23. This year, the Board approved four new equally-weighted carben measures for the
2023-24 LTIP aligning mare closely to internationally recognised mechanisms such as the Science-Based Targets
initiative '$BTi’] for Scope 1, 2 and 3. The two new measures are ‘Direct Contributers to Carbon Reduction” and
‘Innovation and Engagement for Carbon Reduction”.

Strategic Reportonpages 1to 99
Board Strategy Day - page 111.

Strategy

Our approach to sustainability is being increasingly integrated inte our operational and commercial strategies,
whilst ensuring best value for customers and wider socio-environmental benefits. In October 2022, the Board held
its annual Board Strategy Day, with time spent exploring opportunities relating to ESG matters and the future
resilience of the business in this regard Our Strategic Direction Staternent published in 2022 sets out a clear ine
of sight between the Severn Trent Water Limited and Hafren Dyfrdwy Cyfyngedig business plans and the
longer-term priorities of the Company.

Climate change commitments
The Board putits lang-term approach to climate change before sharehotders at the Company’s Annual General
Meeting 'AGM'| on 8 July 2021 which received over 99% approval
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Our Climate €hange Governance Framework
Strong governance of sustainability issues, including climate-related risks
and opportunities specifically, extends below the Board to a nhumber of Board and
Committees, as outlined helow.

STRATEGIC REPORT

THE BOARD

The Board's role is to ensure the long-term sustainable success of
Severn Trent by setting our Strategy through which value can be

created and preserved for the mutual benefit of our shareholders,
customers, employees and the communities we serve.

Our Board, led by Chair Christine Hodgson, has ultimate respansibility for
sustainability. Oversight of the Group’s sustainability strategy 1s a matter
reserved far the Board. The Chief Financial Officer is responsible for hew market
risks connected to our investments [including climate-related risks] are
identified, considered and managed.

The Board's responsihilities include:

- overseeing the Group’s sustainability strategy;

- providing rigorous challenge to management on progress against goals

and targets;

- ensuring the maintenance of an effective risk management and internal
control system, review of six monthly Enterprise Risk Management ['ERM’]
updates and annuat approval of the Principal Risks;

- approval of the Board's risk appetite and Policy:

- inclusion of sustainability-related discussion at each Board meeting
through a standing agenda item as tabled by the Chair of the Corporate
Sustainability Committee; and

- maintaining a high level of sustainability expertise on the Board as a whole

fsee Board skills matrix on page 106.

Informing

N

o

Reporting

THE BOARD DELEGATES CERTAIN SUSTAINABILITY OVERSIGHT MATTERS TO iTS PRINCIPAL COMMITTEES.
ALL COMMITTEES MEET AT LEAST FOUR TIMES PER YEAR.

Audit and Risk
Committee

Ensures that risks and
opportunities, including
sustainability and
climate-related risks and
opportunities, are
effectively managed
across the Group The
Committee is also
respensible for
overseeing the production
of Group's financial
statements, including the
TCFD disctosure.

Further detail of the work
of the Committee can he
found frem page 127

Carporate Sustainability
Committee

Scrutinises and provides
guidance and direction on
the Sustainability
Framewaork. Reviews
sustainability and
climate-related risks and
opportunities. Four
Directors of the Board sit
on the Committee,
including the Chair, and the
CEO has 2 standing
invitation tec attend
meetings.

Further detail of the work
of the Committee can be
found from page 137

Nominations
Committee

Monitors the Board's
overall size, composition
and balance of skills, and
ensures sustainability
expertise is given
sufficient praminence in
Board and Executive
succession and
recruitment activity.

Further detail of the work
of the Committee can be
found from page 121

VA

Remuneration
Committee

Ensures alignment of the
Group’'s remuneration
policies and procedures
to achievement of
sustainability aims by
incorporating E5G
measures into bonus
scheme requirements
and carbon reduction
measures within the LTIP.

Further detail of the work
of the Committee can be
found from page 141

Treasury
Committee

Ensures incorporation of
sustainability into the
Group's financing
strategy, with a key area
of focus on introduction
and monitoring of the
Sustainable Finance
Framework under which
the Group can raise debt
to support the financing
or refinancing of
sustainable projects.

Further detail of the work of
the Committee can be found
from page 135

THE CHIEF EXECUTIVE AND THE SEVERN TRENT EXECUTIVE COMMITTEE ['STEC’)

The Chief Executive has overall responsibility for climate change and environmentat matters. Responsibility for the development and implementation of the
Group’s Strategy, including in relation to sustainability, rests with the Chief Executive, who s supported by STEC, which meets weekly.

Sustainability Framework - page 140 STEC Members - page 107

STEC DELEGATES CERTAIN CLIMATE-RELATED RISK ANG OPPORTUNITY OVERSIGHT MATTERS TO ITS MANAGEMENT COMMITTEES

Sustainability Steering
Committee

Executive and senior
management oversee
performance and
progress against our
Sustainability
Framework The
Committee is responsible
for identifying and
reviewing climate-related
risks and opportunities,

Carbon and Energy
Steering Committee

Sets the Greup's overall
carbon and energy
strategy and targets,
ensuring that robust
plans are in place to
deliver them. Monitors
progress and
performance against
plans.

Strategic Risk Forum
['SRF’]

A cross business group
which takes a holistic
view of ERM risks and
focuses on horizon
scanning to identify new
and Emerging Risks,
including climate-retated
risks.
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Disclosure Committee

An Executive Committee
responsible for
overseeing the Group's
compliance with its
disclesure obligations,
considering the
materiality, accuracy.
reliability and timeliness
of information disclosed
and assessment of
assurance received. The
Committee is also
responsible for
overseeing the Group's
financial statements and
non-financial disclosures,
including climate-related
financtal disclosures.

TCFD Working Group

The TCFD Working Group
was astablished in 2020
to provide oversight and
drive implementation of
the TCFD recommendations
and the Group's wrder
climate change strategy.
The Group reports to the
Disclosure Committee
and the Corporate
Sustainability Committee.
{tincludes reprasentatives
from business areas
including strategy, risk,
finance, treasury and
compiiance
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OUR APPROACH TO CLIMATE CHANGE CONTINUED

Strategy and Risk Management - climate-related considerations

Strategy and Risk Management
TCFD recommendation

How processes for identifying, assessing and
managing climate-related risks are
integrated into the organisation’s overall risk
management

See pages 44 to 46

Progress this year

This year, we have made improvements Linking our Principal Risks and ERM risks into our
business model and our value chain by linking climate drivers with risk causes, enabling
greater reporting options and better risk coverage. We have also linked the risks we have
published in our Climate Change Adaptation Report to our ERM risks within our risk
management system. We consider both existing and emerging regulatory requirements on
climate change.

The impact of climate-related risks and
oppoertunities on the organisation’s
businesses, strategy, and financial planning.

See the following reports on our website,
severntrent.com:

- Strategic Direction Statement ['SDS’]

- Draft Water Resources Management Plan
[WRMP’]

~ Drainage and Wastewater Management Plan
[(DWMP']

- Drought Management Plan

— Climate Change Adaptation Report

The potential impact of different scenarios,
such as 1.5°C, 2°C, and 4°C scenarios, are
incarporated into businesses, strategy, and
financial planning.

See pages 47 to 52

In May 2022, we published our Strategic Direction Statement ['SDS’) which sets out our
thinking around key trends and the resultant challenges that will shape the next 30 years and
how we, as a leading water and waste water company, might leok to respond. The 505 has
informed our strategy and investment choices in the plans we have published this year.

We published the draft version of our next WRMP for consultation in November 2022 and the
final version of our DWMP in March 2023. The impacts from climate change are a key part of
the underlying analysis hehind these documents, which are used to set and evidence our
five-year regulatory business plans.

We are developing our next price review plan [PR24] to consider all recommended
warming scenarios, from 1.5°C to 4°C, to provide flexibility for later business cycle AMPs
in {ine with requirements and circumstances at that time. To develop our plans, we have
utilised the best available data to model the most optimal investment pathways, taking
into account required outcomes, cost and delivery lead times.

Modelling is underway using eight future scenarios [as set out by Ofwat], which include
assumptions for climate change to build evidence and inform our long-term evidence plans.
The outputs will be used to develop our Leng-Term Delivery Strategy and business plans for
the regulatory period 2025-30, AMPS. The Met Office undertook a review of these methods to
ensure they are robust and align with the Ofwat PR24 guidance.

The draft WRMP and final DWMP incorporated the latest climate projection datasets
[UKCP18) into scenario modelling to build our view of climate-related risks and opportunities
for these key decuments.

Vocal advecacy for action on climate change
and cottaboration with peers and ather
stakehalders to achieve change.

See our Sustainabitity Report online.

We continue to be involved with many sector and cross sector working groups, such as the
Water UK Net Zero Carbon Technical Group,

In Septerber 2022, we announced our tri-party coliaboration with Aarhus Vand and
Melbourne Water to share knowledge and expertise and to develop solutions to reduce the
carbon footprint of waste water treatment sites.

In May 2023, we announced our intention to build the world's first Net Zero hub at one of our
waste water treatment works, supported by partial funding through Gfwat’s Innovation Fund.
More information can be found in the case study on page 139. The results of the project will be
shared across the industry.
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OUR CLIMATE

CHANGE STRATEGY

Mitigating and adapting to climate change
remains a critical priority for us and, as such,
forms a common theme through all of our
strategic documents and plans, from our
Corporate Strategy downwards. This
ensures that every part of our organisation
is focused en reducing our environmental
impact and improving the sustainability and
underlying resilience of our business.

Given the complexity of our business and the
requirements of our regutators, there are
multiple documents which describe the risks
we face. These detail the outputs from the
risks we have assessed, the potential
responses to those risks, the investment
options available, and the wider considerations
that need to be taken into account when
making decisions. These include affordability,
nature and climate, and alignment te our
strategic objectives, customer outcomes and
statutory ebligations,

Ultimately, which investments are progressed
is decided through the industry price review
process. The water industry operates to
five-year business planning cycles, as part of a
framewark for economic regulation overseen
by Ofwat. As part of these five-year periodic (or
pricel reviews, Ofwat reviews company
investment proposals and sets revenue
allowances sufficient to finance them. This
statutory precess therefore has an impertant
bearing on companies’ investment plans, with
many elements contingent on a successful
submission ta Dfwat.

Throughout this disclosure, we signpost key
documents that set out our plans on how we
manage key areas that will be affected hy
climate change, and will affect our mitigation
strategy. The following are of particular note:

- Net Zero Transition Plan 'NZTP’) - which
considers and plans our approach to
delivering against our reduction targets
(from page 58).

- Our Water Resources Management Plan
("WRMP’]) and Drainage and Wastewater
Management Plan ('DWMP’) - which set out
how we intend to provide supplies of water to
our customers over the next 25 years and
how we plan to deal with the associated
waste water and surface drainage
respectively.

Our Strategic Diraction Statement ['SDS']
- which identifies the key future priorities for
our business to 2050,

Gur Climate Change Adaptation Repart
- which provides 3 summary overview of
risks arising from climate change.

We do not reference our land and property
strategy in this disclosure as it is not a pubtic
dacument, but it provides a forward-looking
view of how we intend to use our land
portfolio most effectively, be that for
operational purposes, renewable energy
deployment, biodiversity and habitat
enhancement, carbon sequestration or
supporting locat housing or economic
develepment. Qur land and property strategy
is not prescriptive, but provides a framework
for assessing the best use of any individual
piece of land. It also considers how we can
work with partners to improve biodiversity
across our region to both benefit nature and
access carbon credits.

We have been investing significantly in both
saving energy and generating our own
renewable energy, which is more important
than ever and bolsters our resilience to
increasing energy prices. For example, we

STRATEGIC REPORT

generate over half of the electricity we use
from our renewables, with the remainder
purchased from renewable backed sources,
and this year we delivered record levels of
generation — 548 GWh of renewable energy
from nine anaerobic digestion sites as well
as our wind, sotar and hydro plants. Qur
Severn Trent Green Power business
recycles over 500,000 tonnes of green and
mixed food waste each year. The green
energy produced from food waste helps to
meet our net zero targets and keep our
energy costs dewn. Inaddition, our
non-regulated businesses, principally
Severn Trent Green Power and Severn Trent
QOperating Services, contribute towards the
Group's net zero journey. You can read

more about their performance over the year
on pages 37 to 38.
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OUR APPROACH TO CLIMATE CHANGE CONTINUED

HOW WE IDENTIFY AND UNDERSTAND
RISKS OF CLIMATE CHANGE

As a company that depends on
supporting, and interacting with, the
natural capitat within our region, we
have an important role to understand,
prepare for and respond to a changing
climate. We know that climate change,
along with other factors such as
population growth and urban creep, will
increase the pressure on delivering our
essential services.

Our appreach te managing climate-retated
risks js outlined in the table below, highlighting
how we consider climate-related risks over
different time horizons li.e, the short, medium
and long term]. The method by which we
assess, monitor and manage risks and
opportunities ditfers depending on the size and
type of risk. Alongside likelihood and impact, we

Time horizons 0-2years

Short term

use financial thresholds defined within our ERM
policies and systems. These thresholds are
used to measure the materiality of each risk to
our business and the tevel to which the risks are
reported within our arganisation. For example,
we operate levels of reporting for all risks
valued at over £10 million, they are captured
within our ERM system and rigorous
management processes put in place. We have
four further levels of risk abave this, with the
highest being valued at over £73 mitlion, and the
risks in this bracket are required to be reported
at Board level. Risks valued at below £10 million
are managed by the business. All climate-
related risks are assessed in the same way and
have been concluded to be below this

£10 million threshold this year. We have a
dedicated risk network made up of risk
cogrdinators and risk champions who are
coached and supported by our central ERM

Upto 5 years
Medium term

Team, to support the ongoing risk assessment
process throughout the year. Qur ERM level
risks are managed through our ‘Our Approach
to Risk’ section on pages 73 to 74 for mare
information. We recognise the rising pressure
that climate change will place on our existing
risks, such as an increase in storm frequency
and severity that will challenge our ability to
deliver water and wastewaler services to our
customers, Climate risks are assessed through
key documents tike the CWMP, WRMP, and
Drought Management Plan {see table below].
We dynamically assess potential changes in the
risk environment through ocur investment plans,
which means we plan for and invest based on
the climate we expect Severn Trent to be
operating in over the next 25 years. These plans
form the key basis for our five-year investment
plans that we submit to Ofwat.

Upto 26 years
Long tarm

Summary

acute physical risks

- Evaluate and make
recemmendations for future
improverment

~ Implementing tactical response
plans for delivery of our annual
performance targets in the face of

- Qur business plan describes the
improvements that we will commit to
deliverin the next AMP cycle

Approach to

- Incident management plans and

~ Regulator-approved AMP investment

- Long-term ptans exploring and accounting for
future potential risks we may face, including climate
change uncertainty

How we will meet future challenges, and the steps
that need to be considered

~ WRMP produced every five years and the draft
version of cur next WRMP published Noyember
2022

The first fult publication of our DWMP was on

31 March 2023

Our 505 published in May 2022

ERM framework

Qur LTDS will be submitted to Oiwat later this year,
and uses adaptive planning appraaches to test
future scenarios

i

'

i

Our S0S outlines the key trends and challenges
that we believe will be important in shaping the
next 30 years and is used to inform and guide our
future strategy and leng-term investrnent plans
Adaptation Report [summary of overview of
risks)

- The WRMP sets out cur long-term strategy for
the next 25 years and looks ahead to 2085 to
help us understand and prepare for the future.
Qur plan considers potential risks to our supply
due to extreme drought, climate change and
changes in population and industry

- The DWMP sets out our long-term strategy for
waste water and the impacts of severe weather
medelled over the next 25 years to help us
prepare for the future

- The WRMP and DWMP inform our PR24

investment plans and our LTDS, which we submit

to Ofwat later this year

Biodiversity Strategy and Action Plan sets out

how we pratect habitats and species and drive

nature racovery

- Protecting and Enhancing Site of Special

Scientific Interest 'S551s| document sets out

our approach for protecting and enhancing

S555ls that we own, or which might otherwise be

impacted by our work

management process-driven response plans approach
- Drought Management Plan ~ Rolling five-year business planning
- Root cause analysis outputs approach
- Localised response strategies - ERM framework
- ERM framewaork uses toals,
practices and methodologies to
ensure consistency across the
Severn Trent Group, and embedding
of climate-related risks inour
business as usual processes
Key - Our Drought Management Plan - Adaptation Report [summary of
documents [2022-2027) sets out how we overview af risks|
will manage oyr resources and - The WRMP sets out our strategy to
supply system during dry and address risks relating to water
droughtyears. It sets out the availability and security of supply, taking
demand and supply actions we into account a changing climate and
will take, triggered by drought populaticn demands
conditions of 2-3 manths - The DWMP sets out our approach te
ensuring an effective waste water
network which treats and removes
waste from properties, the risk levels
for sewer flood risk, storm overflow
performance and waste water treatment
WwOrks capacity
- The WRMP and DWMP inform PR24
investment plans
- Drought Management Plan
£<3 SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023
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Time horizons 0 - 2years Upto Syears Upto 25 years
Short term Medium term Lang term
Key - Undertake a granular and - Engagement with key stakeholders to - Considers the potential long-term jmpacts of

elements dynamic appraisal of the health
of our assets

- Data collection to drive
longer-term approach

- Assess operational tasks/
operation and maintenance of
assets

- Localised delivery of
improvement plans

- Small-scale opex and capex
spending

- Asset Health Dashboard

agree response plansincluding the EA,
Qfwat, DWI, Natural England, NRW and
local communities

- Modelling of scenarios to determine
response strategies

- Capital investment and promotions for
delivery of lLarge-scale capital upgrades

climate change on our essential services
Identifies and assesses the most significant and
influential trends and the biggest chaltenges
that we will face based an the trajectory of those
trends

- Analysis of longer-term trends utilising UKCP18

datasets combined with internal modelling

- Data-focused review threugh technical

assessments and modelling

- Risk strategies

Risk Management via our ERM

We operate a well-established ERM
framework, underpinned by standardised
tools, practices and risk management
methadologies to ensure consistency across
the Severn Trent Group. Our ERM framework
is embedded threughout the business, with
different groups exploring and examining risks
through different lenses, as described
throughout the section.

Our risk management system incorporates
important climate-related risks identified
through business as usual processes. We

have built additional capabilities within ocur
corporate risk system enabling climate drivers

to be linked with risk causes where the
liketihood could be exacerbated by climate
change drivers. We have alsc assigned TCFD
typology to our ERM risks.

The Beard has averall respaonsibility for
ensuring that risk is managed effectively
across the Group and that there is an effective
risk management framework in place [see
page 74 for more informatien}. The Executive
Committee has specific respansibilities and
accountabilities for topics connected to climate
considerations, including our strategy,
operaticns and regulatery reguirements. See
the Internal Controls and Risk Management
disclosure in the Audit and Risk Committee
Report from page 127 for more information.

The risks we have already recegnised inform
and help mitigate against the predicted
impacts caused by 2°C of warming. Our risk
response plans are based on a risk bow tie
analysis wherehy risk causes’ are considered
in relation to ‘climate drivers’ to help quantify
the controls that we should consider and
execute.

Our three-tiered system shown below helps
ensure appropriate actions given the relative
risk to the organisaticn and we provide an
update on our modelled risks from page 46.

WHAT THIS MEANS

+ We complete helistic system modelling to help identify key risk
themes, for exampls through cur DWMP and WRMP

* Risk factors are considered ‘in the round’ by utilising cormnbined

impact factors that are driven by climate change

Modelling considers the Met Cffice's UKCP18 climate scenarios,
which are based on the IPCC's RCP climate scenarios, to assess
the potential size and scope of climate-related issues

We are developing high-level summaries of how these risks may
increase over time

Risk mitigation strategies and controls are reviewed and updated
as part of the annual ERM process

Specific climate change related updates have been included as
part of our reporting process

TCFD TYPOLOGY
Physical Transition
Risks caused by physical shocks Risks that arise as a result of
and stressors to infrastructure acenomic and regutatory
and natural systems, e.q. transition toward a low-carbon
extreme temperatures future, e.g. changing consumer
» Acute physical behaviour and preferences.
* Chronic physical « Policy/legal
P Modelled - Technology
« Market
+ Reputational
Focused
Monitored

ERM risks are reviewed and categorised as either climate change
mitigaticn or climate change adaptation as part of the annual
review to capture new risks te the risk register

Climate change mitigation or climate change adaptation risks
are flagged in the corporate risk system
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OUR APPROACH TO CLIMATE CHANGE CONTINUED

What are our key climate-related risks and opportunities?
The key risks and oppartunities we have identified are summarised below and relate to our value chain.

Transition risk Physicalrisk * Denctes a Principal Risk

REGULATION/POLICY

AFFORDABILITY

CLIMATE CHANGE STRATEGY

Key Risk*:

Changing societal expectations, resulting

in stricter legal and environmentat
obligations, commitments and/or
enforcements, increase the risk of
non-compliance.

Key Risk:

The investment required to improve
resilience and meet long-term targets
willimpact customer bilis and affect
affordability for some,

Key Risk’:

Severn Trent's climate change strategy
does not enable us to respond to the
shifting natural climatic environment
and maintain our essential services.

SAFE AND SECURE SUPPLY OF TRANSPORT AND TREATMENT OF NATURAL CAPITAL
DRINKING WATER WASTE WATER
Key Risk*:
Key Risks*: Key Risk*: We fail to positively influence natural

We do not provide a safe and secure
supply of drinking water to our customers.

We do not transport and treat waste water
effectively, impacting our ability to return
clean water to the environment.

capitalin our region.

Cemand for water will increase as
a result of population growth and
changing weather conditions.

Far more information on our Principal Risks see ‘Our Approach Te Risk’ section starting on page 73

CLIMATE RISKS ALONG DUR YALUE CHAIN

COLLECT RAW WATER CLEAN RAW WATER DISTRIBUTE CLEAN WATER | CUSTOMERS ENJOY OUR SERVICE

1 P2 i3 P4

CLIMATE DRIVERS ALONG OUR VALUE CHAIN

Hotter, drier summers impact
our reservoir supplies

Hotter, drier summers and rainfall Performance of pipes is threatened by | Customer demand for water
impact the quantity and quality of extreme weather increases on hotter days, putting
water available to abstract from our supply under stress

the envirerment

CLIMATE RISKS ALONG OUR VALUE CHAIN

COLLECT WASTE WATER CLEAN WASTE WATER RECYCLE WATER Increased storminess and extreme
TO THE ENVIRONMENT weather events cause power failures,
impacting on our ability to deliver our
5 & 7 essential services,

CLIMATE DRIVERS ALONG OUR YALUE CHAIN

Capacity of our sewers is impacted Wetter winters and increased
by both extended dry periods and storminess can overwhelm
extreme rainfall events waste treatment works

Increased rainfall reduces the
effectiveness of our biosolids storage
and disposal operation
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STRATEGIC REPORT

The following table details the drivers, impacts and mitigation methods associated with each risk and opportunity. I identifying the significant
climate-related risks and opportunities outlined below, we note the disclosure topics noted in the IS5B’s draft Climate Disclosure requirements
lindustry-based disciosure requirements for the water utilities and services sector, as outlined here: Volume B39—Water Utilities & Services [ifrs.

orgll, see page 43 for mare detail on how we report against the standards.

Principal risk

Drivers and causes Impact on business

Irisk consequences}

Mitigations and opportunities

TRANSITION RISKS AND OPPORTUNITIES
Key Risk 1:

Changing societal expectations, resulting in stricter legal and environmental obligations, commitments, and/or enforcements, increase the risk of nen-compliance

Short, medium and long term (focused]

~ More will be demanded of businesses: to be
more sustainable in their cperations, to pay
tor the damage they cause, and with greater
scrutiny over environmental performance

- Our ODI penalty/reward position could
thange

- Dperational costs associated with taxes on
carhon emissions could increase

— Increased activism and media coverage
around climate change and the level of
environmentat pollution may raise public
awareness and strengthen calls for policy
makers to act

- Increased focus on enviranmental
protection and achievernent of mitigation
targets could change Government policy
and regulators’ target-setting approach

- National regulatory changes may
implement costs of carhon [our operations
are energy intensive and the waste we deal
with has a high greenhouse gas [GHG']
impact|

-~ Increased regulatory scrutiny and
accelerated regulatory change will drive
behaviour from businesses to protect
the environment

- We have strong engagement with cur supply chain to drive
environmentat leadership

- Regular engagement with the UK Government, the Welsh
Government, regulators and other stakeholders helps us to shape
the direction of the water sector and address the impacts of
climate change

- Opportunities exist to fast track positive changes, alongside
regulatory change, for our communities and the environment

- Qur established gavernance framework, policies and training
ensure our ohgoing compliance with all applicable laws and
regulations

- We use external legal advisers to complete detailed reviews in
respect of upcoming legislation that may affect the Group

Key Risk 2: The investment required will impact customer bills and affect affordability far same

Short, medium and long term [modelled]

- Higher levels cf investment will result in
higher bitls for our customers and will
atfect affordability for those whoe are
struggling financially

- High levels of investment will be required to
meet more stringent envirenmental
standards, improve our resilience, adapt to
climate change, and meet long-term
targets

— Our regulatory modet means that such
investments are ultimately funded through
customer bilis

Trent Water region was 6.1% based on
2019/20 data

- Analysis published in March 2021 by Water
UK showed that water poverty in the Severn

- We talk to our customers and take customer affordabitity inte
account as part of aur planning and investment processes

- Targeted investment allows us to continue to deliver essential
services for our customers, even under more challenging
circumstances

- Impacts to custemer bills are modelled and tested with customers
ahead of submission

- To mitigate the impact for the most vulnerable, we also offera
range of affordabitity packages

Key Risk 3;

Severn Trent's climate change strategy does not enable us to respond to the shifting natural climatic environment and maintain essential services

Mitigating ctimate change will require rapid decarbonisation

Short, medium and long term {focused]

- As the water sector centributes 1% of UK
emissions, we will be reguired to reduce
emissions n line with the Government
interim targets of 78% reduction [since
19301 by 2035, reducing cur Scope 1, 2 and
then Scope 3 emissions

- The need for greater understanding.
visibility and transparency increases the
need for mare granular data collection
andreporting

- Through to 2050, we anticipate that
Government will need to assume a larger
role to overcome barriers that are
hindering consumers, business, and wider
societal change

- Potential Gavernment policy interventions
are likely 10 be focused on speeding up
decarbonisation efforts but currently are
not always ¢g-ordinated

- Existing technolegies won't be capable of
delivering the improvements required

- More stringent standards may be enforced
alongside increased expectations for
reporting requirements

- We use scenario modelling te understand the impacts of climate
change and identify opportunities for investment threugh
resilience planning

- Our Innovation Tearn actively seeks investment in new
technologies to improve performance

- We reqgularly analyse our performance te understand
opportunities far impraovements to operational effectiveness

- New opportunities may emerge te participate in new markets,
such as green hydrogen or amrmonia

- Better data will lead to improved understanding of perfarmance

- We target a reduction in water usage alongside a reduction in
leakage to improve our ability to manage demand n a resource-
stretched world
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QUR APPROACH TO CLIMATE CHANGE CONTINUED

Drivers and causes Impact on business

irisk tonseguences)

Mitigations and opportunities

PHYSICAL RISKS AND OPPCRTUNITIES

Key Risk 4:
We do not provide 3 safe and sacure supply of drinking water to our customers

Demand for water will increase as a result of population arowth and changing weather conditions

Shart, medium and (ong term {focused]

- Hot weather causes an increase in
short-term peak demand and impacts our
abiuty to supply encugh water

- Additional operational costs could be
required to ensure delivery

Hotter, drier sumrmers will reduce water
availability end increase demand

Acute physical risks such as storms and
floods may impact upon ourinfrastriucture,
orincrease the risk of water centamination
A reduchion in the water gvailable in the
environment, caused by increasing
temperatures, will restrict the amount we
can abstract and supply

- Performance of pipes is threatened by
extreme weather

t

secure supply

Key Risk 5:

- Additional intrastructure investmment could be
required to adapt to a changing ctimate and to

- We use strategic modelling to assess potential changes to supply
and demand on our water network and to model the known
impacts of climate change

Comprehensive resilience plans that consider climate change in
scenario modelling, such as our WRMP and DWMP, feed into our
capital investment programme and business plan

investment in early leak detection technologies and effective
response processes will reduce leakage levels

Increased investment to increase headroom will help us meet
increased water demand

By increasing resilience and ftexibility ot our supply network and
better preparing for incidents, we are constantly working to
ensure continuous supply to our customers

Increased awareness of the value of water in an increasingly
resource-stretched world may improve the effectiveness of
customer engagement programmes to reduce water usage

I

i

i

i

We do not transport and treat waste water effectively, impacting our ability to return clean water to the environment

Short, medium and leng term {modelied)

- Extrerne rainfall and wetter weather will
increase the risk of flooding

- Increased population and land cover will

increase run-off

Extended dry periods and extreme rainfall

events affect the capacity of our sewers -

for example, more intense bursts of heavy

rainfall increase the valumes of water

entering our waste water systems

-~ Damage could be caused to infrastructure,
increasing the risk of flooding to our waste
water treatment works

- Alternative reactive steps will be required

required to ensure adeguate systems and
resiience

~ Environmental penalties could increase

- Failure to safely treat waste water impacts
our financial penaity/reward position

Key Risk é;
We tail to positively influence natural capital in our region

Medium and long term (focused)

- Hotter, driar summers cause changes to
habitat composition and distribution, along
with biodiversity loss on land and in rivers

- Increased urbanisation, which extends hard
impermeable surfaces against the
backdrop of increasing rainfall, increases
the risk and speed of urban run-off and
sewer overflows, leading to pollution of
waterways

- Agrewing population and per capita
consumption, and increased pressure on
natural resources, negatively impact ugen
biodiversity and our ability to manage
natural resources effectively

- Resilience to climate change and extreme
weather events decreases

- Rawwater quality deteriorates

- Fallure to manage pollutions impacts our
financial penalty/reward pasition

- Changes to the valuation of natural capital
may have financial impacts i future

- Delaying the investment required for
climate resilient or adaptation solutions
may increase future costs
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1o ensure the safety of waste water removal
~ Additional infrastructure investment will be

- Comprehensive resilience plans, such as cur DWMP, feed into our
capital investment programme and business plan. Targeted
investment willincrease waste water network resilience

- We use strategic modelling to assess potentiat changes to
populaticn and climate change on our waste water network

- We have a strong compliance culture and etfective management
systems

—Increased awareness of the value of water in an increasingly
resource-stretched world may improve the effectiveness of
customer engagement programmes to promote the safe use of
the waste water system, including reduced use of wet wipes and
non-flushables

- The implementation of new technologies and innavation to
improve our waste water treatment processes and network
operations will enable us to meet or exceed targets

- Increasing the use of nature-hased solutions to build resilience
provides the advantage of additional co-benefits

- Wider surface water management optfons such as 5ulS have
associated co-benefits and inerease future flexibility for capacity

We have made public commitments to protect our local

environment - for example, targeting 15% biodiversity net gan for

our capital projects

- Weuse medelling to estimate the impact of increasing pressures

on nature, such as water abstraction and environmental pollution,

as part of our WRMP and DWMP

We are investing in habitat restaration which can help reduce

pressure on our assets and lower asset failure rates

- Management plans and controls mitigate damage to 555Is and
enhance them through our operations

- Our Green Recovery Programme consists of six schemes that will
delrver a host of benefits for customers, commumities and the
environment

- Adopting a catchment management approach in partnership with
landowners in gur region will mitigate the effect of pesticides,
fertilisers and organic nutrients, will be mare inclusive, will
reduce costs, and will reduce the need for additioanal investment

- We have strong engagerment from both our supply chain and cur
customers te promote biodiversity via our Commopnwealth Games
targets (72 Tiny Forests and Legacy Forest, our Great Big Nature
Boost for Biodiversity fenhancing 1t on 5,000 ha of land] and by
restoring 2,000 acres of peatiand in England and Wales Thiswill
enhance ecosystems, iImproving resilience through decreased
Hood risk and improving water quality

- Qur reputation will benefit from acting as a steward of natural

capital and taking this responsibility seriously



STRATEGIC REPORT

CLIMATE-RELATED SCENARIO ANALYSIS

The impact of climate variations is critical to the way Severn Trent operates. As such, we have an advanced and nuanced
approach to the way we integrate climate into our business processes and risk management approach. As a business, we look
at a wide range of temperature and climate forcing alignments, from a 1.5°C Paris-aligned scenario, to a 4°C ‘business as usual’
scenario to inform our strategy for investment in future resilience. The specific assumptions, parameters and scenarios
applicable are set out below, and more information can be found in the corresponding reports.

Our approach to scenario analysis
Scenario analysis is a key component of assessing both the likelihood and consequence of our major climate-related risks. Stress testing our
ability to deliver customer outcomes against a range of variables highlights our resitience and informs our long-term strategy and investment

plans. These are cutlined through our PR24 plan, and also in our WRMP, DWMP and SDS.

Key documents that utilise the modelling work

WRMP AND DWMP

STRATEGIC DIRECTION STATEMENT

PRZ4 INVESTMENT PLANS

Our WRMP and DWMP will focus on
Ofwat’s base scenarios for AMP8, which
include changes to demand forecasts
arising from building regulations and
water device labelling, varying the data
inputs for abstraction regulations and
population growth, and including changes
to assumptions made around technology.

Our 5DS provides context for our PR24
submissions and shows how our AMP8
plans fitinto our longer-term goals.

For the upcoming price review process
['PR24’), OFwat has set out guidelines for how
water companies should develop and present
their long-term delivery strategies, including
a reguirement to use an adaptive planning
approach. Following these guidelines, we are
using a scenario-based methodology,
considering climate change, technology,
water demand, and environmental ambition.
For each parameter, Ofwat have prescribed
assumptions for low and high risk scenarios.

The underlying analysis behind these
documents is used to set and evidence our
five-year reguiatory business plans. PR24
covers our financial investment needs from

DRAFT WATER RESOURCES "
MANAGEMENT PLAN 2025-30 and will be submitted to Ofwat in
["'WRMP') October 2023, with the Final Determination
expected in December 2024. A key role of
PR24 is far us to balance long-term financial
investment needs for a resilient and
sustainable business, with ensuring
customers’ bills are affordable.
STRATEGIC DIRECTION
STATEMENT ('SDS’] The Met Office undertook a review of the
DRAINAGE AND WASTEWATER methods, datasets and scenarios used to
MANAGEMENT PLAN [‘DWMP') ensure these are robust given the latest

For more details see page 51 for key
examples and case studies or scan or click
the QR codes to read more

The key risks we model

We do not provide a safe and secure supply
of drinking water to our customers

LTDS

As part of out submission to Ofwat later this
year, we are documenting ocur Long Term
Delivery Strategy which sets out the
leng-term risks, ambitions and investments
beyond PR24 and into the future. [t uses
adaptive planning alongside the findings

of the WRMP and DWMP to test demand and
climate-change scenarios that may occur.

climate science, and that they align with the
requirements stipulated in the Ofwat PR24
guidance. We are using the findings and
recommendations to inform the next phase
of our investment plans for PR24.

We do not transpert and treat waste water effectively, impacting
our ability to return clean water to the envirenment
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QUR APPROACH TO CLIMATE CHANGE CONTINUED

Water always there

Risk

Good to drink

Opportunity

Climate driver

Hotter, drier summers and changes to precipitation
will reduce water resources availability, which drives
future supgly/demand batance deficit chaltenges

Regulatory commitments and funding to reduce leakage
and reduce demand from a 2019/20 baseline

Climate model

Use UKCP18 RCP2.6, RCP4.0 and RCPB.5 in our scenario
analysis

Twelve Regional Climate Madel 'RCM’] scenarios and 20
probabilistic datasets are included in our water resource
systerns climate change analysis

RCMs provide cormparatble outputs across regions due to their
better representation of spatial coherence of climate change

We have made a commitment to reduce household demand by 15% by 2050 and to
reduce leakage by 50% by 2045 In addition, we have a number of water use
minimisation programmes which are incorporated into our future modelling, to
ensure we understand how the benefits of these programmes may protect us
against climate-related risks

Timeframe
assessed

Current modelling is to the 2070s and then extrapolated to
2085 to cover the WRMP24 slanning period

Current modelling is to the 20705 and then extrapolated to 2100

Key outputs from
modelling work

Modetling indicates a reduction in the amount of water
available for distribution [Deployable Output, ‘'DO’). In 2058,
the expected reduction of DO ss:

- 4% in a RCP&.0 climate scenario; and

- 9% in a RCP8.5 climate scenario

Qur water demand mitigation praposats will help reduce the total amount of
water we abstract. Our two key programmes [customer demand and teakage
reduction) are expected, by 2050, to:

- Reduce demand by é%; and

- Reduce leakage by 50% by 2045

Key impacts

Key financial impacts include increased remediation and
investment needs, and enhanced capital spend, which will be
outlined in detail in cur WRMP

Key financial impacts include an increased overhead in the water available for
distribution, reducing the amount of investment and capital required to ensure a
consistent supply of water

Key inputs and
assumptions lin
combination with
the climate
change scenarios)

Population growth, environmental sustainability reduction
on our abstraction licences, land use change, property
occupancy

Deployable Output, regulatory requirements, customer intervention
expectations

Waste water safely taken away

Risk

Opportunity

Climate driver

in¢reased frequency and intensity of rainfall may
increase risk of sewer flooding, impact the
performance of storm overflows and affect the
amnunt of waste water needing treatment

Increased investment in our commitments to reduce public and
external flooding and the activation of CS0s

Climate model

RCP2.6, RCP6.0 and RCP4&.5, including industry derived
rainfall uptifts for 2050

Within our DWMP we have modelled present day flood risk
during a 1in 80-year rainfall event [i.e. a rainfall event with a 2%
probability of occurring in a year]. We then use rainfall uplifts
denved from climate change projections to understand how the
future climate is tikely to affect rainfall intensities

The SO5 used climate model assumptions from the WRMP and DWMP, where
relevant. No specific guantitative modelling was carried cut for the 5D5S

Timetrame
assessed

Current modelling is to 2050. The belaw impact looks at a
2050 snapshot

The SOS covers the period out to 2050

Hey outputs fram
modelling work

Madelling indicates that, by 2050, increased frequency and
intensity of rainfall events would resultin 61% more flood
water escaping from the sewer netwarkin a 1 1n 50-year
rainfall event. This will resultin 44,000 praperties being
affected by internal sewer flooding and 3 14% increase in
storm overfiow activations by 2050

Erght tuture priovity areas which we feel are critical in addressing the challenges

we have highlighted

- Increase our abilities to source and deliver water to guarantee future water supplies

- Help our custemers to be more water conscious to ensure the waste water
system 15 used wisely

- Leverage data and technology to deliver a high-quality, affordable service

- Improve the resilience of our network to lower the risk of floading and pollution

- Adopt more sustainable practices to protect and enhance our environment

- Harness the value in our waste to support a more circular economy

- Work with our communities to make a positive social difference

- Investin our high-performing culture to maintain a safe, inclusive and fair workplace

Key impacts

Key financialimpacts include increased remediation and
nvestment needs, and enhanced capital spend, which are
outlined in detail in our DWMP

The ocutputs of the SOS guided internal thinking and infermed our strategy and
Investment planning

Key inputs and
assumptions [in
combination with
the climate
change scenarios)

Low and high demand projections assume future growth
remains 1n bne with population projections indicated by the
Office of Naticnal Statistics [low demand|, with higher
forecasts assuming all Local Plan development allocations
are built

A mix of internal and external sources were used to infoerm analysis and
conclusions
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CASESTUDY

STRATEGIC REPORT

OVERVIEW OF SCENARIO ANALYSIS OUTPUTS

Our Drainage and Wastewater Management Plan

The graph below summarises the number of properties at risk from
internal flooding ina 1in 50-year storm [i.e. a rainfall event with a 2%
probability of occyrring in a yrar)

Across the Severn Trent region, our modelling indicates that around
112,800 properties could currently be at risk of sewer flooding frem a 1
in 50-year storm. By 2050, assuming no upgrades were undertaken,
this would increase by 39% to around 156,000 properties. At present,
there are no governmental targets relating to what is an acceptable
level of sewer flood risk. In our DWMP, our core best value planis
informed by customer choices in line with Ofwat requirements, but we
have also set out investment scenarios to maintain current risk levels
and to meet our long-term aspiration to get ta zero flood risk. The level
of investment set out in our DWMP [aligned to Ofwat best value
principles] will not be sufficient to mitigate the future risk from
internal flooding from the waste water netwark. The graph below
summarises the different investment scenarios and the residual
property risk associated with each.

Within our best value plan analysis, we have included optimisation of
traditional ‘grey’ interventions compared with blue/green nature-
based solutions that can support delivery of wider benefits.
Subsequently, our DWMP indicates that, based on our best value plan,
the percentage of properties at risk would reduce from 2.58% to 2.52%
by 2050 lunder a 2°C and low-demand scenariol. However, the
underlying number of properties at risk is expected to increase from
around 112,000 t¢ around 134,000 properties, despite investment to
alteviate risk to 20,000 properties over 25 years.

The challenge associated with managing sewer Hood risk is balancing
affordability of customers’ bills In light of other statutory obligations
within the Government's Storm Overflows Discharge Reduction Plan
'SCDRP'] and ensuring permit compliance at our waste water
treatment works [WwTWSs'l. In terms of overall investment levels set

out in our final DWMP, the figures below summarise our best value
2°C core pathway and 4°C alternative pathway scenarios, across the
25-year planning horizon.

PR24 zims to balance the wide variety of other pricrities, whilst
ensuring sewer fleoding investment plans are supported by
customers. In tight of this, whilst DWMP provides visibility of future
pressures, the level of investment informed by the best value will not
be sufficient to maintain current risk levels,

Our Water Resources Management Plan

The scenario analysis that feeds into the WRMP looks at how
population growth, drought, regulatien and environmental ambition,
and wider climate change pressures will impact upon the future
demand for water aver the next 25 years, taking into accaunt scenarias
to 2085 to understand and prepare for more extreme risk. Qur WRMP
then sets out how we propose te meet that demand.

Since our last WRMP was published in 2019, we have seen significant
differences in the way that water is consumed in domestic settings,
whilst at the same time seeing new governrnental ambition to reduce
water consumption. There has also been anincrease in envirenmental
focus and changes to the classification of some areas as ‘water
stressed’, which means that demand can outstrip supply in those
areas. In addition, our customers are facing a cost of living crisis,
meaning that more needs to be done to protect our customers.
Overall, future pressures mean that our draft plan (to be released in
full in 2023) describes a likely future supply/demand deficlt of 244 ML/
by plan year 2040/41 growing to 540 MU/d by 2050/51. Our WRMP will
set out how we anticipate to meet this increased level of demand.
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OUR APPROACH TO CLIMATE CHANGE CONTINUED

Deployable Output

Hotter, drier summers

Hotter, drier summers witl have a significant impact on future water
availability when compared with 2021 [see below graph for an
indication of how water availability [Deployable Output] will reduce in
RCP6.0 and RCPB.5 1o 2085).

Different regions may also have particular attributes that make them
more or less sensitive to climate change, therefore we carry out
sensitivity analysis (on central estimates of climate change} locking
at the impacts of the wettest and driest weather on climate impacted
Deployable Output. As you can see in the graph below, our region will
become progressively more sensitive to the driest weather conditions
over time.

Our regulatory commitments to reduce leakage and water
consumption do, however, help to provide us with additional
headroom toincrease water available for supply.

in addition, we plan to deliver a range of schemes to ensure water
supplies can cope with a 11n 500-year return period drought by 2039,
whilst keeping pace with climate change and the reguirernents set
aut by the Environment Agency by 2050. Plans incorporated in
WRMP24 include increased capacity for reservoirs and treatment
ptants, new reservairs and treatment plants, transfers to areas of
need and changes to import/export arrangements. Details of the
individual schemes are outlined in WRMP24.
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CASESTUDY

DROUGHT IN SUMMER 2022

Conditions across the whole of the UK in 2022 were extreme, with
the Severn Trent region being no exception. For large parts of our
region, we experienced the driest seven-rmonth period since 1891,
At the same time, temperature records were set in England with
the first ever Red Extreme Heat warning. These extremeas
combined to drive very high levels of customer demand and place
our water resources under significant pressure.

To help tackle this problem, we increased our demand
management activities, finding and fixing more leaks as well
as proactively engaging aur customers on haw they can help
reduce demand.

We also delivered our largest ever programme of encouraging
behavioural change by customers, providing advice and messaging
throughout the summer to help minimise demand and then
continuing into the winter with the first ever winter demand
reduction programme to drive long-term sustained change, rather
than short-term restrictions on use. This is key because climate
change means we are likely to experience more extreme weather
in the future.

At the heart of our demand management approach is working with
ous customers as partners, giving thermn the motivation and means
to make sustainable demand reductions, rather than shorter-term
restrictions. Qur extended customer engagement, gromoting
positive actions to help reduce demand, is in contrast to prohibitive
restrictions and resulted in significant customer recognition and
commitment to reduce water use, as illustrated below. The
majority of our customers have said they are likely or very likely to
change their water use as a result of behaviour campaigns.



METRICS
AND TARGETS

METRICS AND TARGETS

TCFD recommendation

We measure and manage a wide range of
metrics, which help us assess how well we
are doing to minimise our risksin a
changing future. These include a range of
metrics that measure our ability to provide
and take away water, our influence and
impact on natural capital, our adaptation
measures and any changes in the
regulalory environment. These are
reported annually in our Annual
Performance Report to Ofwat which
provides a transparent assessment

of our performance.

Progress this year

STRATEGIC REPORT

This section of our TCFD disclosure sets out
the industry and cross industry metrics and
targets against which we have reported. We
have incorporated metrics used by the Board
and management te measure progress
towards our targets, and the impact this has
had in terms of financial investment. These
meet the 155B and FCA guidance and our
metrics go above and beyond what the
Sustainability Accounting Standards Board
['SASB’| recommends. The table on page 63
shows how measures map across. More detail
around how our reporting maps to the
recarnmendations of SASB can be found within
our Sustainability Report.

Disclose the metrics and targets used to assess and
manage relevant climate-related risks and
opportunities where such infermation is material.

Severn Trent has reported against the Metrics and
Targets TCFD recommendations in full within the
2022/23 Annual Report,

More detail can be found on the fellowing pages:
- Our key targets and milestones page 54

- Measuring our progress page 62

- Our Net Zaro Transition Plan pages 58 to 45

Orinthe following reports,

oh our website severntrent.com:
- Sustainability Report

- Annual Performance Report

- Adaptation Repart

The organisation’s internal carbon pricing strategy

We were awarded an A- for 2021/22 from the Carbon Disclosure Project [CDP'). The CDP requests
information frem companies about climate change and scores each company on the quality and
completeness of responses, Jur climate change informationis publicly accessible

This year we are expanding on this disclosure to incorporate tinancial informatien for the first time,
as we recognise the importance of this in providing greater transparency over the impact climate
change has ¢n our investment decistons.

We imblemented an internal carbon tax at the beginning of the financial year, at a rate of £18/tonne

CO:e, across all directorates This raised funds of £5.2 million that are being invested in our Net
Zero Transition Plan, including new research and development innovations, and £2 million to pay
for the peaple needed to support the transition, both across the business and in a central team.

We achieved the Advancing Tier for the Carbon Trust Route to Net Zero Standard, this certification
recognises the progress of an organisation on its route to net zero.

Following the updates to pur ERM system and the commitments we have made to net zero by 2030,
we have adapted our financial planning - both this AMP and fer PR24 - to incorporate carbon
prices. These are now integrated into both our annual processes and our investment objectives for

our ambitious transition plan over the next AMP.

This table sets out the cross industry metrics
and targets against which we have reported.
We have also assessed our processes to
understand where to focus on developing our
reporting in future.

PROCESS

CROSS INDUSTRY METRICS AND TARGETS REFERENCE MATURITY*
GHG emissions See table on page 60 3
Transition risks — the amount and percentage of See sections 1 - 3 of Key 2
assets ar business activities vulnerable to transition Metrics and Investrment table
risks on pages 55to 56
Physical risks - the amount and percentage of assets See sections 4 - 6 of Key 2
orbusiness activities vulherable 1o physical risks Metrics and Investment table

on pages 55 to 56
Climate-related opportunities - the amount and See Key Metrics and 2
percentage of assets or business activities aligned Investment table on pages 55
with climate-related apportunities to Bé
Capital deployment - the amount of capital See Key Metrics and 3
expenditure, financing or investment deployed tnvestment table on pages 55
towards climate-related risks and opportunities to 56
Internal carbon prices [amount and explanation of See section 1 of Key Metrics 3
how it is used) and Investment takle en

pages 55t0 56
Remuneration {% remuneration recognised in current  See section 3b of Key Metrics 3

period that is linked to climate-related
cansiderations, and how these are factored in)

and Investment table on
pages 55 te 56, and further
detail on page 141

‘We have rated our disclosure by referencing to the maturity of our procesces and readmess to disclose the required leval

ol detail against the above cross iIndustry metrics:

3 =we have incorporated the required detail within this disclosure across the subsequent pages.
2 =we have sought te provide detail on some of the required information while we estatlish more mature processes

to imprave the level af information available in future.

1 =we are working to establish new processes that support our wark to provide a more detatled disclosure in future.
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OUR APPROACH TO CLIMATE CHANGE CONTINUED

Our key targets and milestones
In our business, we appreciate that water is a precious natural resource that we can't take for granted. It is also one of the first impacted by

climate change, 50 we have set ourselves ambitious targets towards net zero and taken action to build resilience against the effects of climate
change on our business and our communities, as putlined below.

Electric Vehicles
by 2030, where

possible

Expansion of
our catchment
management
programme
923 STEPS grants
awarded to date

Launch of
Societal Strategy

Key planning documents

Our plan Triple Carbon Pledge commitment te
Net zero operational 100% energy 100%
emissions, including from renewable
offsets, by 2030 from a sources by 2030
2019/20 baseline
SBT targets:
46% reduction in Scope 1 and 2 by 2031 from a 2019/20 baseline
Protecting our environment
Launch of our Launch of our River pledges
Green Recovery Great Big Nature delivering against our
programme in 2021 Boost pledges announced in
target of 58,000m? of exceeding our 2020 targets March 2022, including
blue-greeninfrastructure  to enhance the biodiversity support for farmers,
for surface water starage of 5,000 ha of land, and beuer_data and reduced
restore 2,800 acres of €so dl'scharges,
peatland in England and alung'5|de nature-based
Wales by 2025 solutions
Our Managing demand Managing supply
aperations
Feasibility started on
0, s/ [+)
65% L% 15% North/South
of customers onto a reduction in Per Capita reduction in leakage water interconnector
water meter by 2024 Consumption by 2024/25 by 2024/25
Our value AMP? Launch of £10m Official Nature
chain and commitment Community Fund and Carbon
the . we have spent £923m and 3 £30m affordability Neutral partner
cammunities of gur commitment package supporting for 2022
we serve to Spe_nd E'1_.2 b_n on ) customers who struggle commonwealth
sus!al_nabllnty, including to pay Games
our Triple Carban Pledge
Science Based Targets Launched EcoVadis
13.5% reduction in emissions from sold products by 2024 from a to assess supplier environmental and social performance
2019/20 baseline
70% of supply chain (by emissions] to set SBT by 2024
Governance, Continued Established Climate External
resource and commitment to meet net zero governance performance third party assurance
reporting TCFD requirements andresources linked to Executive of TCFD and LTIP

Ongoing disclosure
via COP

Launch of aninternal
carbon tax

remuneration

Sustainability
LTIP taunchedin

measures

Carbon Trust
Route to Net Zero

for FY23

Standard

2021 and adapted
targets each year

{Advancing Tier]

WRMP
DWMP
SDS
PR24
LTDS
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MEASURING OUR PROGRESS

Key metrics and investment table
Outlined in the table below are the key metrics and targets that align with the transition [purple] and physical {greenl risks and opportunities, as
covered in the Risk Management section from page 44. These are outlined alongside the financial investment we have made this year to
demonstrate the financial impact of climate change on our investment pregramme and planning processes. We have identified both climate risks
and climate opportunities in our strategy and capital deployment appraach, within both mitigation and adaptation objectives.

2a

2h

3a

3b

Target
REGULATION/POLICY:

STRATEGIC REPORT

Investment update

Changing societal expectations resulting in stricter legal and environmental obtigations,

commitments and/or enforcements, increase the risk of non-compliance

Carbon tax

To prepare ourselves for a future of potential carbon taxes, in
2022/23 we applied our first internal carbon tax.

Carbon pricing

We set ourselves a goal to adapt our internal processes before
the end of this AMP, in order to begin considering external
carbon prices when appraising capital projects.

AFFORDABILITY:

This year, we allocated all of the £5.2 million of carbon tax funds
raised to trials and new projects aimed solely at driving down our
operational emissions. We utitised the resourcing fund that we
set aside, of £2 million, to hire new people across internal teams
focusing on carbon reduction, giving us opportunities to do more,
faster.

Starting this year, we incorporated a price of £248 per tonne fram
Government Green Book shadow prices fer carben into our
process for capitat investment appraisal. We have used these
prices for project assessment in preparation for PR24.

The investment required will impact custemer bills and affect aftordability for some

Financial support

Although we have one of the lowest bills in the country, we know
that 6% households in cur region are in water poverty. in May
2022, we launched our Affordabitity Strategy, a £30 million
package of additional financial support to additional 100,900
customers. For more information, refer to our Sustainability
Report.

Community Fund

From 2020 to 2025, we will be giving away more than £10 million
to suppart new prajects run by local charities and community
groups in the Severn Trent region.

CLIMATE CHANGE STRATEGY:

This year, we have supported 132,294 customers through our Big
Difference Scheme, and will continue te support customers who
struggle to pay their bill.

We have invested £2 miltion this year in 116 projects approved
through the Cemmunity Fund, facilitating investment in nature
and the environment across our communities.

Severn Trent's climate change strategy dees not enable us to respond to the shifting natural climatic environment

and maintain essential services
Mitigating climate change will require rapid decarbonisatian

Net Zero Transition Plan

In 2019, we made a commitment to be net zero by the end of 2030.
We set out our targets within our Triple Carbon Pledge. We have
since committed to SBTs for Scepe 1 and 2 emissions, our supply
chain, and sold products. These are outlined on page 57.

Executive remuneration

In 2021, we restructured our Executive remuneration to
incorporate a sustainability element to the LTIP. Twenty
percent of the bonus paid under this plan is based on
sustainability performance measures and targets for both
innavation and actual carbon reduction.

This year, we invested £2.3 million in cur Net Zero Transition
Plan and progression against our SBTs. We have also invested
£1.1 million this year to begin transforming one of our sites into
our first ever Net Zero hub.

The sustainability element of the LTIP wilt vest in FY24, when we
willreport on the bonus amounts and criteria. More information
on our current remuneration structure is on page 145,

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 20623 55



OUR APPROACH TO CLIMATE CHANGE CONTINUED

A A SAFE AND SECURE SUPPLY OF DRINKING WATER:
Demand for water will increase as a result of population growth and changing weather canditions

4a Customer meters

We need our customers to help save water, and giving them more In 2022/23, we invested £8.6 million to install 72,000 new smart
insight on usage helps them and us to focus in the right areas. meters. We are on track to meet our AMP target for 2024/25
We set a target to get 65% of custorers onto a water meter by

2025, which equates to 1.1 million new smart meters and

1.4 million upgrades.

4Lh Per Capita Consumption
We have committed to an ambitious target to reduce This year we invested £1.4 million in reducing PCC through
consumption by 4% by the end of 2024/25. This equates toa custormer engagement projects. We are working with customers
target of 122.7 litres per person per day, and 124.5 litres per directly to change behaviours around water usage, and provide
person per day by 31 March 2023, quick and easy ways to report leaks to us. Our PCC figure for this
year is 137.6 litres per persan per day.
Ac interconnector

We are coliaborating with others in the water industry to investigate We have invested £7.2 million this year on interconnecter
and plan for an interconnector pipeline that will move water from projects, including investigating the feasibility of using the Grand
areas of water surplus in the North to areas of water scarcityinthe  Union Canal as an alternative resilient water source, and
South. Our target by the end of 2024/25 is to have a plan approved by expanding reservoir capacity in our region. Qur first four options

Ofwat to begin construction in AMP8 of relevant schemes. have been submitted to Ofwat far consideration ahead of AMPB.
&d Leakage reduction

We need to stop water leaking from our netwerk. This will helpto  This year, we deployed capital investment of £44.6 million in bath

engage cusiomers to preserve water and avoids energy and proactive and reactive repairs to our pipes alongside proactive

chemicals waste. We have set an ambitious leakage reduction management of our network. We have so far delivered a 3.5%

target of 15% by the end of AMP7 [averaged over 3 years at reduction since 2019/20.

14.3%], and 50% by 2045 [since 2019/20).

5 TRANSPORT AND TREATMENT OF WASTE WATER:
We do not transport and treat waste water effectively, impacting our ability to return clean water to the environment

5a Public sewer flocding

In 2020 we cammitted to 7.4% reduction in public sewer flooding  This year we invested £80 million to prevent sewer flocding. We

- the anly company in the industry to have such a measure for have outperformed on our public sewer flooding target by 34%
AMP7. and we are outperforming this measure by 40% on average
5h External sewer flooding across the AMP. Unfortunately we missed this year’s challenging
target for external sewer flooding by 26%. Storm events over the
We set ourselves a highty ambitious target at the beginning of winter had a significant impact on our netwaork, and some areas
AMP7 to reduce external sewer flooding incidents by 8%. We experienced more than 200% of the average monthly rainfall. We

know how important it is te our customers to see performance in are working to get back on track and improve performance
this measure improve, and to our business to build resilience to significantly, as we have ambitions to demonstrate great
the effects of climate change. autcomes here.

5¢c Combined Sewer Overflows

As part of our Get River Positive river pledges, we setatargetto  We have deployed capital investment of £13.7 million in

reduce spills from storm overflows to an average of 20 peryear  improving the data we have on CS0s, creating new processes to

by 2025, manage and monitor triggers, and have reduced the number of
storm overflow activations from an average of 25 to 18 this year.

I3 NATURAL CAPITAL:
We fail to positively influence natural capitalin our region

6a Green Recovery
In July 2021, Ofwat awarded us £566 million [2017/18 prices] to This year we invested £3.3 million in collabarative flood
investin our ambitious Green Recovery Programme. Projects resilience as part of our project in Mansfield to store more
include collaborative flocd resilience, via which we set a target to surface water and prevent flooding. We also invested £7.6 million
store 58,000m’? of surface water to reduce flooding risk to homes. to support environmental improvements to rivers, through our
You can read more about this and our progress an page 35. Bathing Rivers programme.

&b Biodiversity

In 2020, we launched our Great Big Nature Boost, committing to  This year we have invested £1.5 million to plant 227,999 trees,
enhance the biadiversity of 5,000 hectares af land, plant reaching a total of 694,144 1o date. We have already exceeded our
1.3 mitlion trees and restore 2.000 km of rivers by 2027. We also  target of enhancing the biodiversity of 5,000 hactares, four years
committed te improve rivers in 44 catchments covering 432,000  early. 923 STEPS grants have been awarded since 2020, with a tatal
hectares through our Farming for Water programme by werking  investment applied for of £5.4 million. You can read more about
with two thirds of all farmers in our region. 381 hectares of our these initiatives on pages 18 to 19 and on our dedicated website
land will be managed using an approved biodiversity action plan.  pages: stwater.co.uk/about-us/environment/biodiversity/
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STRATEGIC REPORT

OUR TRIPLE CARBON PLEDGE AND
SCIENCE-BASED TARGETS COMMITMENT

The faliowing outlines performance against our existing targets and highlights of the last year's activities, see pages 60 to 62 and our dedicated
Sustainzbility Report anline for more information

OUR TRIPLE CARBON PLEDGE OUR SCIENCE-BASED TARGETS

Net zero 46% reduction

operational carbon emissions Scope 1 and 2 across our in Scope 1 and Scope 2 emissions by 2031 from
business by 2030 (offsets included) from a 2019/20 baseline a 2019/20 baseline

- Improving our data, particularly in monitoring actual process emissions
- Investing in naticnal and international partnerships

- Working on a portfolio of innovations to test individual technologies and designing plans for a world's first Net Zero hub at a waste water
treatment site to trial and test technolegies that minimise our operational emissions

- Stepping up our operational focus on energy use, using energy more flexibly and promoting behavioural change to reduce wasted energy
- Building net zerc into our business plans for the next regulatory cycle

- Investing further in peatland restoration and tree planting

100% 70% of our supply chain

of energy from renewable sources by 2030 by emissions) having set a SBT by 2026

- We continue to procure 100% renewable-backed electricity - Starting to align incentivisation to environmental cutcemes

viz aur suppliers - Engaging with and supporting eur supply chain ta understand,

- We continue to invest in energy efficiency to offset the report and set their own Science-Based Targets [(5BTs']

upward drivers we face from drought and improving water quality - Increasing data maturity with others in the sector to capture

- We've increased our total renewable energy generation and actual data and drive consistency in data capture and reporting
generated 3 record 348 GWh this year - Assessing high-impact suppliers through EcoVadis

- Secured place on CDP Supplier Engagement Leaders board

100% 13.5% reduction

electric vehicles, where available, by 2030 in emissions from the use of sold products by 2031
against a 2019/20 baseline)

- 144 company etectric vehicles now in use - The change stems largely from utilisation of propane when
injecting biomethane into the National Gas Grid to meet energy

- Ran Hydrogenated Vegetable Qi trials in place of diesel for some S .
criteria regulatiens

vehicles
- We have explored ways to mitigate this and use of alternatives
e.q. blopropane, so we can continue to increase our renewable
- We work with manufacturers, suppliers and professional bodies generation from sludge
to understand and influence the roadmap of EV development

- Increased number of hoemne charging points installed

SCOPE ONE SCOPE TWO SCOPE THREE
Direct emissions indirect emissions Inctudes all other
from owned or from the generation indirect emissions
controlled sources. of purchased that occurin a
electricity, steam, company’s value
heating and cooling chain.
consumed.
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OUR NET ZERO

TRANSITION PLAN

What are we aiming for?

Our Net Zero Transition Plan brings
together our Triple Carbon Pledge
[which we set in 2019] and our SBTs,
approved in 2021. We need to achieve
these targets whilst continuing to
provide the high-quality service our
customers expect, at a price they
can afford.

What do we mean by net zero?

Net zero means achieving a balance between
the amount of ermnissions produced and those
removed from the atmosphere in order to limit
the impact from climate change.

Our target is to achieve net zero operational
emissions [our Scope 1 and 2, and some
outsourced Scope 3] by 2030. We will prioritise
our net zero investment te achieve this without
purchased offsets, but if we do need them, we
will only use high-quality offsets to meet our
2030 target.

Our glidepath and future strategy
Our strategy considers the best operational,
technaological and economic route to meeting
our climate goals. We constantly review this as
part of our net zero programme 1o ensure
decisions reflect latest advancements and
best practice.

Our approach

Achieving our plan is requiring us te
re-think every aspect of our business
processes and adopt new ways of
working. Our approach is to follow the
carbon hierarchy to achieve our 2030
targets:

REDUCE
Reduce our emissions

REPLACE
Replace fossil fuels such as
natural gas with green energy

REMOYE
Remove carbon emissions such as
through carbon sequestration

OFFSET

Only then we will offset where we
can't remove any residual
emissians through high quality
and accredited schemes
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SCOPE ONE

Since introducing more advanced process
emission measurement systems, we have
heen able to capture more accurate data,
resulting in a significant perceived
increase in Scope 1 emissions that
reflects the change in reporting

SCOPE TWO

We have committed to purchase
renewable-backed electricity for all our
import supply, which reduced our
market-based Scope 2 emissions to zero,
effective from 2021

SCOPE THREE

Scope 3is a major source of emissions,
which we are working on with our
suppliers




The chart on the previous page shows the
significant progress we have already made en
carbon reduction journey delivering 59% since
2010/11 and 24% reduction anainst aur SRT
target of 46% by 2031 (against our baseline in
2019/20]. Based on internal projections, tinked
to our transition and investrent plans, we
believe it will be possible to significantly
outperferm our SBY reduction target for Scope
1and 2 operational emissions by 2030/31 and
in turn set the roadmap for others to follow.

Despite being confident in our plan to deliver the
net zero programme, it will not be a linear
journey. The step change In effort and investment
required between now ang 2030 to deliver the
next phase of reguction will require innovation at
scalein the next 18 months, followed by a strong
delivery programme in the second half of the
decade. The additional challenge we will face
alang the way is implementing the required
reduction interventions that not only cope with
today's demand, but the incremental demand on
our business that comes from population
growth, increased water quality standards and
resilience of water supply.

Building our programme

As such, we are currently focused on investing
in research and development to trial and test
new technologies and ways of working that will
enable us to make reductions that address
these competing demands. Not all of the
technologies we've tested are suitable and our
innovation portfolio enables us to quickly adapt
our approach in view of learnings.

The emphasis on transparent and rigorous
reporting remains a key priarity to ensure that
we invest in the right areas. As the science and
requirements of reporting standards and
framewerks evolve, it's important te
distinguish between method changes and

actual changes such as our process emissions.

We continue to improve the granularity and
confidence of our data as we move from
estimates to actual data as much as possible
across all our scope emissions.

This means our emissions are going up in the
short term, before we can start to realise
reductions again.

We are confident that the investment we are making now will ensure we meet our targets. Our
current estimates to achieve our reduction targets are outlined below. This will be updated with
more detailed and costed plans as part of our next business planning cycle, PR24, which is

currently being developed.

STRATEGIC REPORT

NET ZERO HUB —
INNOVATING
FOR THE FUTURE

In order te make significant headway with
our reductions, we will need to implement
new technologies on a wider scale across
our waste water treatment sites. Work an
our portfolio of innovations has
progressed significantly over the last
twelve months through a combination of
testing and trialling individual
technelogies for feasibility and viability at
our Resource and Recovery Centre, as
well as drawing on the learnings of trials
undertaken by other companies. We have
brought these together and are designing
a whole system of technologies that can
be retrofitted onto an existing waste water
treatment site, as outlined in the Net Zero
hub case study, and is a pivotal part of the
programme toreduce our Scope 1 and
Scope 2 emissions. See our Sustainability
Report for the case study.
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OUR NET ZERO TRANSITION PLAN CONTINUED

The following table shows our annual greenhouse gas performance and acceunts. Our reporting method is documented overleaf along with a summary
of this year’s performance, with supporting technical detail to ensure full transparency reflecting the complexity and growing granularity of our data.

Annual operational emissions — location and market based

OPERATIONAL GREENHOUSE GAS STPlc2019/20 ST PLc2020/21 STPLe2021/22 ST PLe2022/23
EMISSIONS (TONNES CO:E) baseline
Scope ) Emissions - Combustion of fessil fuel on site 18,2154 29 649 48714 51,167
Scope 1 Emissions - Process emissions - CAW! 150,266% 155,4414 149,515% 138,724%
Scope 1 Emissions - Process emissions - Revised methadology? 348,052 351,601 350,481 346,508
Scope 1 Emissions - Transport fleet 17,6394 17.914 18,9468 19,656
Scope 1 Total Emissions? 383,906 399,184 418,165 417,330
Scepe 2 Emissions [Electricity purchased for own use] - Location Based? 199,635 182,768 159,638 149,964
Scope 2 Emissions (Electricity purchased for own use] -~ Market Based? 163,581 1 - 8
Scope 1 and 2 Total Emissions - Location Based 583,541 581,952 577.803 567,294
Scope t and 2 Total Emissions — Market Based 547,487 399,185 418,165 417,338
Scope 3 Emissions [Business Travel) 1,447 343 620 958
Scope 3 Ernissions [Outsourced bioresource activities] 3,187 3,340 2424 2.463
Scope 3 Emissions [Electricity Transmission and Distribution] 16,985 15,718 14,127 13.719
Total Annual Gross Operatienal Emissions? — Location Based 605,160 601,353 594,974 584,434
Total Annual Gross Operational Emissions®— Market Based 569,106 418,586 435,336 434,478
ST Plc2019/20 ST Plc2020/21 STPlc2021/22 STPLc2022/23
Annual GHG intensity ratio {CQ2/unit)? baseline
Gross Location Based Operational GHG emissions per £m turnover 328 329 306 270
1 The CAW has been our historicat and industry standard reporting method for process emissions, 5011 is provided far transparency and cemparison
2 Process emissions based on our trial and monitoring data, see page 61 for more details
2 These values use the revised process emissions numbers.

Historie process emissions have been updated to reflect revised data and emissions factors. Historic emissions for combustien ef fassit fucls have been revised to reflect changesto
biomethane production methodology and 2019/20 flect data has been updated to capture fleet in our Green Power business. Intensity factors have been updated to reflect these
adjustments

Avoided emissions

Our generation of energy from anaerobic digestion within our Severn Trent Water and Green Power businesses provide us with the opportunity to
export renewable energy to the grid. This energy displaces natural gas and electricity that might have come from other sources. We estimate the
benefit of these avoided emissions below versus average grid emissions factors for electricity and natural gas in the UK.

STPlc2019/20 ST Plc2020/21 STPLc2021/22 ST Plc2022/23

Avoided emissions {tCOzel baseline
Estimated emissions benefit of the renewable electricity we export 46,954 40,648 33,941 29,547
Estimated emissicns benefit of the renewable biomethane we export! 32,926 45,004 54,032 73,393
Total avaided emissions 79,880 85,654 87,993 102,940

1 Benefts calculated using the latest UK grid emissions factors.

Supply chain emissions
The table below shows our estimated Scope 3 emissions which are not included as part of our operational footprint. These emissions are part of
our Science-Based Targets. We will be disclosing improved data on these areas in future, as explained in our Sustainability Report.

STPLc2019/20 ST PLc2020/21 ST Pic2021/22 ST Pic2022/23

Scope 3 Emissions baseline
1) Purchased goods and services 161,171 160,710 219,777 248,231
2] Capital goods 250,546 250,546 197,376 183,702
3] Fuel and energy-related activities - transmission and distribution 21,148 15,718 14,127 13,719
3] Fuel and energy-related activities - upstream well to tank emissions 8,715 13,909 13,714
4] Upstream transportation and distribution 17,140 17,140 164,682 12,766
5] Waste generated in operations 6,440 6,084 10,280 10,380
6] Business travel 1,121 343 620 958
7] Employee commuting 3,471 3,471 5,250 4,907
8] Upstream leased assets NA NA NA NA
9) Downstream transportation and distribution 1823 3,340 2,348 2.463
0] Processing of sold products NA NA NA NA
11 Use of sold products 32,332 32995 36,821 36,439
12) End of life treatment of sold products NA NA NA NA
13] Downstream leased assets ) 10,469 B 10,469 15,104 14,493
14] Franchises NA NA NA NA
15) Investments NA NA NA NA
Total Scope 3 505,661 509,491 532,295 541,772

1 Benehis calculated usimg the latest UK grid emnssions factors,
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Greenhouse gas reporting method
2022/23 7s the tenth year Severn Trent has
reported GHG emissions. For Severn Trent
Water, which accounts for 98% of our total
Group emissions, we have been publicly
reporting our emissions since 2002. We also
cantinue to report our energy use and
generation data te provide more detail on how
we manage energy use. Our GHG emissions
are reported in tonnes of carbon dioxide
equivalent (tCOzel, for the period 1 April 2022
te 31 March 2023. We report our location-
based and market-based emissions separately
and report on ten Scope 3 categaries. We
repert using a financial control boundary and
follow the practices set out by the Greenhouse
Gas Protocol.

Method for calculating process
emissions

We used the UK Water Industry Research
[UKWIR'] standardised methodology for
estimating operaticnal GHGs, Carban
Accounting Workbook ['CAW'], to calculate our
2019/20 baseline. However, deeper insights led
us to enhance our measurement practices, and
over the last three years we've been running
an industry-teading monitoring programme
that shows our process emissions are
substantially higher than the previous CAW
estimations. Our method for estimating
process emissions reflects quidance from the
International Panel for Climate Change ['IPCC’)
which highlights the need to imprave on broad
emission factors by taking measurements at
the facility-specific level. We are targeting
effective monitering at sites responsible for
40% of N20 and 40% of CH« emissions and have
met this target for N20 emissions. This data
will give us aninsight into long term seasonal
and diurnal profiles as well as any variation
caused by processes on site. This is the secend
year we are reporting our process emissions
based on our own measured data, rather than
a crude emission factor estimate,

The emissions factors across our pracess
emissions have increased as a result of our
wider monitoring [to just below IPCC factors],
which continues to confirm that emissions
factors are substantially higher than the
previous UKWIR CAW calculatiens. This
method has been applied to our historical
emissions. In addition, our monitoring has
aillowed us to capture new sources which were
previously unreported.

Assuring our data

The GHG data we report is tracked internally
during the year through the Corporate
Sustainability Committee and shared with the
Board. We have subjected our GHG data and
processes to external assurance by Jacobs.
They completed a full audit of our Scope 1,2
and 3 data in line with the principals of the IS0
14064 International standard for GHG
emissions and found our processes for
reporting are consistent with regorting
requirernents the GHG Protocol.

In addition, we achieved the Advancing Tier for
the Carbon Trust pilot Route to Net Zero
Standard - this certification recognises the
progress of an organisation on its journey to
net zera. This included assurance to the
principtes of IS0 14064-3 International
standard tor GHG emissions tor our Scope
and 2 and a small portion of our Scape 3 data.
We are in the pracess of verifying our 2022/23
footprint with the Carbon Trust to maintain
our accreditation.

Summary of performance

Our emissions have fallen by 24% against a
2019/20 baseline for our SBT of 46% reduction
by 2031 on a 2019/20 haseline, driven
predominantly by moving ta 100% renewable
electricity from our suppliers.

Gur Scope 1 emissions are broadly flat from
lastyear. As we capture more data, you see
this reflected in some areas such as our fleet,
which now include emissions fram HD that
were not previously calculated. Our use of
natural gas is higher due to the deployment of
Thermal Hydrolysis sludge treatment process
at an increasing number of sites, which
produces better quality sludge digestate and
more renewable energy, but requires high
temperatures. This is balanced by a reduction
inour process emissions, which continue to
make up the majority of our Scope 1 emissions
at 83%. Even though we are processing higher
volumes of sludge, approximately 60% of our
sludge is now being treated using advanced
digestion { THP", ‘APD’] which has
approximately half the emission factor of
traditional anaerobic digestion.

For Scope 2, whilst we have used more
electricity, we have benefitted from reduced
grid emissions factors for location based

factors. We also report the benefit of our 100%

renewable green tariff as reflected in the
market based emissions.

STRATEGIC REPORT

Also shown in our avoided emissions table, is
the carbon benefit of the renewable electricity
which we export and biomethane we export to
the gri¢. We generate renewable energy in
both our regulated and non-regulated
businesses and continue to see growth in both
these areas. We use the proceeds to invest in
our research and development programme to
reduce Scope 1 emissions.

We have seen an increase in our use of sold
product and associated emissions, due to
changing how we accaunt for our propane
usage to inject biomethane into the national
gas grid. The propane is required to ensure our
renewable gas meets energy standards within
the grid for metering purpeses and we are
seeking ways to reduce/replace the propane
and improve our performance.

Our total Scope 3 footprint has increased by 2%
from 2021/22 driven mainly by increased
expenditure on goods and services, and capital
goods. See our Sustainability Report for wider
reporting on our Scope 3 journey.
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REPORT
ON ENERGY

Below is data on our energy consumption
and generation for the last five years
across the Severn Trent Group. Thisis
source data for the carbon data reported
above and is tracked internally on a
monthly basis. All data is collected from
metered data for electricity and gas
imports and exports. Biogas combustion
information is calculated using
assumptions based on metered data.
Fuel use is reported based on financial
records of fuel purchased. We have
applied assumptions on standard
calorific values to convert all liquid

and gas fuel types to a common energy
metric [(‘'6GWh’) and data is reported for
the period 1 April 2022 to 31 March 2023.
All energyis used in the UK.

Energy efficiency
Energy became an even more important focus
for us this year as prices rose to record tevels.

Our energy management policy and dedicated
team and investment programme have
enabled us to manage these pressures
effectively during the year. We also established
new communication campaigns focused on
energy use management and expanded our
flexibility approach to participate in the world’s
first National Grid Dernand Flexibility Scheme
to mitigate price rises.

This year we invested an additional £4.3 million
in energy efficiency schemes and we have
invested a total of £34 millicn over the last
eight years. This includes proactive
maintenance of our energy-intensive assets,
such as purmps and air blowers, and
investment in improved controls and
manitoring to reduce energy use. Our energy
management policy and programme reflects
best practice outlined in 150 50001, the
internationat energy management standard.

To reduce our operational emissions further,
we cantinue to focus on impreving our energy
efficiency to offset the additional demands of
a growing population and greater treatment
to improve water quatlity. Our long-term
energy strategy is to increase the amount of
renewable energy we generate and procure,
to continue to focus on energy efficiency and
to take advantage of incentives to use

energy flexibly.

Qur total use of electricity rose this year, driven
primarily by the dreught cenditions during
summer, which reguired more water into supply,
abstraction restrictions on our cheapest gravity
sources and intensive reservoir recovery purnging
over the winter period to prepare for the year
ahead. This rise was mitigated by cur energy
efficiency activity and our like-for-like year end
position on total electricity use is 2% lower, when
rermoving the impacts of drought conditions.

The figures below include the large quantity of
renewable biogas from organic waste, which
we generate from sludge and food waste and
then either cembust in combined heat and
power engines or export to the natiocnal gas
grid. Our import of gas has increased over the
last three years, driven by the commissioning
of new heat-intensive sludge treatment
processes and our deployment of combined
heat and power [[CHP’) generation fed by
imported gas to mitigate high etectricity costs.
We have also increased our export of
biecmethane into the gas grid and decreased
the amount of biogas we combust in CHP.

We generated more renewable energy this
year than ever before, a total of 548 GWh. Qur
aim is that, by 2030, all energy that we use will
come from a renewable source. That means it
is either directly renewable or covered by a
renewable-backed source of gas or electricity
such as a Renewable Energy Guarantee of
Origin [REGO'] ar green gas certificate.
Achieving this target will require
electrification, which will resultin an increase
in our use of electricity in erder to phase out
the use of fossit fuels in our business. It will
also mean anincrease in use of biofuels and
green hydrogen to replace diesel.

Energy type Source Units 2018/1% 2019/20 2020/21 2021722 2022/23
Electricity Electricity imported GWh 771 780 784 752 775
Electricity generated from renewable sources and used on  GWh
site 198 194 184 170 153
Electricity generated from renewable sources and exported GWh 114 184 174 160 153
Electricity generated from fossil gas and used on site GWh 0 0 12 43 48
Gas Fuels Gas imported from the grid GWh 52 L4 120 208 233
Biogas generated and combusted on site GWh 745 922 872 801 733
Biomethane generated and exported to the grid GWh 166 181 245 336 403
Liquid Fuels Fuel used by plant [gas oil and diesell GWh 20 20 23 N 3
Fuel used by company fleet GWh 62 70 77 Al 74
Fuel used for business travel [personal cars) GWh 7 b 4 2 2
Totals Total energy used
{l.e: annual guantity pf energy gonsgmed flrom actlwhgs for Gwh 1,855 2,037 2,064 2,035 2,002
which the Company is respensible, including combustion of
fuel and operation of facilities]
Total energy imported
[l,e.annualquanht.y.of energy consgmed resulting from the GWh 912 921 1,008 1,064 1116
purchase of electricity and gas. No imports of heat, steam
or cooling]
Normalised
Metrics Total energy per unit of revenue GWh/Em 1.05 1.1 1.13 1.05 0.2
Energy imported per unit of revenue GWh/Em 0.52 0.50 0.55 0.55 0.52
Clean water electricity use per unit treated kWh/ML Fl1d 598 718 726 TLL

1 We have restated gas export volume for 2021/22 which is now higher than reparted last year. Some gas export volume was notincluded atyear end (3st year as it was nat accredited in time
for annual reparting. Itisincluded here in the restated 2021/22 gas export number,
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STRATEGIC REPORT

DISCLOSURE UNDER SUSTAINABILITY

ACCOUNTING STANDARDS BOARD

Companies in the Water Utilities and Services industries are recommended to report against the following metrics and topics for SASB standards

inthe draft IFRS 52 [Climate-related Disclosures).

Equivalent Location of

SASB standards reporting reporting Description of raeporting

1] Tetal energy consumed 1] Total energy used Annual Keport and We report on the change in energy

. A t 42 din GWh th

2| Percentage grid electrioity 21 Electricity imported ccounts page usage expressedin over three

Energy years from 2018/19 baseline
ana t 3] Percentage renewable 3} Electricity generated from

m gemen renewable sources and used an

site; biogas generaled and
combusted on site

Water main replacement rate

Length of new mains
requisitions, length of
new mains - Self Lay Providers

Annual Performance
Report’

We report on our water main
replacement rates expressed as a
percentage

Yolumge of non-revenne real water
losses

Distribution
network efficiency

Lcakage

Gurreporting considers the percentage
reduction of three-year average leakage
in megalitres per day [ML/d] from the
2019/20 baseline

Annual Performance
Report’

Mains bursts

Annual Performance
Report'

Our reporting considers the number of
mains bursts per thousand kilometres
of total length of mains

Speed of response
tovisible leaks

Annual Performance
Report’

We report the time taken to fix
customers’ reported significant visible
tezks on Severn Trent Water's network

Percentage of water utility revenues
from rate structures that are designed ta
promote conservation and revenue
resilience

Number of water
metersinstalled

Annual Performance
Report’

Our reports outline the number of
customer water meters installed

Customer water savings frem

End-use efficiency efficiency measures, by market

Inspiring our customers
to use water wisely

Annual Perfarmance
Report’

We report the number of people who
have agreed to change their behaviour
as aresult of our educational activities

Per Capita Consumption

Our reporting outlines the average
amount of water used by each person that
lives in @ household property [litres per
head per dayl, reported as a three-year
average

Annual Perfarmance
Report’

Total water sourced from regions with
High or Extremely High Baseline Water
Stress, percentage purchased from a
third party

Reperted in the EA Water
Scarcity Status report {'WSSR'l

EA Water Scarcity
Strategy?

Our reperting on scurcing from
high-stress regions is autlined within
the WSSR

Water supply
resilience

Velume of recycled water

Not reperted

We do not currently report on the
votume of recycled water delivered to
customers

Discussion of strategies to manage risks

assoctated with the quality and availability

of water resources

Water Resources
Management Plan

Waste water treatment capacity located
in 100-year floed zones

Brainage and
Wastewater
Management Plan

[11 Number and 2] volume of sanitary
sewer overflows (5507 and (3]
percentage of volume recovered

Not reported

Network resiliency
and impacts of
climate change

(11 Mumber of unplanned disruptions,
and (2] customers affected, each by
duration category

Supply interruptions

Annual Performance
Report!

Description of etforts to identify and
manage risks and opportunities related
to the impact of climate change on
distribution and waste water
infrastructure

Water Resources
Management Plan /
Drainage and
Wastewater
Management Plan

1 Read our Severn Trent Water and Hafren Dyfrdwy Annual Performance Reports online at www.stwater.co.uk/requlatory-library/reguiatory-bbrary-decuments/ and
www.hideymru.co.uk/regulatory-library/regulatory-library/ respectively
2 Readthe EAWater Scarcity Strategy enling at www.gov.uk/government/publications/water-stressed-areas-2021-classification.
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OUREU
TAXONOMY
DISCLOSURE

As we look forward to the development of a
UK green taxoromy, we have voluntarily
disclosed now our eligible activities under
EU Taxonomy guidance. We look forward to
undertaking a full alignment review for the
next iteration of our disclosure. This has
enabled us to report ‘green’ revenues,
operating costs and capital expenditure of
over 95%, increasing visibility of the scale
of our commitment to run a business that
goes hand-in-hand with nature, and drives
pasitive change.

Application of the EU Green
Taxonomy to the economic activities
of Severn Trent

Severn Trent is committed to protecting and
enhancing the environment in a way that has a
positive sustainable impact. Robust disclosure is
crucial in evidencing our delivery of that
commitment, and we welcome the regulatory
progress being made by both the EU and UK in
developing standardised corporate sustainability
reporting frameworks for ESG activities. Whilst
we look forward to the expected estahlishment
of an interoperable UK Taxonomy, we have
decided to accelerate the enhancement of our
sustainability disclosures by making a voluntary
disclosure under the EU Taxonemy framework.
By reporting our activities against the EU
Taxonomy, we hope to provide greater
transparency for all stakeholders and decision-
usefulinformation for both investors and
lenders. Mare detail on our Principal Adverse
Impact [PAI') assessment can be found in our
ESG data book on our website severntrent.com/
sustainability-strategy/.

Our approach

We have begun to adapt our processes ta enable
Severn Trent to prepare a preliminary analysis
of eligibie economic activities under the EU
Taxonormy. Our approach for this disclosure is
based on guidance and interpretation, and has
been subject to external third-line assurance.
However, this is not a full disclosure, and we will
be developing our approach aver the coming
manths to enable a full review of alignment to
the EU Taxonomy.

We have established a "Taxonomy’ working
group tasked with embedding a new process
for taxonomy reparting within the ST Group,
including an initial activity review using data
available from existing financial systems and
apptication of the EU Taxenomy to our
economic activities. The working group
consists of finance and sustainability
professionals, co-ordinating with subject
matter experts across the wider business to
input into the activity review as reguired.

As part of this review, we have performeda
detailed analysis of our econormic activities,
allowing us to make an initial assessment of
their eligibility under the EU Taxonomy.

The analysis was based on the EU Taxonomy
Requlation, which includes its associated
legislative acts [the ‘Delegated Acts'| described
below and any additional guidance released,
such as FAQs, up ta the date of reporting:

- The Climate Delegated Act - establishes
the technical screening criteria ([ TSC') for
determining the conditions under which an
econormic activity qualifies as contributing
substantially to climate change mitigation
[Annex 1) or climate change adaptation [Annex
2!, and far determining whether that economic
activity does no significant harm, in line with
the Do No Significant Harm ['DNSH'l principle,
to any of the pther environmental objectives,

- The Disclosure Delegated Act - specifies the
content and presentation of information to be
disclosed, concerning environmentally
sustainable economic activities, and
specifying the methodology to perform that
assessment.

We will expand on our initial analysis toinclude
a full review of the significant contribution
criteria, including the assessment of our
economic activities against the Do No
Significant Harm [[DNSH') principles and
minimum safequard requirements. Through
this process, we will establish the evaluatian
methodology that witl apply in future periods,
with the aim of reporting against all alignment
criteria in the next iteration of our disclosure.
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Initial disclosure - eligibility review
We have disclosed the eligibility of our
business activities against the two objectives
that have so far been published [climate
change mitigation and climate change
adaptation], alongside the proportion of
revenue, operating costs and capital
expenditure associated with each. The table
below provides a summary of our taxonomy-
eligible activities, which are broadly the same
for both objectives, When we review full
alignment, we expect there to be more marked
differences between the values against the two
objectives, and to be able to disclose with more
granularity the allocation within our existing
activities. We also expect to be able to report
against the remaining four objectives when the
relevant legislation is pubtished.

Methodology

Within the regulated entities of Severn Trent
Water and Hafren Dyfrdwy we report to Ofwat
under price controls (Water Resources, Water
Network +, Waste Network +, Bioresources).
To camply with regulatory accounting
guidelines, we apply cost allocations and
recharges between business areas across the
Group. These include centralised costs such as
HR, Finance, and other suppart functions,
whilst our Retail price cantrol incorpaorates
costs associated with ensuring we provide a
continued service for our customers, such as
managing bills and running our customer
contact centres. As these services are vital for
the eligible activities to take place, we have
allocated the associated costs to the eligible
activities mapped out in this disclosure under
the Water Resources, Water Network +and
Waste Network + price controls on a pro-

rata basis.

The figures taken to report our activities
against the EU Taxonomy are based an the
same cost allocation approach we use for both
entity and regulatory reporting, as a
percentage of the totals presented in the
Balance Sheet and Income Staternent here in
our Annual Report and Accounts te 31 March
2023. We have made an assumption that all
costs allocated to our Bioresources price
control are eligible, whilst further work is
needed to establish eligibility of some of the
separate activities within this area. Based on
EU Taxonomy guidance published to date, we
have excluded depreciation and amortisatian
costs from operating expenditure in
calculating the level of eligible costs, as well
as the charge for bad and doubtful debts,



Climate change mitigation and climate change adaptation objectives

STRATEGIC REPORT

Allocation in the Operating costs Capital
Severn Trent Group Eligible Economic Activity in accordance with the EU Taxonomy NACE Code Revenue % % expenditure %
Water Resources Construction, extension and operation of water collection, E36.00, F42.21, 45% 52% 55%
and Water Network + treatment and supply systems Fa2.99

Renewal of water collection, treatment and supply systems  E36.00, F42.99
Waste Water Construction, extensien and operation of waste water E37.00, F42.21, 4£3% 39% 38%
Network + collection and treatment F42.99

Renewal of waste water collection and treatment E37.00
Bioresources Anaerobic digestion of sewage sludge E37.00, F42.99 4% 1% 5%
Severn Trent Green Electricity generation using solar photovoltaic technology 035.11, F42.22
Power Electricity generation from wind power 1x35.11, F&2.22

Electricity generation from hydropower 035.11, F42.22

Elect.rici.ty generation from renewable nan-fossil gaseous D35.11. F42 22 39, 3% 1%

and liguid fuels '

Electricity generation from bloenergy D351

tristatiation, marn‘tenance and repair of renewahle E36.00 F42.99

energy technologies

Total 95% 95% 9%

The following graphs depict the proportion of revenue [Fig.1], operating costs [Fig.2] and capital expenditure (Fig.3] that we have assessed as
eligible against the EU Taxonomy (as detailed previously:

REVENUE

Fig.1

Incorporated within the casts allocated to the
above categories are costs associated with the
activities listed here, also eligible within the EU
Taxonomy. We may seek to extract and report on
costs within these activities separately in a future
iteration of our disclosure.

It is expectad that the UK Taxenomy, when
established, will be interoperable with the EU
Taxenomy, sa that the UK madel does not deviate
significantly from that of the EU. We expect our
assessment of our taxonomy-eligible activities
disctosed here to be consistent with the future UK
framework. We also note that the future
introduction of the remaining four objectives of the
EU Taxonomy {sustainabie use and protection of
water and marine resources, transition to a
circular economy, pollution prevention and
control, and protection and restoration of
biodiversity and ecosystem) will include
environmental objectives relevant to Severn Trent.
Based on aninitial review of the proposals, we
believe there will be additicnal activities eligible
underthe criteriz recently published for
consultation.

GPERATING COSTS

Fig. 2

CAPITAL EXPENDITURE

Fig.3

Other eligible activities within Severn Trent

Afforestation

Forest management

Restoration of wetlands

Co-generation of heat/cool and power from bioenergy

Ca-generation of heat/cool and power from renewable non-fossil gaseous and liquid fuels

Production of heat/cool from bioenergy

Anaerobic digestion of bio-waste

Campaosting of bio-waste

Renovation of existing buildings

Installation, maintenance and repair of energy efficiency equipment

Instaltation, maintenance and repair of charging stations for electric vehicles in buildings

{and parking spaces attached to buildings)

{nstallation, maintenance and repair of instruments and devices for measuring,
regulation and centrolling energy performance of buildings

Acquisition and ownership of buildings

Data processing, hosting and related activities

Close to market research, development and innovation {adaptation only)
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CHIEF FINANCIAL OFFICER’S REVIEW

We have delivered strong
financial performance this year
in the face of challenging
external factors including:

- unprecedented wholesale
energy prices

- cost pressures on chemicals,
other materials and licence fees

- additional operating costs
during the exceptionally
hot and dry summer and
the freeze thaw event
in December

&5

The regulatory model set the inftationary uplift in this year's tarifis from CPIH in November
2D21. This Lag meant our regulated revenue for the year included an increase of only 4.6% while
inflation on key operating costs was significantly higher than this.

Despite these challenges we have delivered Group PBIT of £508.8 miltion [2021/22
£506.2 million). A summary of our financial performance for the year is set out below:

2023 2022 Change

£m £m £m %
Turnover 2,165.1 19433 221.8 1.4
PBIT 508.8 5G6.7 2.6 a.5
Net finance costs [362.6) 1269.4) {93.2) {34.6)
Gains/llosses] on financial instruments,
share of results of joint venture and
impairment of loans recelvable 21.7 373 [15.4] i£1.8)
Profit before tax 167.9 2741 106.2) (38.7)
Tax (35.7) 1341.3] 325.4 901
Profit for the year 132.2 (87.2] 219.4 251.6

Turnover in Regulated Water and Waste Water
increased year on year by £191 million, which
was jn the middle of our expected range.
Business Services turnover increased by

£34 mitlion as a result of growth in our
Operating Services business and the benefit
of higher generation and energy prices in our
Green Power business.

Net labour and hired and contracted costs
increased by £21.4 million [4.9%). Gross costs
increased due to hired staff providing leakage
reduction support and other short-term labour
requirements. lncreased activity on our

capital programme was offset by higher
capitalised tabour.

Higher energy prices reduced Group PBIT by
around £43 million year-en-year as the higher
costs of energy consumed exceeded the
benefit from our energy revenues. The impact
on totex in aur requlated business was around
£23 mililon higher as this daes not include the
benefit of revenue from energy generated in
our Green Power business. We expect tolex
and RoRE to be impacted by higher energy
costs for the remainder of the AMP but this
impact will be offset to deliver a broadly
neutral Group return an equity across the five-
year period. Across the Group, we generate
the equivalent of around 53% of our energy
requirements. This provides an effective
energy price hedge for our group return on
equity because our power costs mainly arise
in parts of our regulated business in which

Severn Trent Water's RoRE for the
year was 12.2%, 830 bps above the
base return of 3.9%. Outperformance
came mainly from our customer ODI
rewards of £53 million, with around
80% of our measures in reward, and
financing, reflecting our continued low
cash interest cost and the impact of
higher inflation in the year compared
te Ofwat's Final Determination
assumption.
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over or under spend Ts shared with customers,
whereas revenues are earned in the non-
regulated business or areas where
performance variances are not shared.

We alsc saw a sharp increase in the cost of
energy Intensive praducts. Chemical costs
increased by £21.3 million, of which

£20.5 million arese in cur Requlated Water
and Waste Water business.

Net finance costs rose as higher inflation in the
period increased the cost of our index-linked
debt. Qur effective interest cost was 150 bps
higher at 6,2% (2021/22: 4.7%]; our effective
cash cost of interest (which excludes the
inflation uplift onindex-linked debt] was
unchanged at 3.0% (2021/22: 3.0%].

We continued to benefit from the super deduction,
which qives 3 130% tax allowance in the year for
qualifying capital expenditure. This, together with
the higher finance costs, resulted in an adjusted
effective tax rate of nil% [unchanged from nil% in
2021/22} and, as expected, no current tax payable
relating to the year.

In his 2023 Budget, the Chancellor introduced
100% first year capital allowances for
qualifying plant and machinery for a three-
year period from ! April 2023. As a result, we
expect our adjusted effective tax rate to remain
arcund nil white the allowance is in place.

The tax charge of £35.7 million reflects our full
effective tax rate this year of 21.3%

(2021/22: 24 4% hefore exceptional deferred
tax]. In the previous year, the increase in the
corporation tax rate to 25% from FY24 was
reflected in our deferred tax provision and in
an exceptional deferred tax charge to the
income statement of £294.4 millisn.

Financial KPls

Group profit after tax was £132.2 million (2021/22:
aloss of £87.2 million as a result of the exceptional
deferred tax chargel and our adjusted basic EPS
was 58.2 pence [2021/22: 96.1 pence] reflecting
higher net finance costs from the impact of
inflation on the cost of our index-linked debt. Basic
EPSwas 52.7 pence [2021/22: loss of 35.2 pence
due to the exceptional deferred tax from the
change of corparation tax rate).

Our balance sheel remains strong. At

31 March 2023 our net debt was £7,160.2 million
[2022: £6,507.8 million] and our shadow RCV
gearing, taking into account amounts that will be
included in the RCV at the end of the AMP but
which we have alreadyincurred, is 60.0%

[2822: 59.2%). Our regulatory gearing is 60.7%
[2022: 59.5%)., well below the sector average
and close te Otwat's notional capital structure
for AMP7,

Our net pension deficit on an 1AS 19 basis is
£279.4 million [2022: £128.0 million}. Gross
liabilities decreased as the discount rate, which
is based on the yield observed on high-quality
corporate bonds, increased and inflation
expectations over the life of the liabilities
decreased. Hedging assets moved broadly in line
with the fallin liabilities, with other asset values
affected by the higher yield environment inthe
second half of the year. The 2022 triennial
actuarial valuation was agreed in November 2022,
with 2n unchanged future funding plan.

Operational cash flow was £713.1 million,
{2021/22: £848.9 million). EBITDAincreased by
£18.3 million but pension contributions increased
by £38.4 million as we paid two years’ deficit
reduction contributions in the year and changes
inworking capital increased cash outflows by
£100 million maore than the previous year. Cash

STRATEGIC REPORT

capex was £684.6 millicn, up £92.3 million due
to the increasing capital programme. Net

cash outflow before changes in net debt was
£440.4 mitlion {2021/22: inflow of £76.7 million).

This yearwe have published in our Annual Report
our first disclosure consistent with the EU
Taxonomy. We are committed to protecting and
enhancing the ernvironment and transparent
disclosures are animporiant part of
demaonstrating that commitment. We have
accelerated the enhancement of our sustainability
disclosures by making a voluntary disclosure
under the EU Taxonomy framework. We have
completed an initiat eligibility-only review and are
working towards a full alignment review. Our
initial assessment is that eligible activities make
up 95% of our revenues, 95% of our operating
costs and 99% of our capital expenditure.

Severn Trent Water's RoRE for the year was
12.2%, 830 bps above the base return of 3.9%.
Outperformance came rmainly from our customer
0D rewards of €53 million, with around 80% of
cur measures in reward, and financing, reflecting
our continued low cash interest cast and the
impact of higher inflation in the year compared

to Ofwat’s Final Determination assumption.

Although in the current year we have seenan
adverse impact from higher inflation on our
operating and finance casts, in the longer term we
expect to see the benefits through indexation of
our RCV, revenue growth and lower gearing, all
of which underpin our inflation-linked AMP7
dividend policy.

Our proposed final dividend of 64.0% pence
{2021/22: 61.28 pencel, is in line with our
inflation-linked dividend policy and payable

on 14 July 2023.

Group PBIT [Em)

Group PBIT Is a measure of the profit
generated by the Group's operations.
Commentary on the performance in the
year is set out in this CFO Review.

Shadow RCV Gearing (%)

Shadow RCV gearing is calculated as set
outin note 32 Ofwat’s regulatory model,
for AMP7 1s based on a notional gearing
level of 60%. Low gearing would lead to a
higher cost of capital as this would
indicate a reliance on more expensive
equity funding. High gearing indicates
greater risk of default on debt finance

Adjusted basic EPS (p)

EPS 15 a key financial metric that
indicates the Group's profitability after
finance costs and tax. Adjusted EPS
excludes distorting factors such as
exceptional gains and losses and
accounting adjustments for gains and
losses on valuations of financial
msiruments and deferred tax,
Commentary on the performance in the
year is set out in this CFQ's Review and
the calculation of adjusted EPS is set out
in note 14 to the financial statements.

Commentary on the performance in the
year compared to the previous year is set
outin this CFO's Review.

SEYERN TRENT PLC

RoRE outperformance
[basis points)

RoRE ocutperformance is a key metric
used by Ofwat and 15 the performance
metric used in our Long Term Incentive
Plans, It measures performance against
an expected return set by Ofwat,

Performance is determined across three
main areas:

- total expenditure | Totex'] measuyred by
efficiency in operational and capital
expenditure;

- operational performance is measured
by the customer ODI reward earned or
penalty incurred; and

- financing performance is measured by
performance against Ofwat’s expected
cost of debt setin the AMP7 Final
Determination.

Commentary on the performance in the
year compared to the previous year s set
outin this CFO Review
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CHIEF FINANCIAL OFFICER'S REVIEW CONTINUED

Regutated Water and Waste Water

Turnover for our Regulated Water and Waste Water ' RWWW’] business was £1,995.4 miltion (2021/22
12021/22: £474.3 million).

: £1.804.4 million) and PBIT was £467.5 million

increase/(decreasel

2023 2022

€m £m £m %

Turnover 1.995.4 1,804.4 191.0 10.6
Net labour costs 1158.2) [165.3) 71 4.3
Net hired and contracted costs (217.2) (190.0} [27.2) {14.3]
Power (204.6] [114.1] [90.5) [79.3)
Bad debts {24.5) [24.8) 0.3 1.2
Other costs [284.6) [250.7]) [33.9) {13.5)
(889.1] (744.9) (144.2) 119.4)

Infrastructure renewals expenditure (238.4) {198.2] 140.2) [20.3)
Depreciation 1400.4) (385.01 15.4] [4.0]
PBIT 467.5 476.3 [8.8) (1.8

Turnover increased by £191.0 million with the
main movements being:

- anincrease of £78.0 million for the annual
CPiH uplift in tariffs, partially offset by
reductions of £15.1 million from the
'K factor for the year;

a £66.9 million increase representing the
recovery, under the RFI mechanism, of lower
than allowed revenue in 2020/21;

£35.0 million of in-year fast money
allowance for the Green Recovery
Programme;

- £24.4 million additional energy generation
revenue in our Bioresources business
driven by higher wholesale energy prices;

an increase of £18.7 mitlion in diversions
income largely due to the increase in activity
related to HS2 as guided. This represents a
recovery of cosisincurred and is offset by
anincrease ininfrastructure renewals
expenditure;

lower revenue from the Voids and Gaps
Incentives Schemne [£4.7 million lower]; and

lower revenues billed by other water
companies on cur behalf and other small
differences (£12.2 million].

Net labour costs of £158.2 million were 4.3%
lower year-on-year. Gross employee costs
increased due to the annual pay award of 2.3%
and anincrease in FTE from the step up in the
capital programme. This was offset by higher
capitalisation of employee costs and an

€£8.3 million credit related to a change in
defined benefit scheme options developed with
the Trustee. The new bridging pension aption
altows members who retire early to bridge the
gap between their retirement date and the date
when the state pension becormes payable, by
taking mare of their occupational pension up
front, which has a positive effect an gxpected
pension liabilities.

&8

Net hired and cantracted costs increased by
£27.2 million (14.3%]. The increase is driven
by higher tankering and jetting activity. more
hired staff to support leakage reduction and
improve operational performance, third party
technology cansultants and other contract
management cost increases.

Qur economic energy hedge effectively limits
the impact of higher energy prices on the
Group’s return on equity. Power costs were
£90.5 million {79.3%) higher than the previous
pericd aithough our weighted wholesale
average price was about 30% less than the
average market wholesale energy price. We
benefited from self-generation and favourable
energy export in Bioresources, as well as
internal hedges between our requlated
business [a net consumer of energy) and

our nen-regulated Green Power business

[a net generator).

Bad debt charges decreased by £0.3 million
and represented 1.7% of household revenue,
Our cash collection in the year was lower as
households felt the impact of cost of living
increases. However, this impact was not as
high as we provided for at the previous year
end, leaving the overall charge breadly flat.

Other costs increased by £33.9 million,
including £20.5 million higher chemical costs
and higher Environment Agency abstraction
and discharge consent fees of £3.7 million.
The remaining increase was due to higher
costs of materials and consumables, fuel
and insurance costs.

infrastructure renewals expenditure was
£40.2 miilion higher in the period, reflecting
the planned step up in the programme and
activity related to HSZ2 referred to above.

Depreciation of £400.4 million was

£15.4 million higher year-on-year due to new
assets coming into service as part of our
Water Framework Directive programme

as well as a full year of depreciation on

the advanced digestion and biogas-to-grid
plants at Finham and Stoke Bardolph.
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Return on Regulated Equity ['RoRE’)
RoORE is a key performance indicator for the
regulated business and reflects gur cornbined
performance on totex, custorner ODIs and
financing compared to the base return allowed
in the AMP7 Final Determination.

Severn Trent Water’s RoRE for the year ended
31 March 2023 and for the three years ended
on that date is set out in the following table:

2022/23 AMP7 todate

% %o
Base return 3.9 3.9
Enhanced RoRE
reward’ - 0.2
0Dl outperformance? 0.7 1.3
Wholesale totex
performance - -
Retail cost
performance (0.1 (0.2}
Financing
outperformance’ 7.7 3.7
Return on
Regulatory Equity* 122 8.9

1 Fasttrack reward taken over the hirst two years of AMP7

2 ODlperformancencludes inyear OCl reward, PCC and
forecast C-MeX and D-MeX outturn,

3 Includes 0.7% for the variance on tax fram the benefit
of super deduction capital allowances.,

4 Calculated in accordance with Ofwat guidance set cutin RAG
411, which excludes Dfwat's AMP 7 tax true-up mechamism.

We have delivered RoRE of 12.2% in the year,
outperforming the base return by 8.3% as a
result of:

- 0Dl perfarmance of 0.7%, driven by strang
performance across the majority of
measures, with ¢.80% meeting or exceeding
regulatory targets;

- our neutral totex position reflecting good
cost control and efficient spend over a
challenging year; and

financing performance of 7.7%, driven by our
AMPY financing strategy that includes a
relatively low level of index-linked debt,

and the tax benefit of super deduction
capital allowances.
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Increase/(decrease)

2023 2022

£m Em £Em %
Turnover
Operating Services and Other 98.5 88.1 10.4 11.8
Green Power 78.6 355 23.1 41.6
Total 177.1 143.6 33.5 23.3
EBITDA
Operating Services and Other 28.1 225 b.& 24.9
Green Power 35.7 17.5 18.2 104.0
Proparty Development 2.0 132 (11.2) (84.8)
Total PBIT 45.8 53.2 12.6 23.7

Business Services turnover was £177.1 million
(up 23.3%) and EBITDA was £45.8 million
(up 23.7%].

inour Operating Services and Dther businesses,
turnover increased by £10.4 million due to
increased activity on the Ministry of Defense
['MoD) and Coal Authority contracts as well as
sales growth in our water hygiene business,
Aqualytix. EBITDA was £5.6 million higher
mainly due to improved margins on these
contracts.

In Green Power, turnover increased by

£23.1 million, largely due to significantly higher
energy prices aver the last year which helped
offsetincreased power consumption costs in
RWWW, through the Group’s natural energy
hedge. EBITDA was up £18.2 million due to
the higher revenue, partially offset by
increased costs of food waste, sileage and
haulage as weli as a £2.2 million charge for
the government energy generator levy in the
final quarter of the financial year. We do not
expect to incur the levy in FY24 based on
latest forecast prices.

Profits from Property Development were
£11.2 million lower than the prior year mainly
due to timing of significant disposals and
delays in the planning process. However,

we remain on track for our 15-year plan of
£150 million profit by 2032, having generated
c.£52 million since setting the target in 2017.

Corporate and other

Corporate costs were £8.7 million

(2021/22: £8.2 million) including directors’
bonuses charged ta Severn Trent Ple this year
rather than Severn Trent Water. Our other
businesses generated PBIT of £0.7 million
[2021/22: £1.3 miltion].

Net finance costs

Net finance costs for the year were

£93.2 million [34.4%) higher than the prior year
at £362.6 miltion. During the year we issued
£1,351 million of new debt at rates consistently
below the iBoxx index and our effective cash
cost of interest (excluding the RPlLuplift on
index-linked debt and pensions-related
charges| was unchanged at 3.0%

{2021/22: 3.0%).

Average net debt was up 6.8% at

£6,720.6 million {2021/22: £6,292.2 millienl,
with higher inflation in the year increasing the
cost of ourindex-linked debt by £100.9 million.
Our effective interest cost was 6.2%

[2021/22: 4.7%].

Capitalised interest of £56.6 million was

€221 million higher year-on-year, due to the
higher effective interest cost and increased
capital wark in progress compared to the
previous year.

Our earnings before interest, tax, depreciation
and amortisation [[EBITDA interest cover was
2.6 times (2021/22: 3.5 times] and PBIT interest
cover was 1.4 times [2021/22: 1.9 times]. See
note 42 for further details.

Gains/losses on financial

instruments

We use financial derivatives solely to hedge

risks associated with our normal business

activities including:

- exchange rate exposure on foreign currency
berrowings;

- interest rate exposures on floating rate
borrowings;

- exposures to increases in electricity prices;
and

- changes in the reyuldalory model from RPI
to CPIH.
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We hold interest rate swaps with a net notional
principal of £448.4 million floating to fixed,
which economically act to hedge exchange rate
risk on certain foreign currency borrowings.
We also hold cross currency swaps with a
sterling principal of £98.3 millian, that swap
foreign currency fixed interest debt to sterling
fleating interest rate.

We revalue the derivatives at each balance
sheet date and take the changes in value to the
income statement, untess the derivative is part
of a cash flow hedge.

Where hedge accounting is not applied, if the
risk being hedged does not impact the income
staternent in the same peried as the change
in value of the derivative, then an accounting
mismatch arises and there is a net charge

or credit to the income staternent. During

the year there was a gain of £35.7 million
(2021/22: £51.5 million}in retation to

these instruments.

Note 11 to the financial statements gives an
analysis of the amounts charged to the income
statementin relation to financial instruments.

As part of our power cost management
strategy, we have fixed the wholesale price
for more than 95% of our estimated wholesale
energy usage for 2023/24 through physical
hedges with suppliers and natural hedges
from the export of self-generated energy.

Share of loss of joint venture

Water Plus's performance continues to
improve and it achieved break even in the
year, Qur share of Water Plus's result for the
year was therefore £ - million {2021/22: loss
of £2.2 millign).
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Taxation

We are committed to paying the right amount of tax at the right time. We pay a range of taxes,
including business rates, employer’s national insurance and environmental taxes such as the
Climate Change Levy as well as the corporation tax shown in our tax charge in the income

statement.

2023 2022
£m £m

Taxincurred:
Corporation tax - 1.2
Business rates and property taxes 84.4 83.4
Ermployer's National Insurarice 35.3 30.5
Environmental taxes 6.6 6.1
Other taxes 6.0 5.9
132.3 127.1

Further details on the taxes and Levies that we pay can be found in our report "Explaining our
Tax Contribution 2022/23", which will be made available at www.severntrent.com/sustainability-
strategyfreports-and-publications/tax/ when our Annual Report and Accounts is published

inJune.

The corporation tax charge for the year recorded in the income statement was £35.7 million
[2021/22: €669 million before exceptional taxes] and we made net corporation tax payments of
£4.0 million in the year [2021/22: £1.2 million]. The difference between the tax charged and the

{ax paid is summarised below:

2023 2022

£m £m

Tax on profit on ordinary activities 35.7 66.9
Tax effect of timing differences [28.3) 150.8)
Impact of deferred tax provided at 25% (7.7 (15.9}
Overprovisions in previous years 0.3 {0.2)
Corporation tax payable for the year - -
(Receipts frem}/payments to Water Plus re consortium relief {6.1] 1.2
Payments to HMRC for cansertium relief disclaimed 6.1 -
Payments in respect of prioryears 4.0 -
Net tax paid in the year 4.0 1.2

No tax was paid relating to the year as the
allowances available from the super deduction
resulted in a loss for tax purposes

[2021/22: €£1.2 mitlion paid to Water Plus).

Note 12 in the financial statements sets out
the tax charges and credits in the year, which
are described below.

The current tax charge for the year was

£0.2 million, which arose from adjustments to
tax provisiens from previous years (2021/22:
credit of £4.8 million]. The deferred tax charge
was £35.5 mitlion [2021/22; £71.7 million
before the exceptional charge arising from

the change of ratel.
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Cur effective tax rate excluding the exceptional
deferred tax charge this year was 21.3%
(2021/22. 24.4%), which is higher than the

UK rate of carporation tax in both years [19%],
mainly due to deferred tax on temporary
differences arising during the year charged at
25%, partly offset by the permanent difference
that arises mainly from the additional 30%
deduction included in the super deduction.

ANNUAL REPORT AND ACCOUNTS 2023

Our adjusted effective current tax rate was nil
{2021/22: nil%l| [see note 42,

UK tax rules specify the rate of tax relief
availabie on capital expenditure. Typically this
is greater in the early years than the rate of
depreciation used to write off the expenditure
in our accounts. In the current and previous
years, this was enhanced by the super
deduction for certain capital expenditure,
which gave 3 100% tax deduction in the year
of spend plus an additional allowance of 30%.

The impact of this timing difference applied
across our significant and recurring capital
orogramme tends ta reduce our adjusted
effective current tax rate and cerporation tax
payments in the year. Accounting standards
require that we make a provision for the tax
that we would pay in future periods, if the
depreciation charga arising on expenditure for
which tax relief has already been receivedis
not offset by further tax allowances in those
perinds. However, the nature of our business,
including a significant rolling capital
programme and the long lives of our assets,
means we do not expect these timing
differences to reverse for the foreseeable
future, and they may never do so. This is the
most significant component of our deferred
tax position.

Profit for the year and earnings
per share

Total profit for the year was £132.2 millian
(2021/22 loss: £87.2 million).

Basic earnings per share was 52.7 pence
[2021/22: loss of 35.2 pence). Adjusted
basic earnings per share was 38.2 pence

12021/22: 96.1 pence). For further details
see note 14.
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Cash flow
2023 2022
£m Fm
Operational cashflow 713.1 848.9
Cash capex (686.6) 1594.3}
Net interest paid (203.5) [185.0)
Purchase of subsidiary net of cash acquired [0.4) -
Net [paymentsl/raceipts for swap terminatinns (11.2) 5.6
Net tax paid {4.0) (1.2]
Free cash flow (192.8) 74.0
Dividends (261.3) [254.5)
Issue of shares 15.3 257.2
Purchase of own shares [1.8) -
Change in net debt from cash flows (440.4) 76.7
Non-cash movements (212.3 (140.7)
Change in net debt (652.7] 164.0]
Opening net debt (6,507.8] [6,443.8]
Closing net deht {7,160.51 (6,507.8)
2023 2022
£m £Em
Bank loans (713.0] (782.5]
Other loans 16,474.2] (5,823.5]
Lease liabilities (110.9} (117.4]
Net cash and cash equivalents 28.7 107.7
Cross currency swaps 33.6 28.3
Loans due from joint ventures 75.3 79.6
Net debt [7,140.5) 16,507.8)

Operational cash flow was £713.1 million
(2021/22: £848 .9 million). PBIT was broadly
flat year on year but higher depreciation and
amortisation were more than offset by
increased pension contributions and
working capital movements.

Net cash capex increased to £684.6 million
(2021/22: £594.3 millionl, reflecting our progress
against our £2.9 billicn core capital programme,

Qur netinterest payments of £203.5 millian
(2021/22: £185.0 million] were higher than the
previous year due ta the impact of higher net debt,
with the effective cash cost of interest (which
excludes the non-cash indexation charge on index
linked debtlin line with the previous year.

The benefits of the super deduction capital
allowance and the impact of higher interest
costs meant that we had no taxable prafit in
the year and therefore paid ne corporation tax
in relation to the year. Our net tax payments of
£4.0 million related to previous years. In the
previous year we paid Water Plus £1.2 million
for consortium relief.

We received £13.5 million net from the exercise
of options under the employee Save As You Earn
share scheme and purchase of shares for other
share schemes, In the prior year we received
£11.9 millien from option exercises and raised
net proceeds of £245.3 millien from the May 2021
equity placing. Qur dividends paid increased in
line with cur policy ta increase by CPIH each year
during AMP7.

These cash flows, together with accounting
adjustmenls te the carrying value of debt,
resulted in anincrease in debt of £652.7 million
[2021/22: £64.0 million].

At 31 March 2023 we held £28.7 million

[2022: £107.7 million) in net cash and cash
equivalents. Average debt maturity was around
14 years [2022: 13 years). Including committed
facilities, our cash flow reguirements are
funded until November 2024.

Net debt at 31 March 2023 was £7,160.5 million
[2022: £6,507.8 million]) and balance sheet
gearing [net debt/net debt plus equityl was
88.1% (2022: 83.7%). Regulatory gearing (net
debt of our regulated businesses, expressed
as a percentage of estimated RCV] was 60.7%
at 31 March 2023 (2022: 59.5%]. Shadow
regulatory gearing was 60.0% (2022 59.2%).

Our long-term credit ratings are:

The estimated fair value of debt at 31 March
2023 was £3646.2 million lower than book vatue
(2022: £1,075.8 million higher). The change in
the difference between book and fair value is
largely due to the impact of higher inflation
expectations on the fair value of cur index-
linked debt.

Qur policy for the management of interest
rates is that at least 40% of our borrowings
should be at fixed interest rates, or hedged
through the use of interest rate swaps or
forward rate agreements. At 31 March 2023
interest rates for 67% [2022: 66%)] of our gross
debt of £7.261.2 million were fixed; 5% were
floating and 28% were index linked. We
continue te carefully monitor market
conditions and our interest rate expasure.

Long-term ratings SevernTrentPlc  Severn Trent Water CQutlook
Moody's Baa?2 Baal Stable
Standard and Poor's BBB BBB+ Stable
Fitch BBB BBB+ Stable

We invest cash in deposits with highly rated banks and liguidity funds. We regularly review the
list of counterparties and report this to the Treasury Committee.
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Pensions

We have three defined benefit pensions
arrangements, two from Severn Trent and ane
from Dee Valley Water. The Severn Trent
schemes ['the Schemes’) are closed to future
accrual.

The most recent format actuarial valuation for
the Severn Trent Pensjon Scheme ['STRS),
which is by far the largest of the schemes, was
completed as at 31 March 2022. The future
funding plan agreed with the Trustee was
unchanged from the 2019 valuation [save for
inflationary uplifts where applicable] and
includes:

- annual deficit reduction payments to be
made until the year ending 31 March 2027,
with a forecast’ payment of c.£40 millionin
the year ending 31 March 2024, increasing
thereatter in line with November CPI.

payments under an asset-backed funding
arrangement of £8.2 million per annum to

31 March 2032, which will only continue
beyand 31 March 2025 if the Scheme's assets
are less than the Scheme’s Technical
Provisions; and

inflation-linked payments under an
asset-backed funding arrangement, with a
forecast’ payment of ¢.£28 million in the year
ending 31 March 2024, potentially continuing
te 31 March 2031, although these
contributions will cease earlier should a
subsequent valuation of the STPS shaw that
these contributions are no longer needed.

In June 2021 we executed a bulk annuity buy-in
for the Severn Trent Mirrer Image Pension
Scheme, which represents areund 4% of the
Group's defined henefit liabilities. Under the
buy-in, the liabilities of this scheme will be
met by an insurance policy and as a result

the Group’s risk is substantially reduced.

Hafren Dyfrdwy participates in the Dee Valley
Water Limited Section [ DVWS’] of the Water
Companies Pension Scheme. DVWS funds are
administered by trustees and held separately
from the assets of the Group. DVWS is closed
to new entrants. The mast recent formal
actuarial valuation of DVWS was completed
as at 31 March 2020 and no deficit reduction
contributions are required. in March 2023, the
DVWS also entered into a bulk annuity buy-in
insurance policy that covers the majority of
the scheme obligations.

On an 1AS 19 basis, the net position [before
deferred tax] of all of the Group's defined
benefit pension schemes was a deficit of
£27%.4 million {2022: £128.0 million).
Calculation of the pension deficit for
accounting purposes uses carporate bond
yields as the basis for the discount rate of
our long-term liabilities, irrespective of the
nature of the scheme's assets or their
expected returns.

On an 1AS 19 basis, the funding level decreased
to 86% {31 March 2022: 55%).
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The movements in the net deficit during the year were:

Fair value of Defined benefit

scheme assets obligations Net deticit

£m £m £m

At start of the period 2,659.4 [2,787.4) (128.0)
Amounts credited/[charged]| to income statement 74.3 (74.0] 03
Actuarial gains/llosses] taken to reserves [922.0] 669.8 [252.2)
Net contributions received and benefits paid [26.4) 126.9 100.5
At end of the period 1,785.3 (2,064.7 279.4]

The income statement includes:

- current service costs of £0.1 million on the
DVWS, which remains open to further
accrual but is closed to new members;

a past service credit of £8.3 million following
achange in the STPS's rules to allow
members to take a higher initial pension on
retirement in exchange for a lower pension
from state pension age;

scheme administration costs of £4.3 million;
and

interest on scheme liabilities and expected
return on the scheme assets - together a net
cost of £3.6 million.

Higher interest rate expectations Increased
the discount rate, which is derived from yields
on high-quality corporate bonds, by 200bps.
Inflation expectations decreased by around
30bps since the previous year end. The
impacts of these changes resulted in a net
decrease in the scheme liabilities of around
£745 millian.

Changes to demographic assumptions to align
with the 2022 funding valuation increased
scheme liabilities by around £30 miliion. This
was partly offset by an update to the most
recent CMI| data tables and also a weighting to
allow for higher mortality experienced in 2021,

The actual outturn in the year for inflation
and other assumptions increased scheme
Liabilities by £58.7 millien.

Higher bond yields impacted the value of
scheme assets, which decreased in value by
£922.0 million more than the returnincluded
inthe income statement in the year.

Contributiens paid to the STPS in the year
included:

- the amounts due under the asset-backed
funding arrangements [£24.9 millionl; and

- adeficit reduction payment of £34.7 million
that was deferred from March 2022 to April
2022 and the payment due for the year ended
31 March 2023 of £37.8 million.

There were also contributions of £0.2 million to
the DVWS, a payment of £9.4 million for MIP5
running costs and payments of benefits under
the unfunded scheme amounting to

E0.5 million.

Dividends

In line with our policy for AMP7 to increase the
dividend by at least CPIH each year, the Board
has proposed a final ordinary dividend of
64.09 pence per share for 2022/23

(2021/22: 1.28 pence per share]. This gives
atotal erdinary dividend for the year of

106.82 pence (2021/22: 102.14 pence).

The final ardinary dividend is payable on
14 July 2023 to shareholders on the register
at 2 June 2023.

1 Index Unked payment farecasts based on the Oxford Economics ferecast
CPifor the twelve month period to November 2023
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OUR APPROACH TO RISK

Severn Trent has a robust risk
management framework in
place to effectively identify,
assess and mitigate risk. Our
risk management framework
enables us to meet our
strategic priorities and
optimise our risk exposure
within our risk appetite.

2022/23 risk positioning

Since 2020/21, we have provided a risk update
highlighting the challenges and opportunities
we face as a business, with a greater focus on
global events and effects of those events, both
economicatly and on society, and geopolitical

instability, including the conflict in Ukraine.

Another key area of focus for this year has
been the ‘cost of living crisis’ which has
impacted many UK households as real
disposable incomes fall. Inflation has soared,
with a key driver being the rapid increase in
energy costs, caused by arise in the wholesale
price of gas. Furthermore, the Bank of England
has raised the base rate several times over the
lastyearin an effort to control inflation. We
recognise that it is a difficult time and it can be
areal struggle for some of our customers and
we have a number of customer support
schemes that are helping customers who are
struggtling with the cost of living [see pages 29
to 30 for more information).

Risk appetite statement

No business is free of risk and to achieve our
strategic priorities we often need to take
calculated risks. We will, however, onty take
risks that are consistent with our Purpose,
Values and Strategy, and are well understood,
so that they can be managed effectively.

Qur sector has inherent risks, particularly
due to the nature and scale of our operational
infrastructure and the importance of our
activities to the health, safety and wellbeing of
our people and the communities we serve. The
sectoris also subject to political, regulatory
and financial market risk, 2s well as risks
arising from developments in technology,
stakeholders’ evolving expectations and
climate change.

Within the Severn Trent Group, we operate
both regulated and non-regulated businesses,
whirh have different risk profiles and
telerances. Our regulated water and waste
water businesses are monopely providers that
are economically regulated and characterised
by relatively stable, inflation-linked cash flows.
Our non-regulated businesses have more
variable cash flows and operate in less
predictable, competitive environments.

Our risk priorities

The Board has overzll responsibility for
determining the nature and extent of the risks
Severn Trent takes and for ensuring that risks
are managed effectively across the Group. In
addition to managing the inherent risks
associated with our business, we priaritise
the follewing:

- The health, safety and weltbeing of our
people and the communities we serve and
maintaining our essential operational
services are our top priorities, and we have
ne appetite for risks brought on by unsafe
actions.

- Protecting the environment is a key
long-term commitment. We aim to enhance
the water environment and improve
biodiversity.

— Adherence to laws and regulationsis a

fundamental requirement and we are

committed to ensuring compliance with all

UK water regulations and to operate within

our ticence permits; therefore, we have no

appetite far compliance-related risks.

Our approach to financing is to take

measured risk consistent with providing

resilience and delivering sustainable
outperformance for the best long-term
value for cur customers and shareholders.

We are determined to play a teading role

in addressing the impact of climate change

through mitigating our own impact and that

of our supply ¢hain, and adapting to the
challenges that climate change rmay bring
in the future.

Overseeing risk

Our approach to risk management is designed
to enable the business to deliver its strategic
priorities. We have an established Enterprise
Risk Management [ERM’] process and internal
cantrol framework that help us to identify,
evaluate and manage risks ta influence
decision making. Our approach cannot
eliminate all risk entirely, but ensures we have
the right structure to effectively navigate the
challenges and opportunities we face, and only
take risks that are within our risk appetite.

We operate a top-down and bottom-up model
of risk management in line with the three lines
of defence approach that ensures both a clear
articulation of risk appetite, and a
comprehensive and structured process of risk
identification, assessment and management.
Our risk management framewaork on the next
page shows the parties involved in risk across
Severn Trent.

STRATEGIC REPORT

Top down

The Board has overall responsibility for the
aversight of risk and for maintaining a robust
risk management and internal control system.
The Board recognises the importance of
identifying and actively monitoring all types of
risk [e.g. strategic, reputatianal, financial, and
operational risks] in the shert, and longer
term. The Buard regularly receives updates
on the threats, trends and challenges facing
the business.

The Audit and Risk Committee supports

the Beard in the management of risk and is
responsible for reviewing the effectiveness
of the risk management and internal control
framework during the year.

The Executive Committee reviews strategic
priarities and assesses the level of risk taken
in achieving these objectives.

The Strategic Risk Forum ['SRF] assists the
Executive Committee, the Board, and the Audit
and Risk Cammittee to effectively oversee the
risk framework and its processes of risk
identification, risk assessment and risk
mitigation to ensure that the Company meets
its strategic pricrities,

This top-dewn risk process helps to ensure
the bottom-up risk process, described below,
is aligned to our current Strategy and
objectives.

Bottom up

Operating in the water sector means risk
management is embedded throughout cur
processes, from day-to-day asset operation
and maonitoring, medium-term deptoyment of
capital investment to long-term modelling of
asset health, performance, and societal and
environmental changes.

Our strong continuous improvement culture
ensures that risk discussions happen at all
levels of the business, resulting in risks being
identified, categorised, assessed and entered
into the ERM system.

Risk reporting

The ERM process is operated by the Central
ERM Team and underpinned by a standardised
methadolegy and policies to ensure
consistency.

ERM Champions and Co-ordinators operate
throughout the business, with support and
challenge from the Central ERM Team,
continually identifying and assessing risks
in their business units and reportingon a
quarterly basis. Standardised criteria are
used to cansider the likelihood and velocity
of occurrence and potential financial and
reputational impacts.
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OUR APPROACH TO RISK CONTINUED

RISK MANAGEMENT FRAMEWORK

Risk governance and oversight

—

Board:

- Sets the risk culture.

key strategic risks.

wide risks at Group level.

Risk management and oversight
Executive Committee:

plan.

- Sets and evaluates risk tolerances.

- Defines and regularly reviews risk appetite.
- Challenges the level of risk taken to pursue objectives,
- Makes risk-informed decisions and provides oversight for

- Undertakes annual assessment of Principal Risks.

Audit and Risk Committee:

- Supports the Board in manitoring siqnificant risks and tracking

progress against risk mitigation plans.
- Signs off the risk management framework.

- Responsible for effective risk oversight of enterprise-

- Supports the Board in the management and oversight of risk.
- Assesses the level of risk taken in achieving objectives by challenging the AMP7 business plan and the forthcaming AMP8 business

— Approves risk mitigation strategies of significant risks - assigned to the individual members of the Executive Committee.

- ldentifies and assesses Principal and Emerging Risks.

Risk ownership, management and oversight

1st line of defence

Strategic planning:

— Longer-term, holistic risk response plans,
a.g. WRMP, our AMP7 business plan and
forthcoming AMP8 business plan.

- Establishes critical controls for ensuring
the operational effectiveness
of essential services.

Top-down

Service Area Boards:
— Capital investrment
programme management.
- Implement strategic risk management
processes, such as WRMP,
- ldentify and rmonitor Emerging
Risks and opportunities.
- Assess all categories of risk
at an operational level.

Business Unit and Risk Champions:

- Day-to-day risk and incident managernent,
e.g.Severn Trent Operational Risk
Management and Drinking Water
Safety Plans.

- ldentify, assess and respond to risks
at alocal level.

- Continual monitoring of risks assigned
within the business unit.

- Produce risk response plans and strategies.

- Develop, implement and monitor key
controls.

— Follow risk management framewark.

—_

2nd line of defence

Strategic Risk Forum:

- Assesses the Business Units' [BU} reported risks
[Bottomn-up BU Risks) and mitigation plans, and
challenges any ERM information or deliverables as
required.

- Reviews and validates all ERM reporting and
risk-related information prior to Board and Audit
and Risk Committee meetings.

- Reviews the Company’s Principal Risks and

proposes amendments to the Board for the Annual

Report and Accounts.

Ensures the efficient and effective delivery of the risk

management programme carried out by the Central

ERM Team.

Maonitors compliance across the organisation

with the Company’s risk management framewark

and processes.

Central ERM Team:

- Applies the risk management framework,

~ Dwns the corporate ERM system.

-~ Monitors and reparts key risk information, including
response plans and risk tolerance.

- Establishes best practice risk processes across
the Group.

- Provides guidance and training for Risk Champions
and Risk Co-ordinators.

~ Assists with the identification and assessment of
Principal and Emerging Risks.

- Facilitates risk escalation processes.

3rd line of defence

Internal Audit;

- Provides assurance for
significant risk mitigation
strategies.

- Assesses effectiveness
of the risk programmes
by analysis of key
controls,

- Evaluates internal
control environment.

Bottom-up

| —

Risk information from cur Business Units is

The potential causes, impacts and mitigating
controls related to each risk are well
documented. This assessment allows us to
put in place effective risk respanse strategies
to mitigate the risk to an acceptable level and,
following governance checks, to remediate
any defactive controls or implement additional
controls as required.

T4

combined to form a consclidated view of risk
across the Group. Our significant risks form
our Group risk profile which is reported to the
Executive Committee and SRF for review and
challenge. This is then reperted to the Audit
and Risk Committee and Board on a six
monthly basis. The report provides an
assessment of the effectiveness of controls
over each risk and action plans to improve
controls where necessary.
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Our recognised ERM risks are linked with our
Licence to Operate process. This helps create
adynamic link and improves aur risk reporting
to the Board and Audit and Risk Committee.
Additionally, our ERM risks have heen mapped
against our business model and we have linked
risk causes with recognised climate drivers
where the likelihood could be exacerbated by
a different climatic future.



OUR PRINCIPAL RISKS

The Directors have carried out a robust
assessment of the Principal Risks facing the
Company, including those that would threaten its
business model, future performance, solvency,
or liquidity, to identify risks that could:

- adversely impact the safely or security of the
Group’'s employees, customers and assets;

- have a material impact on the financial or
operational perforimance of Lhe Group;

- impede achievement of the Greup's strategic
objectives and financial targets; and/or

- adversely impact the Group's reputation or
stakeholder expectations.

This list does rot comprise all the risks

that the Group may face, and they are not
presented in order of importance. The nature
and praofile of these risks are updated each
year to reflect the changing risk landscape.

There may be additional risks that emerge
in the future, and we undertake regular
harizon scenning to identify and report
these to the Board.

Our Principal Risks reported in 2022/23 are
detailed on pages 75 to 78 and each individual
Principal Risk includes:

- examples of risk mitigaticn [these mitigation
examples are not exhaustive, opportunities
have been consalidated within this section);

- the risk exposure level movement at year end;

- arisk update; and

- keyrisk indicators are used as a metric for
measuring the probability of an event and its
consequences. They reflect the level of risk
exposure, and the effectiveness of key controls.

Key risk indicators play an impaortant role inthe
Severn Trent ERM function, providing advance
notice of potential risks that could harm Severn
Trent, insight into possible weaknesses in the
monitering and control tools, and ongoing risk
manitoring between the formal risk
assessments and reporting.

Strategic
pillars

Stakeholders Change in year

Increase inrisk
Qur customers

exposure
Decrease inrisk
Our colleagues exposure
Our communities No change in risk
expasure
sharehotders and New risk
investors
Suppliers and
contractors
Regulators and
Government

Health and safety

Risk 1

Oue to the nature of our operations, we
could endanger the health and safety of
our people, contractors, and members of
the public

STRATEGIC REPORT

infrastructure failure and
asset resilience

Risk 2

We do not provide a safe and secure supply
of drinking water to our customers

Strategic Stakehotders

pillars

Strategic Stakeholders

pillars

Examples of risk mitigation

- The Group's Geal Zero policy clearly sets
out our target that no cne should be
injured or made unwell by what we do.
We have a well-established Health, Satety
and Wellbeing Framework to ensure all
our operations and processes are
conducted in compliance with Hezlth and
Safety legislation and in the interests of
the safety of our people and our
contractors. The Framework is subject to
regular review.

We employ a competency framework and
compliance with mandatory training is
regularly monitored.

Monitoring of our supply chain through
site manager forums and on site
inspections, including Health and Safety
reviews to ensure compliance.

Health and Safety bulletins are cascaded
throughout the Group, including the
supply chain.

- A dedicated Health, Safety and Wellbeing
toolkit, called Safety Net, allows real time
data recording to capture, analyse and
report on all Health, Safety and Wellbeing
incidents and implement targeted
interventions in a timely manner.

We monitor and investigate relevant
Health and Safety incidents from other
sectors.

Examples of risk mitigation

- We have developed comprehensive
resilience plans, such as our WRMP
and Drought Plan to inform our capital
investment programme and business
plan.

- Key operational emgloyees are required
to complete mandatory Water Quality
Competency training.

- We have invested in our in-house

capability to bolster repair teams and

facilitate accelerated response times.

Our 24/7 control centre moniters our

operations and assets, including real-time

telemetry coverage from our loggers.

- We run strategic modelling to assess

potential changes to supply and demand

on our water network and the impact of

climate change. See Principal Risk 10.

We reqularly review and update

processes, standards, and operational

procedures.

Change in year

- This year we have completed reviews of
electrical safety across the estate and
chemical safety management, including
the design, build, cperation and
decommissioning of chemical related
assets.

— We have upskilled key senior stakeholders
in the principles of process safety and
have started a gap analysis on the key
components/controls of the framework.

Change in year

- Our final 2022 CRI score was outside of the
target, driven mainly by water treatment
works performance.

- We launched a more detailed initiative
assessing compliance with our nperating
standards which are based on regulations
and industry best practices. Since starting
the initiative, our compliance against the
standard has increased to over 88%.

KPls
- Lost Time Incident [LTI') rate target, see
page 23

SEVERN TRENT PLC

KFls

- Supply interruptions [no. of minutes),
see page 15

- Leakage % {ML/d} target, see page 15

- CRi(Index], see page 16

- % Water Quality Competency training
competed target

- Priority Services Register |%], see page 29
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OUR PRINCIPAL RISKS CONTINUED

infrastructure failure and
asset resilience

Risk 3

We do not transport and treat waste water
effectively, impacting our abitity te return
clean water to the environment

Customer service and
experience

Risk 4

We do not meet the needs of our
customers or anticipate changing
expectations through the level of customer
experience we provide

Sirategic Stakeholders

pillars

Strategic Stakeholders

pillars

Examples of risk mitigatien

- We run strategic modelling, such as the
DWMP, to assess potential changes to
supply and demand on our waste water
network, to reduce service issues and
potential damage to the environment. See
Principal Risk 10.

Our 24/7 control centre monitors our
asset performance, including real-time
telemetry coverage. We operate an
in-house Waste Water Network

Response Team.

Key operational employees are required to
complete mandatory training pregrammes
to ensure continued competence with
evolving standards.

We run educational programmes for
customers promoting safe use of the
waste water system, including appropriate
disposal of wet wipes and cooking fat.

We monitor all sites with Flow to Full
Treatment ['FFT'] permit requirements
with a dedicated Flow Performance Team.

Examples of risk mitigation

- Service Level Agreements ['SLA's] in place
and communicated to our customers that
require assistance.

- We have a specialist digital team that
monitors activity and allow us to engage with
and respond to custormers digitally, whether
on social media or WhatsApp, inferming
custorners of planned and reactive work.

~ The Priority Service Register [PSR’)
supports customers with special
requirements to give them a better, more
personalised service.

- Our retail transformation ptan and customer

experience steering group helps drive

further improvements of our customers’
journeys on an end-to-end basis.

Our Devetoper Services Team proactively

engages with local new-build developers,

to ensure the appropriateness of supply
planning and connection.

We have an incident management

processes and procedures for vulnerable

customers in the event of operational
events impacting services.

Adedicated Non-Household [[NHH')

customer team engages and responds ta

market retailers.

Supply chain and capital
project delivery

Risk 5

Key suppliers cannot meet contractual
obligations causing disruption to capital
delivery [cost and quality) and/or critical
operational services

Strategic Stakeholders

pillars

Examples of risk mitigation

- We have framewcrk agreements covering

multiple contractuat partners, to provide a

flexible and diverse supply chain.

We use a gated capital process to provide

assurance around design and delivery.

- We have dedicated gquality and assurance

teams who perform in-depth quality

reviews.

We review contracts regularly and run

contract performance meetings, including

KPI reviews and proactive supplier and

market assessments.

Appropriate regular training for centract

management teams.

— We regularly check the stability of the
Severn Trent supply ¢chain; we have a
methodology in place to assess financial
stability with lead measures.

- We have regutar management reviews
with our strategically material suppliers
through 1o CEO level where needed.

Change in year

- We monitor 100% of CS0s with EDM
mMeniters that can provide 300 millien data
points on operation of storm overflows.

— We have successfully insourced our Wet
Well Cleansing Team enabling greater
flexibility with our planning and delivery of
cleaning activities.

— Performance of our sites is being
monitored closely through MCERTS, the
Environment Agency’s Manitoring
Certification Scheme For Equipment, and
we are promoting additional MCERTS
monitaring equipment where necessary.

Change in year

- We made an additional £30 million support
fund available for our customers facing
difficult circurnstances through cost of
living pressures, offering up to a 90%
reduction on their water bill.

- We have made improvements in our
customer-facing processes and the digitat
experience we offer to our customers.

Change in year

- We have experienced cost pressures due
to the econamic climate which have led to
multiple rounds of re-scoping and
re-designing to reach affordable prices for
some of our capital programmes for the
benefit of our customers.

- We are refreshing and updating our
Standard Operating Procedures ['SOPs').

KPls

- Internal sewer floading {no. of incidents],
see page 17

- External sewer flooding [no. of incidents),
see page 17

- Public sewer tloading [no. incidents),
see page 17

- Poltutions incidents [no. of incidents),
see page 17

- Customer written complaints
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KPls
- C-MeX lindex), see page 16
- D-MeX [index], see page 16
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KPls

- Number of praject milestanes completed
on time [na. of projects)

- Ratio of critical single seurce supplier (%]



Cyber security and
technology resilience

Risk é

Our critical technology capabilities are not
maintained due to cyber threats or system
failures, impacting the services we deliver
through our key infrastructure assets or
core systems

Political, legal and
regulatory

Risk 7

Changing societal expectations, resulting in
stricter legal and environmental abligations,
commitments and/or enforcements,
increase the risk of non-compliance

STRATEGIC REPORT

Financial liabilities

Risk 8

We fail to fund our Severn Trent defined
benefit pension scheme sustainably

Strategic Stakeholders

pillars

Strategic Stakeholders

pillars

Strategic Stakeholders

pillars

Examples of risk mitigation

- Dedicated Information Security Team and Data

Privacy Officer responsible for monitoring

information security and cyber threats.

Mandatory annual cyber security training

for all employees.

— A robust operational security programme,

including physical access controls, on site

system protection and remote system
protection. A programme of regutar
internal and third party testing of our
security network and systems.

An effective vulnerability management

system, including penetration testing of

publicly accessible systems, behavioural

alerts, patching processes, data disposal
and access control, including multi-factor
authentication.

We work clesely with third party IT service

partners to manage risk and improve

technical standards.

Migration to cloud glatforms improving

the resilience of our disaster recovery and

business continuity plans.

- All operaticnal and office sites have
business continuity and crisis
management plans in place, which are
tested on a regular basis.

— We have disaster recovery plans thatare
stress tested and updated annually.

Examples of risk mitigation

- Delivery of our AMP7 plan, which was
based on customer research, and
developing our AMP8 plan, which will be
submitted later in 2023.

- We actively engage with the UK Government,
MPs, the Welsh Government, regutators and
other stakeholders about the future shape
and direction of the water sector, sharing
our experience where possible.

— We operate an established Governance

Framewoark, policies and training ensuring

our engoing compliance with all applicable

laws and regulations, including

Competition Law and General Data

Protection Regulations [GDPR’], for the

operation of separate wholesale and retail

business and between our Group
businesses. This is subject to regular
review.

Investment plans are subject to regular

review, on at least an annual basis, to take

account of changes to legislation,
regulation and our business.

External legal advisers provide detailed

reviews in respect of upcoming legislation

that may affect the Group.

As part of our Licence to Operate process,

we ask relevant managers, strategic

leaders and Directors to complete a

self-declaration twice a year.

Examples of risk mitigation

- Qur deficit recovery plans are agreed by
the Trustees and the Company setting out
the cash contributions required from
Severn Trent to the Scheme.

- In November 2022, the Company agreed
the triennial actuarial valuation as at
31 March 2022, including repair payments
of c.£65 million per annum.

- Interest rate, inflation and equity risk are

managed through appropriate hedging

strategies to manage downside risks, with
regular monitoring in place.

We continue to work with the Trustee in

considering The Pensions Regulator’s

consultation onits funding code of
practice.

- The Company is represented on the
Investment Committee of the Scheme and
the investment policy is formally approved
by the CFO.

Change in year

- We have delivered 13 Contributing
Qutcomes I'CO's) this year (29 since
2021/22) tor Network and Information
Systerns Regulations [[NIS-R'l compliance
ahead of the DW!'s expectation of the end
of April 2023.

- We have improved our internal structure
to delivery, bringing alt workstreams
under one programme manager with a
focus on delivering to the Sector Specific
Profite ([$5P'] fer each CO.

- We are supplementing our NIS-R
regulatory requirements with best
practices for security using the National
Institute of Standards and Technology
[NIST'] framewark.

KPls
- Number of high- and medium-priority
incidents Ino. of incidents)

Change in year

- We are actively developing an ambitious
PRZ24 business plan, with high levels of
custamer engagement and feedback,
which will set out what we aim to achieve
in the next AMP (2025-30].
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Change in year

- We agreed the 2022 triennial valuation in
November 2022, confirming an unchanged
centribution schedule which is locked in
for three years.

KPlIs

- Pension deficit {E€m]
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QUR PRINCIPAL RISKS CONTINUED

Financial liabilities

Risk 9

We are unable to ensure sufficient liquidity
to rneet our funding requirements

Climate change, environment
and biodiversity

Risk 10

Severn Trent's climate change strategy does
not enable us to respond to the shifting
naturat climatic environment and maintain
our essential services

Strategic
pillars

Stakeholders

Strategic Stakeholders

pillars

Climate change, environment
and biodiversity

Risk 11
We fait to influence positively the natural
capital in our region

Stakeholders

Strategic
pillars

Examples of risk mitigation

- The Group's treasury activity is overseen
by our Treasury Committee with support
from dedicated advisers.

- The Group has a diversified capital

structure, in terms of both tenor and

access to global debt capital markets to

mitigate risks.

The Group maintains liguidity headroom

of at least 15 months.

- The Group has committed credit facilities
for five years.

~ The Group cash balances are deposited

across a range of investment-grade

counterparties to spread and mitigate

risk.

The proportion of the Group's debt

maturing in any AMP period does not

exceed 40% of the Group's total debt to

reduce refinancing risks.

Treasury policy statements and procedure

manuals are in place and operating

effectively, These are reviewed at

least annually.

1

}

Examples of risk mitigation

- We utilise scenaric modelling and data
modelling, to understand the impact
climate change could have an our
essential services [see Principal Risks

2 and 3).

The Water Resources Management Plan
and Drainage and Wastewater Management
Plan provides a 25 year, longer-term
planning approach to future challenges.
Qur AMP7 business plan supports
increased resilience against the potential
impacts of clirnate change through capital
scheme delivery. See Principal Risk 5.
Our climate change strategy ldescribed in
more detail on pages 43 to 48).

Our Triple Carbon Pledge commits us to
net zero carbon emissions, 100%
renewable energy and an all-electric fleet
{where available) by 2030. Read mare on
page G4,

We have committed to significantly
reducing our greenhouse gas emissions
by 2030. Read more on page 57.

|

1

Examptes of risk mitigation

- We support the Get Nature Pasitive
journey in our region working to protect
biodiversity by working in partnership with
requlators and other stakeholders.
Strategic plans to enhance biodiversity in
our region and a number of 0D}
commitments to protect our local
environment, including pollution incidents,
bodiversity improvements and
environmental compliance.

Use of catchment-management
approaches to work with landowners in
our region to mitigate the effect of
pesticides, fertilisers and organic
nutrients on the environment and
biodiversity.

Meodelling to estimate the impact of
increasing pressures on hature, for
example from climate change, including,
drought or extreme weather events [see
Principal Risk 10] and biodiversity loss
that has potential to impact ecosystems.
Using our in-house ecology expertise ta
enhance the Group's capability to work
towards enhancing biodiversity.

Change in year

- We are in a strong liquidity position
supported by our £1.3 billion committed
facilities, providing liquidity until
Novernber 2024,

We have been active in the debt markets
during the year raising £1,351 mitlion new
debt from a range of diverse sources.

We have issued a further £450 million
after the year end through a €400 million
GBP bond, which we priced in March 2023,
and a £50 mitlian private placement.

Our strong balance sheet and ESG
credentials provides a level of resilience
during periads of higher interest rates and
rising inflation as a result of the gilt crisis.

1

KPts
- Months of liquidity
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Change inyear

~ We're working with our high-impact
suppliers to help them set one SBT for
their organisation as the majority of our
total Company carbon footprint is made up
of emissions associated with our value
chain (also known as Scope 3 emissions).

- We've made an ambitious public
commitment to ensure 70% of suppliers,
by emissions, set an SBT by 2024, We
are in regularly 1n conversations with
aur suppliers to make sure we meet
this target.

KP(s

- See metrics and targets section that
forms part of our approach to Climate
Change onpages 54 to 57
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Change in year

- Doubled our biodiversity target to
10,000 hectares by 2025.

- In Mansfield, we're trialling a nature-based

approach to reduce flooding, while creating

agreen environment to protect people from
flooding, impraving river quality, and
creating green environments (o be enjayed.

Our WINEP projectis helping accelerate

our environmental commitments by

improving 500 km of river, five years earlier
than planned; allowing communities and
wildlife to benefit soener,

- Our Green Recovery Bathing Rivers
Programme is heiping ta create bathing-
quality stretches of river along the River
Leam in Warwickshire and the River Teme
in Shropshire.

KPlIs

- Biodiversity {no. of hectares improved) (hal.
sea page 18



EMERGING RISKS

We define Emerging Risks
as upcoming events which
present uncertainty but that
we currently are unable to

Emerging Risk management ensures potential
risks are identified, with budget plans
evaluated and stress tested as if they were

to materialise. Our processes aim to identify
new and changing risks at an earty stage and
analyse them thoroughly to deduce the

STRATEGICREPORTY

We closely monitor Emerging Risks that may,
with time, become either complete FRM risks,
incorporated into the existing corporate risk
reporting process, have potential to be
superseded by new Emerging Risks, or cease
to be relevant as the internal and external

fuuy quantlfY- potential exposure to Severn Trent. envirenments in which we operate evolve.
We continually identify and monitor Emerging The Directors have carried out a robust
Risks using our top-down and bottom-up assessment of the Company’s Fmerging Risks
processes. Our network of ERM Co-ordinators,  and consider the fellowing to be risks that have
ERM Champions and risk owners use the potential to increase in significance and
techniques such as cross functional affect the performance of the Group.
workshops and PESTLE ['Political, Ecenomic,
Social, Technological, Legal and
Enviranmental’] analysis. This culminates in
an Emerging Risk horizon map reported
annually to the Audit and Risk Committee
and Board.
Title Detail Area/Factor Time horizan
Energy infrastructure We are reliant on the stability of the energy grid and are Operationat Short-Medium
stability susceptible to power disruptions, brownouts, partial
outages, blackouts and complete shutdown of electricity due
to problems with the local, or national, energy grid. We are
focused on delivering cur longer-term energy strategy.
Geopolijtical tensions Ongoing conflict in Ukraine and resutting sanctions could Economic Short-Medium
further increase commodity prices and could result inan
economic slowdown.
The cyber threat environment has increased globally
following the Russian invasion of Ukraine in 2022.
Supply chain disruption Dynamic market conditions can cause supptly chain Operational Short-Medium
shortages and resource security pressures, increasing
commodity prices globally.
We are dependent on our supply chains, including foreign
suppliers, which could be impacted by ongoing glebal
matters.
Evolving research and Increasing research into the impact of Per- and Operational Short-medium

understanding around ‘forever
chemicals’

Polyfluorinated Substances [[PFAS’], known as ‘farever
chemicals’, results in changes to existing regulations
and alters testing and treatment processes.
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VIABILITY STATEMENT

Assessment of current position
and long-term prospects

The Directors’ assessment of the Graup's
financial position at 31 March 2023 is set outin
the Chief Financial Officer’s review on pages
66 to 72. Important aspects of that assessment
that are most relevant to the assessment of
viability are:

- The Group's shadaw RCV Gearing is 60.0%,
equal to Ofwat's assumed gearing of 60%
for the notional company on which the
regulatory allowances for this AMP
are based;

The Group has sufficient cash and available
facilities to fund its financial commitments,
including returns to debt and equity
investors, operating and capital expenditure
until November 2024;

— The Group's credit ratings fram two agencies
[S&P and Moody's) are above the investment
grade base level and are stablie; and

The defined benefit pension deficitincreased
ta £27¢ million in the year. The triennial
vatuation as at 31 March 2022 was completed
during the year and the contributions
remained unchanged.

Severn Trent Water, the Group’s principal
subsidiary, is a regulated long-term business
characterised by multi-year investment
programmes and relatively stable revenues.
The water industry in England and Wales is
currently subject to economic regulation
rather than market competition and Ofwat, the
economic regulator, has a statutory obligation
to secure that water companies can (in
particular through securing reasonable
returns an their capital] finance the proper
carrying out of their statutory functions. Ofwat
meets this obligation by setting price controls
for five-year AMPs including mechanisms that
reduce the risk of variability in revenues from
the regutated business in the medium term by
adjusting future revenues to balance over or
under recovery compared to the original plan.

AMP7? runs to 31 March 2025 and Severn Trent
Water has developed its plans to deliver the
operational and financial performance set out
in Ofwat's determination. We have based aur
assessment of prospects for the next

two years on these plans.

When considering the Group's praspects
beyond 2025, it is necessary to make
assumptions about the price review process
for the period 2025-2030 {PR24}, which will
take place in 2024, In making this assessment
we have taken account of:

~ Ofwat’s statutory duty to secure that
companies can finance the proper carrying
out of their functions:

- Severn Trent Water's financial structure,
which is close to the Ofwat notionat capital
structure; and

- Severn Trent Water's plans for AMP7, the
successful execution of which would deliver
benefits to all stakeholders and financial
incentives that would help to further
strengthen our financial resilience in the
period beyond 2025.

We have significant investment programmes,
largely funded through access to debt
markets. Qur strategic funding objectives
reflect the long-term nature of the Severn
Trent Water business and we seek to obtain

a balance of secure long-term funding at the
best possible economic cost. Our Treasury
Policy requires us to maintain sufficient
liquidity to cover cash flow requirements for
a rotling period of at least 15 manths inorder
to limit the risk of restricted access to capital
markets. Qur Group treasury team actively
manages our debt maturity profile to spread
the timing of refinancing requirements and to
enable such regquirements te be metunder
most market cenditions. The weighted average
maturity of debt at the balance sheet date
was 14 years.

We have an established process to assess the
Group's prospects. The Board undertakes a
detailed assessment of the Group's strategy
on an annual basis and the output from this
assessment sets the framework for our
medium-term plan, which we update annually.

Our medium-term plan reflects the Group's
prospects and considers the potential impacts
of the principal risks and uncertainties. We
perform stress tests to assess the potential
impact of combinations of those risks and
uncertainties. The plan also considers
mitigating actions that we might take to
reduce the impact of such risks and
uncertainties, and the Likely effectiveness

of those mitigating actions.
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Period of assessment

The Board considered a number of factors

in determining the period covered by the
assessment. The long-term nature of our
principal business, together with relatively
stable revenues and a model of economic
regulation that places a duty on the regulator
to secure that water companies can finance the
proper carrying cut of their functions, support
a longer period of assessment

Hawever, the changing nature of requlation
of the Water industry and the uncertain
geopolitical and macreeconomic outiook
increase the uncertainty inherent in our
financial projections. We have an established
planning and forecasting process and the
Board considers that the assessment of the
Group's prospects is more reliable if based on
an established precess. Our latest medium-
term plan extends in detail to the end of the
AMP7 period in 2025, with less detailed
projections locking beyond this.

Alonger period of assessment intraduces
greater uncertainty because the variability

of petential outcomes increases as the period
cansidered extends.

Bearing in mind the long-term nature of our
business; the enduring demand for our
services; our established planning process;
and the changing nature of the regulation of
the Water industry in England and Wales, the
Board has determined that seven years is an
appropriate period over which to assess the
Group's prospects and make its Viability
Statement this year.

Assessment of Viability

In assessing our future prospects, we have
considered the potential effects of risks and
uncertainties that could have a significant
financialimpact under severe but plausible
scenarios. The risks and uncertainties
considered were identified in the Group's
ERM process, which is described on pages
73 to 74, and from the key assumptions in
the financial model,

While we have estimated the size of each of
the severe but plausible scenarics described
below, we have grouped scenarios with similar
impact types together and performed stress
testing for the scenario with the greatest
impact. Where the scenario occurs at a point
in time, we have assumed that it occurs at the
pointin the plan with the lowest headroom.



The risks and scenarios tested are described below:

Risk assessed

Due to the nature of our aperations we could
endanger the health and safety of our people,
contrattors and memhers of the public.

Severe but plausible scenario

Serious injury, ill health or death of employees,
contractors or members of the public as a result of what
we do.

STRATEGIC REPORT

Stress test applied

An extreme one-off event.

We do not provide asafe and secure supply of
drinking water to our customers.

Catastrophic breach of a large raised reservoir [»25,000
cubic metres].

Service failure leads lo increased operating expenditure
or failure to meet performance commitment targets.

An extreme one-off event.

Totex underperformance in
each year of the forecast.

GDI penalty in a single year.

We do not transport and treat waste water
effectively, impacting our ahility te return
clean water to the environment.

An extreme breach in a sludge lagoon at a large sewage
treatment works.

Service failure leads to increased operating expenditure
or failure to meet performance commitment targets.

An extreme one-off event,

Totex underperformance in
each year of the forecast.

0Dl penalty in a single year.

We do not meet the needs of our customers or
anticipate changing societal expectations with
the level of customer service we provide.

Our performance is well below customers” expectations
across a range of measures.

0D penalty in a single year.

Key suppliers cannot meet contractual
obligations causing disruption to capital
delivery and/or critical cperational services.

Significant increase in capital pragramme costs.

Service failure leads to increased operating expenditure
or failure toa meet performance commitment targets.

Totex underperformance in
each year of the forecast.

0Dl penalty in a single year.

Cur critical technology capabilities are not
maintained due to cyber threats or system
failures, impacting the services we deliver
threugh our key infrastructure assets or core
systems.

A cyber attack results in a critical loss of personal data
leading to regulatory action.

An extreme one-off event,

Changing societal expectations, resulting in
stricter legal and environmental obligations,
commitments and/or enforcements, increase
the risk of non-compliance.

A breach of law or regulations results in a significant
one-off penalty.

A financial penalty.

We fail to fund our defined benefit pension
obligations sustainahly.

Increasing pension deficit leading to higher deficit
reduction contributions.

Increased pension
contributiens.

We also applied stress tests relating to economic factors: higher and tower inflation lincluding deflation); and higher interest rates, and a
combined scenario taking into consideration totex underperformance, ODI penalties and a financial penalty.

The amounts of the stress tests applied were:

Stress lest applied

An extreme one-off event

Amount medelled

A one-off impact of £250 million at the point in the farecast with the lowest headroom.

Totex underperformance

Anincrease in totex of £250 million in each year of the forecast.

0D penalty

A penalty of £275 million in a single year.

Financial penalty

A penalty of £160 million in a single year [c.6% of turnover}.

Increased pension contributiens

Contributions increase by £34 million per annum.

Combined scenario

An increase in totex of £250 million in each year, an ODI penalty of 1.5% in one year, and

a financiat penalty of £25¢ million in one year.

Higher inflation for three years

10% spike in CPIH followed by two years at 5%.

Lower inflation in each year

Decrease of 2% in CPIH.

Deflation for two years

CPIH of -1%.

Higher interest rates

New debt financed at 2% above the iBoxx index.

We assessed the impacts of the scenarios on our financial metrics, credit metrics and debt cavenants. Where the result of the stress test indicated
more than a limited impact, a risk of a downgrade of credit rating or a breach of a bank covenant, we considered what mitigating actions would be
available and whether they would be sufficient to mitigate the potential impact of the stress test.
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VIABILITY STATEMENT CONTINUED

The table below sets oul the potential impacts of the stress tests and the mitigating actions that would be available te address the impacts.

Stress test applied

An extreme
one-off event

Totex
underpetrformance

Potential impacts on viability without mitigating action

Increased gearing and deterioration in credit metrics that, without
mitigating achion, might lead to a downgrade in ratings although
still at investment grade.

Earnings in the year are lower than the dividend indicated by

our policy.

Increased gearing and deterioration in credit metrics that, without
mitigating action might lead to a downgrade in ratings although
stilt at investment grade

Headroom against debt covenants signihcantly reduced.

GO penaity

Financial penalty

Increased pensian
contributicns

The penalty would flow through revenue two years after the
performance commitment was breached.

Earnings in the year are lower than the dividend indicated by

our policy.

Increased gesring and deterioration in credit metrics that, without
rmutigating action, right lead to @ downgrade In ratings although
still at investrment grade.

Lower profits lead to dividend cover less than one.

Deterioratian in credit metrics that, witheut mitigating action,
might lead to a downgrade in ratings although still at
investmerit grade.

Deteriaration in credit metrics that, without mitigating actien,
might lead to a downgrade in ratings akthough still at investment
grade.

Cembined scenario

Higher inflation
in one year

Lower inflation in
one year

Deflation for two
years

Higher interest
rates

Significant reduction in profitability and cash flow.

Earnings in the year are lower than the dividend indicated by

our policy.

Significant increase in gearing teading to risk of downgrade below
investment grade in credit rating and breach of covenants.

Short term adverse impact to profit, dividend cover and cash.

However, in the longer-term higherinflation increases revenue
and RCY leading to higher profits and lower gearing,

Pressure on PBIT and cash in the year fallowing the low inflation
year [that may sustain in future years|

Increased gearing and deterioration in credit metrics that, without
mitigating action might lead to a downgrade in ratings although
stili at investment grade

Pressure on gearing covenants.

Pressure on PBIT and cash in the year following the low inflation
year [that may sustain in future yearsl

Increased gearing and deterioration in credit metrics that, without
mitigating action might lead to a downgrade in ratings although
still at investment grade,

Pressure on gearing covenants.

Reduction in profitability

Deterioration wn credit metrics that, without mibgating action,
rnight tead to a downgrade in ratings although still at
investrment grade,

The mitigating actions available are described in more detail below:
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Mitigation avaiiahle

Engage with ratings agencies tc discuss the short-term nature of

the impacts.

Manage liquidity by temporanily reducing working capital.

Close out derivative financial instruments in asset positions to generate cash.
Consider new scources of funding, including hybrid debt.

Reprofile capital programme to ease short-term pressure on ratings.
Consider reducing dividend in the year or downgrading the dividend policy.
Costreduction programme focused on reducing discretionary
exgpendiiure to support profitabitity.

Manage liquidity by temporarity reducing working capital.

Close out derivative financial instruments in asset positions to generate cash.
Consider new sources of funding, including hybrid debt.

Consider reducing dividend in the year or downgrading the dividend policy
Accelerate recogmtion of accumutated DD rewards not yet taken.

Engaqe with ratings agencies to discuss the short-term nature of
the impacts.

Manage liquidity by temporarily reducing working capital.
Consider reducing dividend in the year.

Engage with ratings agencies to discuss the short-term nature of the
impacts.

Manage liquidity by temporarily reducing working capital.

Consider reducing dividend in the year,

Manage biquidity by temporarily reducing worlang capital

Close out derivative financial instruments in asset positions to generate cash.

Consider new sources of funding, including hybrid debt

Engage with ratings agencies and banks t¢ discuss the impacts on ratings
and covenants.

Manage liquidity by temporarily reducing working capital.
Close gut derivative financial instruments in 3sset positions to genarate cash.

Cost reductien programme focused on reducing discretionary
expenditure to support profitability.

Reprofile capital programme.

Consider downgrading the dividend policy.

Engage with ratings agencies to discuss the short-term nature of the
impacts.

Manage liquidity by temporarily reducing working capital.

Close out dervative financial instrurments in asset positions to generate cash,

Engage with ratings agencies to discuss the $hort-term nature of
the impacts.

Cost reduction programme focused onreducing discretionary
expenditure to support prafitability

Qur dividend policy 1s index-linked and therefore low inflation would
reduce the dividend payable. We would also consider downgrading the
dvidend policy if necessary

Engage with ratings agencies to discuss the short-term nature of
the impacts.

Consider new sources of funding, including hybrid debt.

Cost reduction programme.

Cansider reducing dividend in the year or downgrading the dividend policy

Engage with ratings agencies to discuss the impacts and the
regulatory true-up mechanism that would mitigate the impacts in the
longer term.

Cost reduction programme focused on reducing discretionary
expenditure to support profitability.

Manage Liquidity by termporarily reducing working capital.

Consider regucing dividend in the year or downgrading the dividend policy.




Mitigating actign

Engage with ratings agencies and banks

Details

STRATEGIC REPO

While ratings agencies and banks apply formulaic calculations as part of their ratings and
covenant assessments, judgment is also applied. Where a threshold for a particular rating is
breached or a covenant ratic not met, a downgrade might not be applied or a temporary
covenant waiver might be granted if the agency/bank considers the situation to be ternporary

and likely to reverse in the near future.

RT

Manage liquidity by temporarily reducing
working capitat

We would seek to accelerate collection of amounts receivable with particular focus on
uverdue avcounls, We would work with our suppliers to negotiate tonger credit terms

where appropriate.

Cost reductiop programme

We would review discretionary expenditure to identify costs that could be aveided or reduced

without a detrimental impact te customer service.

Reprofile capital programme

By deferring elements of capital expenditure, we could mitigate the impact of significant

events on our cash flow and smoaoth the effect on key ratios over a number of years, reducing

the size of the impact in any one year,

Close out derjvative financial instruments in
asset positiohs

Derivative financial assets such as swaps can be closed out with the agreement of the
counterparty, generating cash in the short term.

Consider new sources of funding, including
hybrid debt

The Group has access to a wide range of capital markets and maintains a diverse range of
funding sources. However, there are instruments that we do not currently use that would be
available when more traditional funding is not. Hybrid debt instruments are a form of debt
that has some of the characteristics of equity, for example a bond that features an optien to

convert to equity.

Consider reducing dividend in the year

Our dividend policy for AMP7 is to grow the dividend by CPIH each year. If necessary, we
would consider diverging from this policy to deal with short term pressure on credit metrics

orratings.

Consider downgrading the dividend policy

In circumnstances where the pressure an metrics, ratings or covenants was sustained, we
would consider amending cur dividend policy for the AMP to relieve the pressure while giving
investors a basis to set their expectations for returns,

In selecting which mitigating actions to

apply, we would seek to balance the

interests of all stakeholders and, in particular,
would prioritise mitigating actions that would
not lead to a breach of our commitments

to customers,

We have significant funding requirements to
refinance exisling debt that falls due for
repayment during lhe period under review and
to fund our capital programme. Under all
scenarios considered, the Group would remain
solvent and have access to sufficient funds in
normal market conditions. Our Treasury Policy
reguires that we retain sufficient liquidity to
meet our forecast obligations, including debt
repayments for a rolling 15-month period.

In making its assessment, the Board has made
the following key assumption:

- Any period in which the Group is unable to
access capital markets to raise finance
during the period under review will be
sharter than 15 months.

On this basis, the stress tests indicated that
none of these scenarios, including the
combined scenario, would result in an impact
to the Group's expected tiguidity, solvency or
debt covenants that could not be addressed by
mitigating actions and are therefore not
considered threats ta the Group's viability.

Governance and assurance

The Board reviews and approves the medium-
term plan on which this Viability Statement is
based. The Board also considers the period
over which it should make its assessment of
prospects and the Viability Statement. The
Audit and Risk Committee supparts the Board
in performing this review. Details of the Audit
and Risk Committee’s activity in relation to the
Viability Statement are set out in the Audit and
Risk Committee report in the Severn Trent Plc
Annual Report.

This staternent is subject to review by Deloitte,
our External Auditor. Their audit reportis set
cut on page 168.

Assessment of Viability

The Board has assessed the viability of the
Company over a seven-year period to March
2030, taking into account the Company's
current position and principalrisks.

Based on that assessment, the Directors have
areasonable expectation that the Company
will be able to continue in operation and meet
its liabilities as they fall due over the period to
31 March 2030.

SEVERN TRENT PLC

Going Concern

In preparing the financial statements the
Directors considered the Company’s ability
to meet its debts as they falt due for a
period of one year from the date of this
report. This was carried out in conjunction
with the cansideration of the Viability
Statement above.

The Directors have reviewed the cash and
committed facilities available to the Group
alongside a cash flow forecast extending
beyond the period considered for this
Going Concern Statement. The Directors
have considered the potential impacts, in
the period of one year from the date of this
report, resulting from the scenarios
described in the Viability Statement set
out abave.

The Directors are satisfied that the Group
will have sufficient funds te continue to
meet its liabilities as they falt due for at
least twelve months from the date of
approval of the financial statements, and
that the severe but plausible downside
scenarios considered indicate that the
Group will be able to operate within the
amount and terms (including relevant
covenants| of existing facilities.

On this basis the Directors considered it
appropriate to adopt the going concern
basis in preparing the financial statements.
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STAKEHOLDER ENGAGEMENT

We are focused on driving long-term sustainable
performance for the henefit of our customers,
shareholders, and wider stakeholders,

Stakeholder

Qur Customers

In serving our custemers, we want to provide
strong service delivery over the long term
Our consultation with customers helped our
Severn Trent Water Limited 2020-25 business
plan to be fast-tracked by Ofwat and we have
engaged with our customers in development
of our PR24 business plan.

How we engage

at Board Level

- Customer-shareholders engage with the
Board and submit questions in advance of
our Annual General Meeting [AGM'}.
Service delivery for custarmers is discussed
at every Board meeting.

Customer perceptions of value for money
repeorted to our Corparate Sustainability
Committee.

— Our Board approved extensive customer
engagement te shape our Strategy and
business plan.

Your water, your say’ event held in

April 2023.

This section provides insight into how the
Board engages with our stakeholders to
understand what matters to them and further
inferm the Board's decision making and the
actions taken as a consequence. You can read
more in our formal Section 172 Statement
['s.172'} on pages 95 to 97, which sets out our
approach to s.172 and provides examples of

How we engage

across the Company

- Quarterly meetings with CCW at
management level.

Frequent discussion and consuliation with
our gntine custamer commurity.

Quarterly tracking of customer perceptions
against key indicators including trust and
satisfaction.

Online self-service eptions for customers
and made it easier to check for and report
problems through our ‘Check My Area’ app
and ‘Reporta Problem’ services.
Customers can contact us 24/7 including
through two-way messaging functionality
through SMS, WhatsaApp, TapChat and Apple
Business Chat channels.

I

Our Colleagues

Our greatestassetis our experienced,
diverse, and dedicated workforce. Qur
relationship with them is open and honest,
and they are appropriately supported,
developed and rewarded to encourage them
to do their bestin all that they do.

- Adedicated virtual employee engagement
event, ‘Ask Qur Board', was held in May
2023.

Employee-shareholders have the

opportunity to meet the Beard and submit

questions to the AGM.

- The Chair, Non-Executive and Executive

Directors attend Campany Forum meetings

and provide feedback at Board meetings.

Company Purpoese and culture, tatent

development and our People Strategy are

discussed at Board meetings.

- The Remuneration Committee reviews
workfarce policies and practices and
makes recommendatians to the Board.

- The Board considers our employee
engagement - QUEST - survey results
and steps taken to address feedback.

- Employees are invited to attend the "Ask Our
Board and ‘Ask Liv’ events.

In addition to Board attendance, our
Company Forum brings together employee
representatives at quarterly meetings,
including Trade Union representatives.
Continual communication to empleoyees on
mental and physical health awareness.
Employees are invited to attend the all
campany roadshows held threughout

the year,

Our Communities

Our aim is to be a force for good in the
communities we serve and, in deing so,
create value for all our stakeholders.

Employees who live and work in our
cemmunities ‘meet’ the Board at the
Employee Forum, AGM, and site visits.
Employees who live and work in our
communities coutd also engage with the
Beard through the employee engagement
virtual event, ‘Ask Qur Board', held in

May 2023,

- Corporate responsibility, community
activities and volunteering programmes
are dgiscussed at Board meetings.
Environmental matters, including progress
on our Get River Positive river pledges, are
considered by the Board at every meeting.

1

Our employability scheme inspires our
people and makes a real difference to
people’s lives.

Regular engagement with Government
officials and elected representatives on
water and environment-related issues.
Qur people volunteer, when safe to do so,
threugh our Community Champions
programme, working to impraove our
communities and environment.

Regular community workshops and drop-in
sessions held across our region,

b
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decisions taken by the Board, including how
stakeholder views and inputs have been
considered in its decision making. The
principles underpinning 5,172 are nat only
considered at Board level, they are part of
our culture.

They are embedded in all that we do and
impacts on stakeholders are ronsiderad in
the business decisions we make across the
Company, at all levels, and strengthened by
our Board setting the right tone from the top.
Pursuant to the Companies Act, this

information is incorporated by cross reference

in the Governance Report from page 100. You

STRATEGIC REPORT

can also read more in our separately published
Sustainability Report which can be found on
our website. Qur Engagement in Action section
showcases some of the exciting opportunities
we have had throughout the year to engage
with our key stakeholders. We welcome any
feedback from our stakeholders.

What matters

tothem

- Customer service and
performance

- Leakage and supply
reliability

- Affordability and value for
monay

- Assistance intimes of need

- Respansible investment

- Environment, river quality
and climate change

How we delivered on feedback

this year

- Societal Strategy launched

- 2022 Demand Reduction
Campaign

- New technology services

- Good progress on cur
Affordability Strategy

- First Get River Positive
annual report on progress
against our river pledges

Outcomes from

engagement

- Hit or exceeded our targets on ¢.80% of our
performance commitments, earning an
outperformance of £53 million.

- Supported 132,296 customers through our

Big Difference Scheme this year.

17,178 customers supported this year

through our WaterSure scheme.

~ 7.7% of our customers signed up to our
Priority Services Register.

Link to KPis

- Value for money

— Help to Pay When You Need
it

- Priority Services Register

- C-MeX

- D-MeX

- CRI

- Drinking water quality
complaints

- Supply interruptions

- Leakage

- Internal sewer flooding

- External sewer flooding

- Health, Safety and Wellbeing

- Diverse and inclusive
workpiace

- Opportunities to reach full
potential

- Openand honest
environment

- Fair pay and reward

- Well-developed employee
advisory groups

- 2022 Leadership event

- YuLife wellbeing app

- Continued to narrow our
gender pay gap

- Improved all-employee

benefits including discounted

childcare and support for
elderly dependants
- Refreshed Strategy

Our employee engagement survey score

of 8.4 out of 10 ranked us in the top 5% of

utility companies globatly.

- 16 LTIs compared to 19in 2021/22, our best
ever performance this year.

- 5th on Sacial Mobility index.

— 23rd in Stonewall Workplace Equality index.

- 4thyearin Bloomberg Gender Equality.
Index with our highest ever score.

- 14th on Equality in the Tortaise.
Respaonsibility 100 Index.

- 900 attendees at our Leadership event.

- Employee Engagement
~ Lost Time Incidents

- Operational impact and
disruption

- Local employment

- Economic contribution

- Protection of the
environment

- Cost of living pressures

- Societal Strategy launched

- Welcomed 263 new
apprentices and graduates

- Welcomed 5 new Hereford
and Derwen College interns

- Work experience
opportunities

- Employee volunteering days

- Education sessjons

- New Care Leavers Scheme

- improved the hiodiversity of
5,000 hectares of land, four
years early

Financial support was given to care leavers

through our Big Difference Scheme.

- Qver £2 million awarded to 116 projects

through our Community Fund this year.

7,728 hectares of land improved during

the year.

Over 340 'Kickstarters' across the business

as part of our Kickstart Programme since

its launch.

- 71,259 hours delivered as part of our
100,000 employability hours scheme.

— Over £270,000 donated to our Get River

Pasitive Community Fund this year.

- Education programme
- Externat sewer flooding
- Public sewer flooding

- Pollutions

- Biodiversity
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STAKEHOLDER ENGAGEMENT CONTINUED

Stakehalder

Shareholders and Investors
Caontinued access to capital is vital to the
long-term performance of our business. We
work to ensure that our shareholders,
investors and investment research analysts
have a strong understanding of our Strategy,
performance, ambition and culture,

Many of our shareholders are also
customers, employees and pensioners.

How we engage
at Board Level

- The Board approves the full and half-year
results, Annual Report and Annual
Performance Report,

- The Board receives quarterly trading
updates.

- The Chair, Senior Independent Director
('SID’, Chief Executive, CFO and Non-
Executive Directors attend investor
meetings and feedback is reported to the
Board.

- The Head of Investor Relations gives an

update to the Board on a regular basis and

the Investor Relations Strateqy is discussed
by the Board.

The Chair attends the Capital Markets Day.

Regular meetings between Investor

Relations and the Chair to discuss feedback

from investors and strategy.

Annual Chair governance roadshow to meet

with shareholders, hear views and answer

questions.

How we engage

acrass the Company

- We have a comprehensive programme of
investor engagement including investor site
visits, so that shareholders can experience
our operations and culture first hand.
Regular dialogue with shareholders to
support them in their investments.

Q&A Sessions held with the Executive
Committee bi-annually.

Suppliers and Contractors

Aleng with our employees. our suppliers
support us indelivering for our customers.
Strong supplier relationships ensure
sustainable, high-quality delivery for the
benefit of all stakeholders.

Commercial performance is discussed at
every Board meeting, including an update
on relationships with suppliers.

Supplier representatives attend the Capital
Markets Day and the Campany Forum
alongside Executive Directors and
Nen-Executive Directors,

Our Corporate Sustainability Committee
regularly maonitars progress on
sustainability in our supply chain.

- Board has oversight of our Supply Chain
Charter and approval of our Modern
Slavery Statement,

Meetings with suppliers at the cutset of the
relationship to agree on performance
metrics and ensure continual monitoring of
performance; supplier questionnaires and
satisfaction surveys/stakeholder
materiality surveys.

Regular meetings with cur suppliers,
including training on Modern Stavery, and
our Code of Conduct, Doing the Right Thing.
- Audits and inspections of suppliers.
Periodic performance and commercial
reviews.

- Supplier whistleblowing hatline.

Regulators and Government

The policy framework for the water sector in
England and Wales is set by the English and
Welsh Governments, respectively. We seek
to engage constructively to achieve the best
outcomes for customers and the
environment. Below the policy framework,
our industry is requlated by Ofwat and
others. We agree commitrments with our
regulators and repart our performance
against these. We work closely with our
reguiators to shape our industry to help
ensure the right outcomes for custormers
and the environment.

To deepen Board {evel understanding of our
Regulaters, cur Chair and Non-Executive
Directors formally met with Ofwat during
the year.

Regulatory matters are regularly
cansidered by the Board, including
business plans, the Water Resources
Management Plan and Scheme of
Wholesale Charges,

— Regulatory stakeholders attend Board
meetings, including from Ofwat, the
Drinking Water Inspectorate [DWI'), the
Environment Agency [EA’], the Consumer
Council for Water [CCW’) and Defra.
Regulatory consultation updates are
caonsidered by the Board.

1

- Regular meetings with our regulators at
management level including, the EA,
Natural Resources Wales, Natural England,
Ofwat, the OWI and Defra.

- Reqular engagement with Government
officials and elected representatives on
water and environment-related issues.
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What matters
to them

- Strategy and business model

- Financial perfarmance and returns

- Reputation

- ESG perfermance

- Financial and climate-related risk
management

- Strong leadey sy

— Company culture

- Energy pricing risk management

- Executive remuneration

How we delivered on feedback this year

-~ Interim dividend of 42.73 for 2022/23

- Final dividend far 2023/24 of 64.09

~ Disclesures under EU taxonomy

- Delivery against our Get River Positive river
pledges, Societal Strategy and Afferdability
Strategy

STRATEGIC REPORT

Outcomes from

engagement

- Total Shareholder Return

- AMP7 dividend policy with 2 growth rate of at
least CPIH ~ 2022/23 final dividend of 64.09

- £737 million invested this year in our capital

programmes with 84% of capital prices

agreed for the remainder of AMP7

Allresolutions received over 95% of votes at

our 2022 AGM

Investment into our Green Recovery

Programme

- Fair engagement and payment terms
- Collaboratign

- Responsible supply chain

- Sustainable procurement

- Reputation

- Net zero engagement with supply chain
— AMPB8 Supplier Engagement Event
- Supply Chain Sustainabitity School

- 89 suppliers assessed through EcoVadis this
year

- COP Supplier Engagement Leader 2022

- CIPS Praocurement Excellence Standard
Accreditation

- 14.9 score by Sustainalytics (top 4% of
utilities companies)

- Ranked 17th in Tortoise Responsibility 100
Index

- Carbon Disclosure Project Advanced Rating

- Cutcemnes for customers, the environment
and long-term resitience

- Performance against requlatory targets

- Trustand transparency

- Governance and compliance

- Environmental impact

- Sustainable procurement

- Ensuring resilient supply chain

Sharing knowledge and expertise to find

solutions and opportunities for innovation

Developing responsible business strategies

and achieving continuous sustainabte

development

- Meeting shared targets for growth and
development

-~ December 2022 named by Ofwat in the top
categories for both performance and
expenditure for the second year running.
Highly confident of achieving EPA 4* status
for the fourth consecutive year, a unique
accolade in the sector.
- Awarded London Stock Exchange’s Green
Economy mark.

1l
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ENGAGEMENT IN ACTION

OUR CUSTOMERS

We have a relentless focus on improving service delivery for
customers. Our continuous engagement with them ensures
that we are truly able to understand what matters to them
and deliver further improvements in service.

Combining insights from our programme of engagement, the below
section outlines issues of importance to our customers and sighposts

where you can read mere about the steps we have taken to address them:

Customer Priorities

Providing clean, safe drinking water and
an affordable service, alongside supply
reliability, customer education and
protecting the environment.

Read more: page 15.

The increasing cost of living, with
financial anxiety evident even amongst
those who are not financially vulnerable.
New categories of vulnerable customers
are emerging, and whilst we are a leader
in affordability support, we recognise
there is more to do to increase
awareness of these schemes and remove
psychological barriers to seeking
support.

Read more: page 157.

Understanding customers’ views
in April 2023, we hosted our first Your
water, your say’ session, allowing our
customers and other stakeholders ta pose

guestions about issues that are important to
them, including priorities for the future, in a

public environment.

We were delighted to have over 100
attendees, including custorners, regionat
stakeholders, other water companies,
Expert Challenge Panel members and our
regulators, join us virtually for the event.

You can read more about the outcomes of
the session on our wehsite.

Environmental cancerns: around seven in
ten customers agree climate change is
already having an impact and customers
expect us to have plans in place to meet
these challenges and prevent disruption
to their service. Infermed customers are
witling to invest in resitience, climate
change and protecting and improving the
environment. However, in a less informed
setting, customers are increasingly likely to
prioritise low bills over PRZ4
investments.

Read more: from page 39.

The majority of customers are satisfied
with their water company and consider
that the company has & good reputation.
Customers want increasing honesty and
transparency, and reassurance that we
are focusing on, and investing sufficiently
in, those areas in which we are performing
less well. Customers welcome maore
information about how the way we are
funded, investment and how customers’
interests are protected by regulators.

Read more: pages 6 and 7.
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Understanding and supporting
customers’ diverse needs

We greatly value custamer insights and have a
programme of continuous customer research
to monitor and understand customer views and
perceptions. We conduct customer surveys
and a six-monthly social barometer survey
exploring customers’ sacietal concerns and
their prierities for the future. In addition, we
use TapChat, an online research panel of
around 7,000 customers, to undertake regular
ad hoc surveys, discussions and
communications tests. As part of our research,
we also commission ad hoc quantitative and
quatitative research, including that specifically
for price reviews.

Our PR24 research comprises a mix of
surveys, focus groups, deliberative workshops
and in-depth interviews, This includes
research with those in vulnerable
circumstances and those without internet
access. This research is focused on answering
the following questions:

— What are our customers’ needs and
priorities?

- How can we ensure that our service is
affardable and accessible for everyone?

- How, where and when should we invest to
meet customers’ and communities’
long-term needs?

- What value do customers place on service
improvements?

- Is our plan acceptable and affordable?




OUR COLLEAGUES

We are immensely proud of
our culture; itis something

we work on every day and is
demonstrated by every
colleague across the business.
We reinforce our culture
through the initiatives and
interventions that we put

in place as a company.

Employee voice means different
things to different people and, as
such, multiple initiatives are needed
to achieve effective outcomes.

We have a combination of collective and
direct employee teedback mechanisms that
focus on two-way inclusive dialogue across
the business.

All of these communication and engagement
mechanisms are well established, well utilised
and cover the full breadth of the organisation.

Our collective and direct
employee feedback mechanisms

Collective Voice

- Company, business and local
Trade Union forums

- Departmental meetings
- Annual leadership events

- OnTap news and Weekly ‘News
Splash’ updates

- Monthly Team Taik
- Wonderfully you

- Diversity and Inclusion Advisory
Groups

Direct Voice

- QUEST survey

- Comm cells

- Whistleblowing

- Employee/manager meetings
- AskLiv

- Yammer

- Safety Net Reporting

Engagement with our

Company Forum

Providing oppartunities for our employees to
stay connected to the direction of the Company
and be involved in business decisions is a key
part of gur culture. Qur Company Forum
facilitates this in & structured way. According
to a recent survey by Tortoise, we are ane of
only 38% of organisations in the FTSE100 who
have this in place.

The Company Forum meets four times a year
and attendees are invited from Trade Unions,
all leadership levels, the Executive Committee
and Board. Through this Forum, we engage
with employees on all ways of working. ttis
jointly chaired by the Director of Customer
Operations and the Joint Secretaries of our two
main Trade Unions [Unison and GMB). Board
Directors are invited to attend and participate
at meetings and, over the last twelve months,
Christine Hodgson, Sharmila Nebhrajani,
Gillian Sheldon and John Caghlan, as welt as
Liv Garfield, have attended meetings, to listen
to the discussions and to talk about their areas
of responsibility and interests.

The agenda is wide-ranging and topics for
discussion this year have included working
time and fatigue, an overview of the
occupational health contract tender and
angoing dialogue on company-wide initiatives
such as our Societal Strategy, diversity and
inclusion, and new tatent. There are also
regular updates on company performance,
year end results, and all large change
programmes.

The Company Forum consistently feeds back
on the value it gets from Board member
attendance and the Trade Unien national
officers highlight how different this is ta the
experience that they have in other
organisations.

Engagement with Business

Forums and Local Forums

In order to reach all parts of the business and
tailor conversations relevant to those areas,
we hold local forums chaired by area business
leaders to discuss performance, health and
safety, successes and areas of concern. To act
as a bridge between the Company Forum and
Local Forums, there are Operational and
Customer Business Forums. They meet to
discuss business updates and to resolve
matters that cannot be solved at a local level.

There is also a separate Health and Safety
Company Farum and Severn Trent Services
has its own non-unionised employee forum.

STRATEGIC REPORT

Engagement with all employees
Creating, developing and growing the right
communication and engagement channels for
our employees is kept under continual review
Some forms of communication, such as line
manager relationships, are well established;
however, we continue to run regular line
manager training, especially for new
managers, as we recognise the crucial role
that manager behaviours, in particular
visibility and trust, play in encouraging an
active employee voice. Likewise, the approach
and format of local team meetings is an
important factor in creating an open dialoyue
with the team, The monthly Team Talks
encourage this discussion and provide
consistency and structure as part of a wider
tearn agenda.

Yammer is well used across the business,
particularly in operational areas, allowing
employees to showcase work and start
discussions on work-related topics. AskLiv
provides a route for individuals to raise
questions to the CEQ and Senior Management
Tearm that colleagues are unable to find an
answer to elsewhere. The encouragement of
apen dialogue is comglemented by top-down
communications in the form of the OnTap
intranet news and the Weekly ‘News Splash’
magazine-style round-up of key news articles.

All employee engagement events

We know that coming together and takingtime
to cannect to our Strategy and ambitions is
important to our colleagues, and drives
engagement and curiosity amongst our teams.
We take pride in delivering engaging
collaborative leadership events year on year,
bringing our leaders together to build
networks and make links te our performance
apportunities.

In Septernber 2022, we held our leadership
events at Tittesworth Water, with over 200
attendees from across the business. Sessions
focused on PR24, the launch of our Societal
Strategy and the promotion of our Company
benefits offering. The event was hugely
engaging, with aver 25% of colleagues saying
that it was a positive use of their time, and that
they were confident of being able to
communicate the messages to their teams. To
ensure that the messages reached across the
whole organisation, a cascade "Team Talk’
pack was provided for managers to use with
their employees.

We also hold Long Service Awards and annual
‘Awesome Awards to celebrate individual and
team achievernents.
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STAKEHOLDER ENGAGEMENT CONTINUED

Ask HR Roadshows

During the year, our Ask HR Roadshows visited
and attended multiple sites and team meetings
to help our colleagues get their questions
answered in a more convenient way which can
often help resolve their queries quicker. The
sessions allow us to listen and give employees
and teams an opportunity to air any issues or
concerns they have while building deeper
relatienships across sites.

Doing the Right Thing ['DTRT’) and
our ‘Speak Up’ approach

Itis important that our colleagues have the
right processes in place to raise concerns
should they need to. Whistleblowing
procedures are in place far all Group
companies to deal with any allegations of
breaches of DTRT,

We remain cammitted to providing an epen
and transparent ‘Speak Up’ environment to
foster a culture where employees have the
confidence to speak out about issues that
concern them.

All employees have access to independent
psycholegical suppaort and legal advice through
our Employee Assistant Programme, and we
regularly communicate and increase awareness
of all whistleblowing routes, including our
confidential Safecall 'Speak Up’ line.

Read more: about our ‘Speak Up’
arrangements on page 139,

QUEST engagement survey

Dur annual employee engagement survey,
QUEST, helps us to understand what is geing
well and where we can improve, QUEST is
conducted by an independent research
campany to ensure the results are anonyrmous.

We were delighted that our employee
engagement score achieved 8.4 out of 10 this
year, placing us in the top 5% of utility
companies globally. As important as the
range of opportunities provided is how our
colleagues feel about them. We continue to
ask colleagues guestions relating to their
feelings about learning. careers and growth
at Severn Trent. We are really pleased that all
topics scored above henchmark, recognising
our delivery and focus in these areas.

On career paths, employees scored the
question, ‘| see a path for me to advance my
career in our grganisation’ as 7.8 out of 10,
1.3 above benchmark. When asked whether
their job enables colleagues to develop and
learn new skills, 8.4 agreed. It is truly lovely
to see how our teams feel supported in their
developrment and see pathways to develop
and progress.

Itis equally important to colleagues that we
are able to respond 1o what they teilus. The
below section offers an example of how we
responded to feedback during the year.

How we responded

Following publication of the QUEST results,
we immediately constituted a dedicated
waorkstream to review our working
enviranments on our sites and were able
to address the issues raised, including:

- a communication campaign to all
colieagues promoting better meeting
room etiquette;

- puilding multiple breakout areas at sites
with meeting pods;

- significant investment in meeting reom
technalogy; and

— an upgraded meeting room system to
automatically reject no-shows to give
back availability of rooms.

0 SEVERN TRENT PLC

QUEST in action -

collaboration spaces

Collaboration space and environment were
identified as key topics of facus by our
employees this year. Following an in-depth
assessment, we identified that the primary
feedback was around collaboration space and
technology.

With the return to office environments
following COVID-19, many colleagues told us
they felt frustrated with the lack of physical
spaces and technology available for meetings
and collabaoration. And some, colleagues felt
that improvements could be made o the
technology available te facilitate continued
use of online meetings.

QUEST performance

Qutcomes

We were delighted that our QUEST scores
this year showed a marked improvement
we appreciate there is still more to be
done in this space. We are pleased at the
feedback we are receiving from
colleagues:

“This has improved since introducing two
additionat breakout spaces within the
office.”

“Plenty cf room, especially since the
seating areas have been enhanced.”

“There are always spaces available to
have conversations or meetings.”
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It would be great to have more
spaces for conversations and
collaboration when working in
the office.”

How can we prevent rooms being
booked and not ultimately used?”

(1]
Technology could be provided

in all meetings rooms, including
small single office spaces.”

| would like to see more meeting
spaces available, outside of
ordinary meeting rooms, for more
informat discussions.”




OUR COMMUNITIES

We work hard to make our
water wonderful and keep our
millions of customers ‘on tap’
every day. But there is mure

to Severn Trent than that.

We think it is important to

give back to the communities
where our customers and
people live. Not because we
have to, but because we think
we should. Whether that
means caring for the
environment, supporting the
next generation, or just making
our region a better place to
live, we want to make a positive
difference in our communities.

Findings new ways of working and
working in partnerships

Our partnerships, such as local authorities,
regulaters, charities, community groups and
schools, are fundamentzal to how we are
increasing our support to our custemers,

We have written to the Chief Executive of every
local authority in cur region to offer help with
identifying households that might need
support, building on the wark we have been
doing with several local authorities in our area
to help them allocate the funding available
from central Government threugh the
Household Support Fund, allocating some to
ease waler bills. Through our work with lacal
guthorities, we have also secured additional
grants being paid directly to custoemers.

We have been working with Coventry City
Council and Birmingham City Council to help
transition households identified as financially
struggling onto one of our financial support
schemes. A5 part of our programme of
partnership warking. in September 2022 we
partnered with Nottingham City Council to
bring together advice and suppart agencies for
customers including St. Ann's Advice Centre
[debt advicel, Green Doctor (energy efficiency
experts) and Nottinghamshire Energy
Partnership [delivering projects that tackle
fuel povertyl.

At the same time, we have been working with
the Department for Work and Pensions to
proactively identify custorners in need and,
where possible, move customers directly onto
one of our support schemes.

We regularly visit foodbanks, community
centres and outreach centres to raise
awareness of the support we provide and to
engage with vulnerable customers. We are
monitariny e 'Waim Hubs" initiative as
another potential venue for engaging with
customers and those struggling financially.
This enables us to engage with hard-to-reach
customers, including family and friends of
those who most need help. We assist
customers in the completion of apptications for
our financial support schemes.

We announced our Societal Strategy in
November 2022, which is similarly built on
long-term collaberation with lecal authorities,
community greups and schoels. In the first
implementation area of East Birmingham, we
have aligned our strategy with the local
authority’s East Birmingham Inclusive Growth
Strategy. We are already working with 24
partners, mostly charities and community
groups, on delivering 10,000 hours of free
employability training in communities. We are
also working with schools to provide work
experience to 300 young people every year,
rising to 500 by 2032, in social mobility cold
spots. We will also werk with other
crganisations to understand and remove the
barriers that could prevent children
undertaking work experience, such as
affordability and transport.

Uniting to cut carbon by

1 million tonnes per year

in September 2022, we announced our
pioneering global partnership with Aarhus Vand
[Denmark] and Melbourne Water [Australial to
waork together to reduce our carbon emissions
by around a million tonnes every year and to
lead the green transfor mation of the sector.

Through this world-leading callaberation,
we will build upon our collective experience,
expertise and innovation capabilities on

key projects such as:

- transforming our Strongferd sewage
treatment facility into a Net Zero hub
|[read more on page 19);

- develeping new techniques and
international standards to measure and
record nitrous oxide and methane
releases from waste water treatment sites;

- identifying ways to enhance waste water
treatment sites with green technology
while reducing emissions to net zero; and

- maximising the use of renewable,
sustainable resources at treatment facilities.

SEVERN TRENT PLC
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Severn Trent creates 100

new Water Savina Champinns

In September 2022, we recruited 100 new
temporary Community Water Saving
Champions across Leicestershire and
Berbyshire to help make homes water-
efficient. Our new Champions are all
making a positive difference in local
communities at pap-up events and by
talking to customers in their
neightourhoods, helping to advise peaple
on how to save money by reducing water
consumption, which canin turn help
reduce water and energy bills.

Cur Champions will also provide
infermation on our support schemes that
customers can access if they are
struggling to pay their bill, as well as free
products that will help reduce water use.

Radical innovation requires
participants with great
diversity, different expertise,
curiousity, ambition and trust-
building - precisely the
characteristics of our partners
in the UK and Australia.”

Claus Homann - Chief Executive,
Aarhus Vand

We are in the decade that matters
when the actions we take now
will define our future. We must
also adapt our operations to
prepare for a changing climate,
which is why we are passionate
about this international alliance
with Aarhus Vand and

Severn Trent.”

Nerina i Lorenzo - Managing
Director of Melbourne Water
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ENGAGEMENT IN ACTION CONTINUED

SHAREHOLDERS AND INVESTORS

Our intention is to drive value
for all of our stakeholders
through ensuring strong
service delivery for customers
and the environment over the
long term. Engagement with
our investors is critical to

our success.

What our investors and potential
investors say matters to them

investor meetings are primarily attended by
our CEOQ, CFO and Head of Investor Relations,
although other Executive Cammittee members
also attend. The Chair and individual Directors
regularly engage with major shareholders to
understand their views on governance and
performance against Strategy.

During the year, we held around 170 investor
meetings and met with nearly 140 existing and
potential investors. These meetings were
attended by 53 shareholders, representing
b65% of our share register. Dver 70% of the
meetings were held in person compared with
only 53% in the previous year. MHowever virtual
meetings enable us to cover large
geographical areas.

92 SEVERN TRENT PLC

The meetings focused on the Group's financial
performance, our commitment to the
environment, our cutlook on AMP8 and our
approach to helping customers in the current
climate.

Annual Report

Our Annual Repert is available to all
sharehoiders, and we aim to make it as
accessible as possibie, Shareholders can opt
to receive a hard copy in the post, a POF copy

via email or download a copy from cur website.

Please contact the Group Company Secretary
to request a copy.

Annual General Meeting

Our 2022 AGM was held on 7 July 2022, at
which 78.05% of our shareholders voted. We
were delighted to receive in excess of 95%
vates in favour for all of our resolutions. The
AGM was held as a hybrid meeting, meaning
that shareholders were able to follow the
business of the meeting by virtual as well as in
person. Shareholders were invited to submit
guestions to a dedicated AGM mailbox and a
process was put in place for the Board to
respond to any questions directly and publish
responses on the Company’s website.
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This year's AGM is to be held on Thursday.,

& July 2023 at 10.00am, Following its success
in 2022, the Board agreed that the AGM would
be conducted as a hybrid meeting, allowing
those who join virtually to log into a live
webcast and pose questions to the Board in
real time. Shareholders are also able to submit
questions in writing through our website in
advance of the AGM. The physical location of
the AGM will be the Severn Trent Academy,
Hawksley Park, 5t. Martins Road, Finham,
Coventry, CV3 6PR.

In addition to the AGM, the Groupn Company
Secretary communicates with individuat
investors, making sure we respond properly to
guestions in relation ta their shareholiding. Our
share registrar Equiniti also has a team to take
care of shareholders’ needs.

Corporate website

We continually monitor our website,
severntrent.com, to ensure itis user-friendly
for aur stakeholders. The website has a
dedicated investor section which includes an
overview of Severn Trent Plc and our history,
our Company information and results, our
annual reports, results presentations
lincluding webcasts) and an investor news
section containing information which may
be of interest to our shareholders.



SUPPLIERS AND CONTRACTORS

Our investment plans for AMP7
and AMPS8 will require a
resilient and highly engaged
supply chaln. Supplier
engagement is essential to our
plans and promotes a shared
culture of trust to share
knowledge and expertise to
find the right solutions for our
customers, ensure continuous
sustainable development and
develop responsible business
strategies. Our enduring
relationships with our
suppliers help us to reduce the
risks we face as a business, for
the benefit of our wider
stakeholders, particularly our
customers and communities.

Supplier engagement is integrat

to our success

We deliver this through our partnership with
the Supply Chain Schoel, in-person Supplier
Summits, supplier onboarding events,
one-te-gne engagement, training events and
dedicated supplier communications. Through
these channels, we make sure that what we,
and our customers, expect is relevant and
appropriate to the suppliers’ activities and
their environmental and social impact.

AMPS8 Supply Chain Engagement Day
We have an array of hugely exciting projects
and AMP8 schemes aimed at improving our
network and service and, more importantly
build resilience to protect and enhance the
water supply for our region, both now and in
the future. A key factor of success is warking
collaboratively and creatively with our supply
chain to deliver new selutions te overcome the
challenges. So we have been engaging with our
capital supply chain early.

On 10 March 2023, we brought tegether over
80 of our suppliers, sharing with them our
ambitions and priorities for AMP8 and
where they can play a partin delivering

vul shared successes,

The agenda for the day included future
challenges and innovatien lincluding energy
prices, climate change and affordability), early
visibility of cur AMP8 inveslment programme
and how early engagement can help us identify
new ways of working and create a strong
foundation upon which new opportunities and
collective success can be realised.

The event was a brilliant success and received
averwhelmingly positive feedback from
suppliers.

Engaging on modern slavery
Collaboration is key to identifying and
addressing modern slavery, so we actively
engage with other organisations to gain insight
and maintain best practice. We entered our
second three-year partnership with Stave-
Free Alliance in 2021, which has been
instrumental in our approach and in the
pregress we have made inidentifying and
mitigating modern slavery risk. We continue to
sit on the Steering Group of Utilities Against
Slavery, formeriy known as the Utilities
Madern Slavery Working Group. The working
group continues to grow, with over 24 utilities
organisations actively participating. In 2021,
we also partnered with the Supply Chain
Sustainability Schoaol, which provides access to
awide range of learning reseurces, including
dedicated medern slavery awareness training
for all organisations within the Group's supply
chain.

Having outperformed our ambition to ensure
60% of our high-impact suppliers were risk
assessed for modern slavery, we decided to
evolve our approach in view of the Ukraine
cenflict, cost of living ¢risis and labour
shortages being observed within the
construction sector, issues that directly
increase the risk of modern slavery
occurrence in our supply chain. In
collaboration with our strategic partner, the
Slave-Free Alliance, we enhanced our supplier
selection questions in line with the utilities
sector, conducted a heat mapping exercise to
confirm our greatest areas of risk and engaged
with contract owners to develop bespoke
assessments where required.

SEYERN TRENT PLC
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Read more:

You can read more on our approach
and engagementin our 2023 Severn
Trent Plc Anti-Slavery and Human
Trafficking Statement online,
published in summer 2023

Engaging with suppliers to take
positive action

Working closely with cur supply chain partners
is critical to the delivery of our sustainability
ambitions, and we are committed to building
supplier capability through engagement,
training and our partnership with the Supply
Chain Sustainability School to support them.
Our 2022/23 highlights include:

- 100% of contracted suppliers signing up to
our Sustainable Supply Chain Charter;

- 89 suppliers having been assessed through
EcoVadis, an independent rating platform
which assesses suppliers based on their
environmental and social impact
performance;

- being awarded CDP Supplier Engagement
Leader for the secand year running;

- 44% of suppliers, by emissions, having set a
Science-Based Target for 2022/23; and

- all applicable suppliers and their
subcontractors to pay the real Living Wage
as aminimum,

Read more:

For more information on our vision
and priorities, refer to our first
Sustainable Procurement Statement,
and latest Annual Sustainability
Report, published in summer 2023.
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ENGAGEMENT IN ACTION CONTINUED

REGULATORS AND GOVERNMENT

Our relationships with the Highlights of our engagement
Government, our regulators, activities during the year

and other agencies support us
in ensuring that we meet the

highest customer service and 2022 e e
envirenmental standards, Mansfietd
while providing value for AprilO Retorery
money services to customers. - Mansfield Green Recovery Project : Project
Tour with MP for Bromsgrove H
showcasing one of our 72 Tiny e May
Additional activities in the year Farests ! - Mansfield Green Recovery Project

nareer

Taur with the Environment Agency -
hosted by Liv Garfield

- Stakeholder Roadshow with MP for
Mansfield — hosted by Liv Garfield

- Green Recovery Project Site Visit and lead
pipe replacement programme with Ofwat

June O .............. sesssnre aasannes PP .
Ove r 1 2 - Tour of miners rescue centre in
sewage treatment tours held Wrexha.m supported by the Comm_umiy
Fungd with MP for North Wales region
~ Tour of Mansfield Green Recovery

Eig ht cOmm u nity Project with the National Infrastructure

Commissicn

SESSionS - Tour of Church Wilne waste water

treatment works and Green Recovery

T L T L LIy

relating to our Get River Positive river Programme with Ofwat Chair - : ‘
pledges, the fantastic work of our River hasted by Liv Garfield Mansfield
Rangers and local growth plans, all with H Recovery
MPs from our region : Project

oo-Q July

- Touyr of Bamford waste water treatment
works and Mansfield with Qfwat

Tour of the Severn Trent Acadermy and
Finham Sewage Treatment Works with
The Office for Environmental Protection

Tesssmmsrreannenes

anf:;‘:‘;”” I - Stakeholder Ruadshow ta showcase our
rescue : work in the community, river pledges
centre : and Green Recovery Programme with the MP
: for Ludlow - hosted by Liv Garfield
September o. ....... teensrrrancerrrureanny

- Site visit and overview of Green Recovery
projects, including Bathing Rivers
scheme and an overview of our River
Rangers roles with the Environment : Bamford
Agency - hosted by James Jesic waste water

treatment
tour

i---'O October

- Stakeholder Roadshow to showcase our
work in the community, river pledges and
Green Recovery Pragramme with the MPs
for Coventry — hosted by Liv Garfield

- Water Efficiency Policy discussian
with MP for Tewkesbury

November Q-----ss- [P SR

~ Showcase on local investment and Green  :
Recovery Programme with MP for
Coventry North West and MP for Rugby

2023

April (Qreevrenneensennnens vieanen

- Board hosted visit to Mansfield to
showcase our work on green recovery
with the Chair of the Environment Agency

seasererreencnnes

+++-Q) February
- River water quality discussions with
MP far Derby North

mevuananne

eavanee
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SECTION 172 STATEMENT

Stakeholder engagement is
central to the formulation and
execution of our Strategy and
is critical in achieving long-
term sustainable success. The
needs of our different
stakeholders, as well as the
consequences of any decision
in the long term, are well

considered by the Board.

s.172 factor

Itis not always possible to provide pesitive
outcomes for all stakeholders and the Beard
sometimes lias to make decisions based on
balancing the competing priorities of
stakeholders. Our stakeholder engagement
processes enable our Board to understand
what matters to stakeholders and consider
carefully all the relevant factors to select the
course of action that best leads to high
standards of business conduct and success of
Severn Trent in the long term. The principles
underpinning s.172 are net only considered at
Board level, they are part of our culture. They
are embedded in all that we do as a company.

STRATEGIC REPORT

The differing interests of stakeholders are
considered in the business decisions we make
acraoss the Company, at all levels, and are
reinforced by our Board setting the right tane
from the top. All of the Board's significant
decisions are subject to 25,172 evaluation to
identify the likely consequences of any decision
in the long term and the impact of the decision
on our stakeholders.

In performing their duties during 2022/23, the
Directors have had regard to the matters set
out in 5.172 of the Companies Act 2006. You can

read more on how the Board had regard to
each matter, during the year, as follows:

- Whistleblowing

Page 102 to 103
- Company Culture

- Whistleblowing

The likely The interests The need to The impact of The desirability The need to act
consequences of of the Company's foster business the Company’s of the Company fairly as between
any decision in the employees relationships with operations on the maintaining a members of the
long term suppliers, customers | community and the reputation for high Company
and others environment standards of
business conduct
Relevant disclosure
Page 2103 Page 2to 3 Page 2to 3 Page2to3 Page 2to 3 Page2to 3
- Corporate Strategy | - Corparate Strategy | - Corporate Strategy | — Corporate Strategy | - Corporate Strategy | - Corporate Strategy
Page4to5 Page 14 to 38 Page 33 Page 3% to 63 Page 6to 7 Page 84 to 94
- Our Business Model | - Performance - Responsible - Sustainability - Market and industry | - Stakeholder
Page 14 to 38 Review Payment Practices Page 137 to 140 Overview Engagement
-~ Performance Page 22to 33 Page 14to 38 - Corporate Page 139 Page 92
Review - Caring for - Performance Sustainability - Whistleblowing — Annual General

Page 10 Qur People Review Committee Page 130 to 131 Meeting
- Dividend Policy Page 25to 28 Page 139 - Sustainability —Internal Controls Page 10
Page 39 to 63 - IDiversjty and - Modern Slavery Reportba\{ailable at and Risk : - Dividend Policy
- Sustainability nclusion Page 39 to 63 our website. managemen Page 39 to 63

Page 84 and 85 and - Sustainability Page 3%to 63 - Sustainability

a‘il'_:andl'?(l Page 4to5 - Sustainability

- tmployes - Our Business Model

Engagement
Page 13%
Page 139 g

Principal decisions in 2022/23
The principal decisions taken by the Board in the year are detailed on pages 112 to 113 of the Governance Report. Qur approach below sets out
how the Board is supported in carefully considering all the refevant factors that lead to its selection of the best course of action to ensure the
long-term success of the Company:

Leadership and
management receive

to ensyre awareness of the
Board's responsibilities

training on Directors’ duties

Stakeholder engagement
activities recorded and
detail included in Board
papers where applicable

BOARD INFORMATION

Board papers include
atable setting out
5.172 factors and
relevant information
relating to them

The Group's culture
ensures that there s
proper cansideration of
the potential impacts of
decisions

5,172 factors considered in
the Board's discussions on
Strategy, inctuding how they
underpin long-term value
creation and the
implications for business
resilience

The Board performs due
diligence in relation to the
quality of the information
presented and receives
assurance where
appropriate

BOARD STRATEGIC DISCUSSION

SEVERN TRENT PLC

Follow-up
actions with
Board oversight

BOARD
DECISION
The Chair ensures decision Engagement
making is sufficiently and dialogue with
fnformed by 5.172 factors stakeholders
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SECTION 172 STATEMENT CONTINUED

Engagement with stakeholders

The Beard recognises that stakeholder
engagement is essential to understand what
matters most to our stakeholders and the
likely impact of any key decisions. We have a
long history of engaging with all of our

Key stakeholder groups considered

stakeholders and the Board values the insight
that this engagement provides. Details of how
we engaged with our stakeholders during the
year can be found within our Stakeholder
Engagement section on pages 84 to 94.

Customers Communities

SOCIETAL STRATEGY

Context
We have arange of measures in place to help

support custorners whe are experiencing
affordability pressures. The pandemic and
recent geopolitical events in Ukraine have
exacerbated affordability and cost of living
pressures. Inflation is now the highest it has
been since 1992 and households are seeing
significant price rises, notably for electricity,
gas, food and petrol. As a result, many more
hauseholds now find themselves in water
poverty.

As a socially responsible company that
genuinely cares about its customers and the
communities it serves, the Company
launched its Societal Strategy in November
2022, which focuses on the underlying
causes of water poverty to address the
drivers af long-term affordability issues and
contribute to the wider levelling-up agenda
given the overiap hetween water poverty and
income poverty. The Board developed the
Societal Strategy with the objective of
addressing affordability in the immediate
term and proposing a multi-AMP strategy to
eradicate water poverty in our region by
improving the life chances of people inaur
communities.

Read mare
You can read mare about our Societal

Shareholders
and [nvestors

_—

Strategy on page 32 and at stwater.ca.uk.

Employees Suppliers

Consideration of 5.172 impacts by the Board in its decision making

Customers:
The Board considered the Company’s Societal
Stratagy in view of (ts existing commitment to keep
absolute bills as low as possible for all customers
whilstalso delivering improved resilience,
sustainabitity and strong service delivery, by ensuring
that every pound is spent wisely and efficiently
Potential impacts ta customer bills were central to
Board discussians and, as such, the Sacretal Strategy
was structured so as notto increase costs to any
non-water-poor custorners above the level assumed
irt the Company's Final Determination.

Follawing careful analysis, the Board determined that
the Societal Strategy would provide both immediate
suppart te customers experiencing affordability
pressures and hetp address the underlying causes of
poverty for the long term.

Toinform its approach, the Board engaged a
research agency to carry out the Company’s
largest-ever, in-depth survey of stakeholder ang
customer views on affordability. The research was
gesigned to include in-depth interviews, surveys,
focus groups, tollow-up interviews and deliberative
workshops to make sure the Company, and the
Board, thoroughly understoed the needs of its
cystomers priorto finglising its plans.

Communities:
Notwithstanding the Company's Affardabitity
Strategy announced in May 2022, the Board
acknowledged that mare needed to be done to
address the (ong-term drivers that perpetuate
poverty ih our society. Therefore, the Board
determined that the Sacietal Strategy should be
developed to complement the Company’s extensive
wark on affordability with an equally ambitious
approach to water poverty By pulling together the
Company’s socially directed programmes into a
clearer framework, the Board recognised that it
would make it easier for communities to access the
support they need.

As part of this, the Board agreed fo increase the
proportion of Community Fund grants going into
training and skills cutreach, targeting a combined
allocation of €1 million by 2030 with the ambition of
helping 100,000 people, in or at risk of water
poverty, thraugh access to high-quality careers and
employment-related training. Careers and
employability skills were determined to be the most
appropriate route as they impact three of the main
drivers of poverty: unemployment, law pay, and
insufficient working hours.

The Company engaged with key stakeholders,
including Ofwat, CCW, shareholders, local
communities, Business fn The Cormmunity,
Birmingharm City Council and Solihull Council, MPs,
and schools, to listen to and understand their views
and the challenges they face.
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and Caontractors

Examples of decisions taken by the Board
and haw stakehalder views and inputs,

as well as other s.172 cansiderations,

have been taken into account in its decision
making are set aut below.

Regulators
and Government

Sustainahility
and ESG

Suppliers and Contractors:
The Board recognised that the Company could have a
greater and faster impact by engaging with the supply
chain, building relationships with partners across a
multitude of sectors, and utilising our influence to
encourage and lebby for regionat and national change.
As part of this approach, the Company engaged its
Supply Chain and Procurement Teams to encourage
and challenge ourlargest suppliers to join s on this
journey, asking them to match our ambitions on
apprenticeships, recruitment, and work experience,
as wall a5 on real Living Wage, fairness and inclusion,

Regulators and Government:
The Board has a strong track record of engaging
with its regulators. Alongside our extensive support
for our customers and communities, the Board
engaged with CCW and Ofwat's initiatives on
affordability, including the recommendations of
CCW's Independent Water Affordability Review.
These stakeholders have indicated their support of
the Societal Strategy, as have local Government and
MPs.

Employees:

Our annual engagement survey, QUEST, tells us
that our colleagues are the most engaged they have
ever been They are motivated by this pragramme of
work, which will make a positive impact in the
communities that they serve and live and work in.
Qur people will glso have the oppartunity to
volunteer as mentors to support the delivery of cur
Societal Strategy

Outcomes and impact on the
long-term sustainable success

of the Company

Our Societal Strategy will provide support for the
mast financially vilnerable customers in our
region, through supporting an additional 100,000 of
our customers and equip them with the skills and
experiences to help litt them out of water poverty. at
no increase in costs above those assumed in our
Final Determination to our non~water-poor
custamers.




CORPORATE STRATEGY - PERFORMANCE DRIVEN, SUSTAINABILITY LED

STRATEGIC REPORT

Context

During the year, the Board considered its
Corporate Strategy, with the objective of
ensuring that it reflected the business that
we are today, while clearly outlining the
ambitions we have for the future, The Board
discussed the global context the huainess
operates within, and the challenges faced to
maintain its success as a sector-leading
Company.

The Board discussed the need to be a
performance driven, sustainability led
organisation and the desire to deliver
financial and operational outperformance in
balance with the long-term needs of the
environment and the customers and
communities the Company serves. Using
this insight, we defined four key pillars that
describe the strategic outcomes we seek to
aim for:

Read more
You can read more about our
Strategy on pages 2to 3.

Consideration of 5.172 impacts by the Board in its decision making

Customers:
The Board determined that the Group's Corporate
Strateqgy should focus en service detivery for
customers, including providing safe and consistently
high-guality drinking water to customers, ensuring
that supply inlers uption and low-pressyre events
are well managed and ensuring that bills remain
affordable and represent good value for custarmers
The Board also considered that the Corporate
Strategy should facilitate a continued high-guality
customer experience both now and over time, in
censideration of long-term water scarcity and
climate change, and future customer demand.

Employees:
The Board considered that the Corporate Strategy
waould also provide clarity to employees onits
strategic priorities, which would inspire their
contribution to the Company’s future suecess and
drive transformational change programmes to
supportimproved service delivery for customers
and the enviranment.

The Corporate Strategy also provided clarity on the
skills and capabilities required to deliver the
Graup's priorities and increased employee
engagement at all levels of the orgamisation,
through demonstrating cpportunities to give back to
the communities in which we serve and reinforce
the Group's socially purposeful culture.

Environment and our Communities:
The Board considered the vital role of nature and the
naturat environment for the Group, including its
abitity to supply and treat water in a2 way that is
sustainable for the long term.

The Board reviewed the appropriateness of the
Corporate Strategy in supporting the continued
protection and improvement of our region’s natural
environment, and the creation of new community
resources - through supporting local community
projects, giving support to vulnerable and
disadvantaged members of society and, crucially,
increasing the availability of Jobs and training
opportunities.

Outcomes and impact on the
long-term sustainable success
of the Company

Successful execution of the Group’s Corporate
Strategy will deliver tong-term sustainable success
through delivering the Group's sustainability aims,
increasing profitability, value growth and enhanced
reputation. In setting the Group’s Corporate Strategy,
the Board critically assessed business performance
and the future direction of the Company, and
identified areas where additional value could be
generated for its stakeholders

CHIEF FINANCIAL OFFICER SUCCESSION

Context

A key focus of the Board and Nominations
Committee is Board succession and
composition, to ensure the appropriate
balance of skills, independence, experience
and diversity on the Board and Executive
Committee. Succession planning allows the
Board to undertake the necessary
preparations to manage changes without
disruption to the business and ensure
continuity through effective handover
pProcesses.

In February 2023, the Board announced the
retirement of James Bowling as Executive
Qirector and CFO at the Annual General
Meeting in July 2023.

The Chair and CEO led the process to
identify suitable candidates for the role and
an executive search firm was engaged as
part of the recruitment process. it was
announced that Helen Miles, Capital and
Commercial Services Director, would be
appointed as an Executive Director and CFO
Designate with effect from 1 April 2023.

Consideration of s.172 impacts by the Board in its decision making

Communities:

The Board recognised the importance of
considering the Board Riversity Pelicy whilst
considering candidates for appointment and
aligning with the diversity of our region,
specifically in respect of gender, social and
ethnic backgrounds, skills and experience.

Shareholders and Investors:

A key success of the Group has been its
delivery of an effective financing strategy to
position Severn Trent as a leader on financing
performance.

The CFO successor would need to
demonstrate the sarme commitment and
acumen to ensure continued high
performance and return for shareholders and
investors. As a highly experienced and
commercial CF0. possessing strang finance
and regulatory accounting experience, the
Board determined that Helen was the best
candidate for the role.

Employees:
The Board recognised that the appointment of
an internal candidate would demonstrate the
Group’'s commitment to the development,
upskilling and reskilling of its employees, and
the priority it places anits internal succession
pipeline.

Outcomes and impact on the
long-term sustainable success

of the Company

The Board approved Helen's appointment,
given her highly experienced and commercial
background and detailed understanding of the
water sector, with a proven track record of
exceptional delivery. Helen also has an
extensive knowledge of the Group and its
culture, and an in-depth understanding of the
regulated secter in which the Group operates.

Read more
You can read more in our Nominations
Committee Report on pages 127 to 124.
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NON-FINANCIAL AND SUSTAINABILITY
INFORMATION STATEMENT

This section of the Strategic Report constitutes the Non-Financial and Sustainability Information
Statement of Severn Trent Plc, produced to comply with sections 414SA and 414CB of the
Companies Act. The information listed in the table below is incorporated by cross reference.

Reporting
requirement

Stakeholders

Environmental

Matters

Employees

Respect for
Human Rights

Policies and standards which
govern our appreach

- Qur customers are at the heart of everything we do and our Customer Policy
outlines haw our people are responsible in ensuring we keep our promises to our
customers and deliver great customer service.

- Our Group Data Protection Policy supports our people in taking respensibility for
protecting our employee and custormer data whilst considering and implementing
the commitments made within the pelicy when performing their work and making
decisions.

- Qur Group Commercial Palicy outlines what is expected of alt those mvalved in
procurement activities, enabling them to uphold our Values of acting with
integrity and putting sur custorers first. Complying with this Policy enables
employees to maintain proper standards of fairness and integrity in business
relationships with colleagues and suppliers.

- Our Group Environment Policy supports cur environmental plans and our
commitment to environmental leadership. It sets out quiding principles of how we
as a Group operate to protect the environment and the commitments our people
need to consider when performing work activities and when making decisions.

- Qur Group Health, Safety and Welibeing Policy cutlines what is expected of

employees as regards health, safety and welibeing, ensuring that no one gets
hurt or made unwell by what we do. This policy extends to anyone employed by, ar
who carries out work on behalf of, Severn Trent Plc and its Group companies,
contractors, temporary staff and agency workers.

- Group Speak Up Policy - We truly helieve that qur Values are an essential and
vital part of the life and culture of Severn Trent, and that's why we take seriously
any reports aboutillegal practices or inappropriate conducts within cur Company
We hold ourselves to the highest ethical standards and encourage our colleagues
to Speak Up if they are worried about wrangdoing affecting our Company,
customers, colleagues or suppliers.

- Our Group HR Policy outlines our commitment to maintaining a work culture that
is diverse and inclusive, that's supportive and nurturing, and which makes the
mest of everyone’s growth potential. We'll also protect the human rights of all of
our colleagues.

Additienal infarmation
and risk management

Stakeholder Engagement, pages B4 to 94
5.172 Statement, pages 95 to 97
Board Activities, pages 110t 117

TCFD and Net Zero Transition Plan, pages 39
ta 63

Corporate Sustainability Committee Report,
pages 137 to 140

Sustainabitity Report,
www.severntrent.co.uk

TCFD Repart, pages 3% to 54
Stakeholder Engagement, pages 84 to 34
5.172 Statement, pages 95 to 97

Caring for our people, pages 22 to 38
Stakeholder Engagement, pages 84 to 94
Gender and Ethnicity pay gap, page 196
Culture, pages 102 to 103

Governance Report, pages 100 to 163

Audit and Risk Committee Report, pages 127
to 134

Directors’ Remuneration Report, pages 141
to 163

- Anti-Slavery and Human Trafficking Statement
- Diversity within our workforce
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Anti-Slavery and Human Trafficking, page
139

Governance Report, pages 100to 163

Corporate Sustainability Committee Report,
pages 137 to 140



Reporting
requirement
Anti-Corruption
and Bribery

Palicies and standards which
govern our approach

— Our Group Financial Crime and Anti-Bribery and Anti-Corruption Policy cutlines
acceptable and non-acceptable behaviours to ensure compliance with anti-
bribery and anti-fraud laws, which includes improper payments, gifts or
inducements of any kind to and from persons, including officials in private or
public office, customers and suppliers. This policy also covers sur approach to
inside information, political donations, conflicts of interest, gifts and hospitality
and continuous disclosure.

- Our Group Conflicts of Interest Policy provides guidance around managing
conflicts of interests arising from obligations pursuant to the Campanies Act
2006, the 2018 UK Corporate Governance Code and associated rules and guidance
issued by the FCA,

- Qur Group Security Policy aims to minimise the likeliheod of a threat being
realised through the use of appropriate security solutions that reduce the impact
of these threats through the deployment of rebust respanse and recovery
measures.

- Group Competition and Competitive Information Policy - Competition law
applies to all parts of our Company, and we take our position within the market,
and our cornpliance with competition and antitrust laws, seriously. It is not
enough just to comply with the law. In everything we do, we strive to do it with
openness, fairness and honesty, which is supported by our Values and the
stringent rules we have in place.

STRATEGIC REPORTY

Additional information
and risk management

Governance Report, pages 100 ta 163

Audit and Risk Committee Report, pages 127
to 134

Sccial Matters

- Doing the Right Thing, our Code of Conduct, helps us put our Values into practice.
Our Values and Code of Conduct embedy the principles by which the Group
aperates and provide a consistent framework for respensible business practices.

- Group Environment Policy

- Customer Policy

TCFD and Net Zero Transition Plan, pages 39
to 63

Corparate Sustainability Cemmittee Report,
pages 137 to 140

Directors’ Report, pages 164to 166

Sustainability Report,
www.severntrent.co.uk

Stakehotider Engagement, pages 84 to 94

Description of Our Approach to Risk, pages 73 to 74
Principal Risks
and Impact of

Business Activity

Principal Risks, pages 75to 78
Emerging Risks, page 79
Our Business Mogdel, pages 4105

Description of the Cur Business Model, pages 4to §

Business Model

Non-Financial Key Strategic Report, page 2 to 99
Performance

Indicators

Key Performance Indicators, pages 14 to 38

The policies mentioned above form part of Severn Trent's Group policies, which act as the strategic link between our Purpose and Yalues and how
we manage our day-to-day business. During the year, the Board determined that the policies remain appropriate, are consistent with the
Company’s Values and support its long-term sustainable success.

Approval
This Strategic Report was approved by the Board.

Byo?f(he Board.
hi A

Hannah Woodalb‘—i?:;a‘n-
Group Company Secretary

23 May 2023
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CHAIR’S INTRODUCTION
TO GOVERNANCE

Christine Hodgson
Chair

The strong leadership and
breadth of experience we
have on the Board enables
us to make sound and
balanced decisions for

the long-term benefit of
our customers and wider
stakeholders, both now and
in the future.

100 SEVERN TRENT PLC

The last year has seen an increasing number of challenges impacting
our sector, our business and our customers. The conseqguences of
ongoing geopolitical events, significant increases in energy costs and
rising inflation and interest rates are set to continue to impact
companies and communities for some time.

We are positioned well to manage these impacts, and the Board and
Executive Committee are confident that the Company's adaptability
and agility will ensure we can respond to circumstances as they arise,
and continue to deliver for our customers and communities at a time

when they need us most.

As outlined in my Chair's Statement, the last

18 manths have been some of the most
chaltanging in our history and many of those
challenges continue — with high inflation driving
increases in energy costs for customers and
companies alike, and the continued impact of
geopolitical events. Despite these challenges, we
have delivered rabust operational and resilient
financial performance for our customers and
wider stakeholders. This success depends on our
commitment to exceptional corporate governance
standards, which underpin the confident detivery
of everything we do. }t drives ethical behaviours,
informs sound decision making, enables the
effective running of our business ang, ultimately,
builds trust. The Board is fully committed to open
and transparent reporting, and | hope that this is
evident in our Annual Report this year.

| referred to the Board's review of our Carporate
Strategy in my Chair’s Statement, to reflect
where the business is today and outline the
ambitions we have for tornorrow. In line with our
rehust governance framework, the Board will
oversee the delivery of this Strategy and hold
management to account, in order to maintain the
Group's success in the period ahead. You can
read more about our Corporate Strategy in my
Chair's Statement from page 8.

Evolution of the Board and

Executive Team

Succession planning is a key area of focus for
the Board and, during the year, we announced a
number cf significant changes to the composition
of our Board, following the retirement of Philip
Rernnant, former Chair of the Rermuneration
Committee, in November. | would like {o thank
Phitip for his dedication and significant and
impactful centributions to the Beard and
Committee discussions. Sharmila Nebhrajani
has taken on the role of Remuneration
Committee Chair and, as such, willintroduce
her first Directors’ Remuneraticn Report to
shareholders this year. | am delighted that Sarah
Legg joined the Board as an Independent
Non-Executive Director during the year Sarah
orings significant financial and sustainability
experience to the Board and ! look forward to
working with her over the coming years.
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During the year, the Company also announced
the planned retirement of James Bowling,

our Chief Financial Officer of eight years, and
Bronagh Kennedy, our Group General Counsel
and Company Secretary of nearly twelve years.
The Board was delighted that, fallowing rigerous
internal and external search and selection
processes, the appointments in relation to both
these roles, and the subsequent opportunities
created on the Executive Commiittee, were
largely made from talent within our business.
This helps us promate the incredible knowiedge
ang experience that has been developed. We are
confident that this will contribute to the Group's
continued success over the caming years. |t also
pravided the opportunity to recruit an excellent
Partner from Pinsent Masons, Didar Dhiltan,
bringing broad experience and a fresh
perspective to the Executive Committee. Further
detail regarding the changes made to our Board
and Executive Committee can be found in the
Nerminations Committee Report from page 121

Listening and responding to our
stakeholders

The Board values feedback from our stakeholders
and places significant importance on maintaining
close relationships with them and responding to
their views. We pride ourselves on listening and
reflecting, hefore then taking action, Decisions are
never taken inisolatian; rather they are fully
discussed and therefore the Board welcomes
input from all who can add value to those
conversations. Further details of how the Board
has considered the views and balanced the
interests of stakeholders is set out in our Section
172 Statement on pages %6 to 97.

As a Board, we want our stakeholders to hold us to
account and therefore need to ensure that they
have appropriate access to the facts on a range of
topics so they can form a balanced opinion. A good
exampie of this is our river pledges, which were
develaped through listening te our customers,
lecal communities and campaign groups - who
told us how important river quality is to them, The
Board shares their passion that our region's rivers
should be the healthiest they can be, and we
therefore develeped our river pledges aimed at
protecting and revitalising rivers in our region.



| am pleased that our tommitment to ‘Get River
Positive” has now been embraced by others,
driving improvements across the sector. You can
read about our progress against each of the five
river pledges on pages 20 to 21 and in our
dedicated Get River Positive Annual Report, which
is published on our wepsite.

We have also responded to stakeholder feedback in
respect of remuneration, and the way in which it is
linked to performance and particularly in areas that
are mest important to custormers, such as the
environment. In response to this, in 2022 we linked
the river pledges to aur remuneration structures,
through introducing some of the measures into our
Annual Bonus Scheme - with 8% of every
employee’s bonus aligned to their achievernent in
2022/23. Whilst we have cansistently focused on
connecting remuneration to environmental
outcomes, we recognise the strength of external
opinion on the performance of the sector and made
further changes to our Annual Bonus Scheme
during the year to strengthen the focus on
environmental performance - increasing the
weighting within our 2023/24 Annual Bonus
Scheme of river pledges to 12%, and overall
environmental measures to 30%. Qur
Remuneration Policy is designed toincentivise
exceptional, sector-leading performance for the
benefit of customers, communities and the
environment, and to attract, retain and motivate
our Executive Directors, Three-quarters of our
potential Executive pay is variable in nature, based
on stretching targets that are reviewed annually by
the Remuneration Committee. In this way, we
ensure that our Executives are rewarded
commensurate with their performance, which we
believe is more beneficial to all stakeholders than
removing variable pay apportunity and driving up
base pay costs. Further detail can be found within
the Directors’ Remuneration Report on page 157.

Diversity and inclusion

The Board recognises the importance of diversity
- on the Board itself. throughout the
organisation, and more widely - and the need to
foster an Inclusive culture which encourages all
colleagues to bring their whole selves to work,
fulfil their potential ahd perform at their best.

We are encouraged by our gender and ethnic
diversity representation on the Board - 56%
femate and 22% minority ethnic representation
as at 31 March 2023 - but we are not complacent
and know this needs to be maintained going
forwards. We support the targets introduced by
the Financial Conduct Authority and the
transparency of the reporting framewaork that
has been develaped in this regard, to allow
investors and other stakeholders to compare the
progress being made across the FTSE and drive
progress in this important area. We conducted a
review of our Board Diversity Policy during the
year, following which the Policy was amended to
cover a broader range of diversity characteristics
and facilitate open and transparent reporting.
We have developed a refreshed diversity
disclosure this year, which can be found within
the Nominations Comymittee Report on pages 125
and 126, and we welcome feedback on this.

| was also personally delighted that Severn
Trent was acknowledged as the first FTSETQ0
campany to appeint women to the positions of
Chair, Chief Executive and Chief Financial
Officer following the announcement of Helen
Miles” appointment as Chief Financial Officer
Designate. Whilst appointments will only ever
be made on merit, we continue to support the
increase in female appointments to leadership
roles across the + 15k and hope that our actions
inspire the next generation of company leaders.

Board and Committee effectiveness
We spent time assessing and considering the
effectiveness of the Board and its Committees
earlier this year through an internally-facilitated
Board effectiveness evaluation. The Board was
pleased by the results of the review, which
cencluded that the Board, its Committees and
individuat Directors continue to operate
effectively. Asmall number of improvements
were identified, which will be implemented
promptly. You can read more about the
evatuation process and the outcornes of this
year's review on pages 118 t¢ 119.

Corporate governance reforms

The Board remains fully committed to open and
transparent reporting, and we welcame the
outcomes from the Department for Business,
Energy and Industrial Strategy ['BEIS, now the
Department for Business and Trade] consultation
on ‘Restering trust in audit and corporate
governance’. The Board embraces emerging
corporate governance and regulatory
developments — often adopting new
requirements earlier than required where itis
practicable to do so. As such, the Board
requested that the Audit and Risk Committee
review the Group’s preparations for future
corporate reform during the year, which
concluded that we are well positioned for the
proposed changes. Read mere in the Audit and
Risk Committee Report on pages 127 to 134,

Looking ahead to AMP8

With three years of AMP7 now behind us,

the Board is spending a great deal of time
formulating our business plan for AMP8. PR24
will be my first price review process at Severn
Trent and |, along with my fellow Directors, have
invested a significant amount of time preparing
for PR24, including understanding the way in
which the Company can deliver positive
customer outcomes, greater environmental and
social value, drive improvements through
efficiency and innovation, and increase aur
focus on the leng term. This activity is being
informed through deepening our understanding
of our customers and communities. Individual
Directors, and the Board as a whole, have spent
time engaging with our customers, attending
community events and having discussions with
Severn Trent's Expert Challenge Panel, ably
chaired by Bernard Crump, all to ensure that
our future plans continue to fulfil our Purpose
of 'tzking care of one of life's essentials’.

Our draft business plan is well advanced and will
be submitted to Ofwat in October 2023.
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Alongside our PR24 submission, the Board also
spent a significant amount of time considering
key long-term programmes that are inextricably
linked to our environment and PR24, such as our
Drainage and Wastewater Management Plan,
Water Resources Management Plan and the
Water Industry National Environment
Programme, to ensure that we have long-term
plans in place that consider the impacts of
population growth, drought, our environmental
obtigations and climate change uncertainty, so
we can continue to deliver our essential services
for customers now and in the lang term whilst
also transitioning to a net zero world.

As we look ahead to the next regulatory cycle,

I want to thank everyone involved - our
customers, communities, investors, regulators
and suppliers. But above all, thank you to our
colleagues, far their unfaltering commitment to
deliver our Strategy and fulfil our Purpose and
Values each and every day, and their contribution
to the communities they work and live in.

I look forward to the year ahead with confidence,
knowing that our focus on improving services for
cur custorners will be delivered through the
talent of our people, the financial resilience of
our business, and our commitment to serving
our stakeholders will ensure that we continue

to be a socially responsible business providing

a high quality, essential public service,

Christine Hodgson
Chair
23 May 2023

QUICK FACTS

-~ Christine Hodgsan was considered
independent upon sppaintment on
1 January 2020.

- The Board considers that all Non-Executive
Directors remain independent

- The biographies of individual
Directors are set out on pages 104 to 105 and
include details of the skills and experience
each brings to the Board to contribute to the
Company’s long-term suslainable success

- All Directers are subject to election at the Annual
Gereral Meeting FAGM Twihich will be held on
6 July 2023 Fcllowing the completion of this
year's evaluation, the Board concluded that each
Director standing for appointment or
reappeintment continues to contnbute
effectively The Board recommends that
shareholdars vate in favour of thase Directors
standi~g for appointmeant or reappontment at
the AGM, as they will be doing inrespect of ther
ndividual sharehaldings

- Thisrepcrl explains hew we have applied the
principles of the UK Corporate Governance
Code 2018 and confirms our compliance with
its provisions Read mare on page 107
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CULTURE

Christine on a water bar shop at the Cornmonwazalth Games

The Board places great importance on
ensuring that the Group’s culture and Values
are established throughout the organisation,
aligned across directorates and demonstrated
consistently by everyone who works with us.
As such, the Board spends a significant
amount of time, both inside and outside of
Board meetings, engaging with our people
through a variety of mechanisms. The Board’s
participation in the Company Forum (our
weorkforce engagement mechanisml, review
of QUEST engagement results, attendance

at our engaging ‘Ask Our Board' session,
complemented by a range of site visits
throughout the year, are all crucial to
informing the Board’s understanding of cur
culture. In addition, the Board recognises the
need to foster an inclusive culture where all
colieagues are able to bring their whole selves
to work, fulfil their potential and perform at
their best.

Board Members on st visit ta Mansfield waste treatment works in Aprit 2023
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Our people are fundamental to our success
and form a ¢ritical part of us being a trusted
company. Qur people tell us that they work
best together, in an environment of
collaboration and innovation. Our culture of
ernpowerment and accountability, with a focus
on skills, talent and career development, not
only ensures we continue to deliver great
performance but also that we continue to make
Severn Trent & wonderful place to work. This is
borne out by our excellent QUEST employee
engagement score of 8.4 out of 10, puttingus in
the top 5% of utility companies globally.

Qur Vatues of Having Courage, Embracing
Curiosity, Taking Pride and Showing Care are
brought to life in our culture and are integral to
the way we behave and the way we do business.
Our Values are demonstrated by our people
every day as they work tirelessly to deliver our
essential service. Their commitment is evident
in the dedication they show in delivering for our
customers and communities - 24 hours a day,
345 days a year. Our people are also supported
by the systems and processes we have in place
that enable us to deliver consistent operational
performance. This cansistency has created
capacity for our talented people to do even
more to make a positive difference for all

of aur stakeholders.
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How the Board monitors and
assesses culture

The Board understands the importance of
setting the right tone from the top, with each
Director leading by example to promote a
culture of inciusivity. Great emphasis is placed
by the Board on ensuring that the Group’s
culture is aligned to our Strategy, Purpose and
Values. As such, one of the Board's key focus
areas is to monitor and assess the culture
across the Group.

The Board recognises the importance

of ensuring that the Severn Trent culture
celebrates diversity and inclusion in alt

its forms, and embraces individuals'
contributions, no matter what their age,
gender, race, ethnicity, disability, sexual
orientation, social background, religion or
belief. The Board was pleased that Severn
Trent was recognised as a Top 3 FTSE100
campany for representation of women on the
Beard in the FTSE Women Leaders Review
7023, in addition to being named a Top 25
employer by Stonewall.

The Board monitors and assesses the culture
of the Group by regularly meeting with the
Executive Committee and management,
reviewing the outcomes of employee surveys,
engaging directly with individual emgloyees
throughout the Group, and listening to
feedback from our stakeholders. We believe
that our culture is a unique strength and we
see the benefits of this flow through inte
employee engagement, retention and
productivity. The Board places great
importance on employee engagement and
regularly reviews its approach, taking into
account the provisions of the UK Corporate
Governance Code 2018, All of these
touchpoints with colleagues and other
stakeholders provide culturat insight that the
Board can act upon and factor into its decision
making. The table an the next page provides
further detail on the activity undertaken during
the year to assess the Group's culture.

Chrrstine 1n canversation with one of our cotleagues atthe Academy



QUEST
SCORE

8.4

87% participation rate (up 0.2 from last year, our highest aver
score, putting ys in the top 5% of energy and utilities globallyl

CULTURE ASSESSMENT MECHANISM

Review results of the annual QUEST survey,

particularly around employee engagement levels
benchmarked against peers, and how Severn Trent's

Values link toits Purpose and behaviour.

EMPLOYEE ENGAGEMENT
SESSIONS

22

including Deep Dives, Company Forum, Adwisory Groups and
Site Visits to engage with emplayees

CULTURAL INSIGHT

Understanding strengths and opportunities as
identified by employees, and that our Purpose
and Values reflect the Company’s culture

and behaviours.

GOYERNANCE REPORT

‘ASK OUR
BOARD’

110

Number of attendees

OUTCOME/ACTIONS

Actions taken to address the insights gained
from the QUEST survey are continuousty
monitored by the Board through regular
agenda topics structured areund our people.
The Board also received assurance that our
culture is aligned te our Purpose and Values.

The Company Forum provides an opportunity for
employee and Trade Union employee representatives
to meet with Board members on a regular basis.
Members of the Board and Executive Committee

attend the Severn Trent Company Forum ona
rotational basis, so each Director receives

the oppartunity to listen directly to what emgloyees
have to say and for our employees to hear about

A better understanding of day-to-day
operations, the practical execution of
strategy and the cultural context in which
employees work.

matters that the Board is reviewing and considering.

It ensuresthat views from a diverse cross
section of the workforce - in terms of
seniority, gender, ethnicity, tenure of
employment and job types — are censidered
in Board discussions and decision making,
and each meeting generates wide-ranging
exchanges of opinicn and insights.

The ‘Ask Our Beard event ensures g direct dizlogue
with the workforce across the Group. The most
recent event in May 2023 saw 110 colleagues join, and
feedback from the Board and employees was very

positive.

Provides the Board with insight inta colleague
sentiment and topics of impertance to
colleagues, including diversity and inclusion
and our societal contribution.

Outputs from employee engagement
sessions are used to shape future Board
agendatapics and employee updates.
Questions at the event in May 2023 included
performance highlights over the year, the
Group's Sccietal Strategy, River Quality and
affordability initiatives.

Board mernbers attend meetings of the four active
employee advisory groups - LOBTQ+, Ethnicity,

Disability and Women in STEM and Ops.

Ability to hear directly about the progress rmade
against the diversity and inclusion action plans
acrass the business.

Outputs from employee engagement
sessiens are used to shape future Board
agenda topics and employee updates.

Annual review and monitoring by the Audit and Risk
Committee of the effectiveness of the Group Speak
Up Policy, processes and framework. Speak Up
reports are considered at every Audit and Risk
Committee meeting, with onward reporting to

the Board.

A perspective on the nature of colleague
concerns and trends in the behaviours of
colleagues generally. insight into how concerns
are escalated and resolved by Severn Trent.

The Audit and Risk Committee will continue
to monitor the effectiveness of the Speak Up
Policy, and report to the Board the extent to
which this has supgorted the openness of
Severn Trent's culture.

Review hy the Remuneration Cornmittee of the wider
warkforce policies and practices, including gender
and ethnicity pay gaps, CEQ pay ratios and alignment
of Directors’ pension contributions to the workforce.
Integration of sustainahbility measures into short- and
long-term incentive targets. Remuneration is an
annual agenda item at the Company Farum and

outpuls are reported to the Board.

Insight into the role that remuneration, and
remuneration targets, have in promoting the
right performance and behaviours, and the
extent to which incentives and rewards are
aligned with the Group's culture.

The Remuneration Committee will continue
to report to the Board on colleague
sentiment in relation toworkforce pelicies
and practices.

Regular reviews by the Nominations Committee of
senior management talent and succession planning.

The importance of organisational culture in
determining the Company's strategic priorities
and reviewing senior succession plans.

The Board, Nominations Committee and
Executive Committee were engaged
throughout the rigerous Executive Committee
recruitment and selection process.

Regular Board updates and relevant Committee
updates on a broad range of risk and business integrity

matters, including fraud, compliance, bribery,

corruption and modern slavery, and standard supplier
protacols and procedures. This is done through review
of Internal Audit reports, compliance reports, risk

A broad understanding of practices and
behaviours, and how these align with the
Purpose, Values and Strategy of the Group,
including an understanding of the Group's
supply chain partners and alignment to the
cutture of the Group.

deep dives, incident reports and policies and training.

The Board and its Committees provide
appropriate scrutiny and challenge of
management, and receive assurance over
the Company’s approach to managing risk
and business integrity matters.

Completion of mandatory training modules for
colleagues by all Board members on the Group’s

Code of Conduct, Doing the Right Thing.

A deeper understanding of Severn Trent's
Values and standards to inform future
employee engagement.

All members of the Board will continue to
undertake training an an annual basis, to
ensure ther knowledge and understanding
is up to date.

SEVERN TRENT PLC
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BOARD OF DIRECTORS

We have a strong, experienced Board, with a
diverse range of professional backgrounds,
skills and perspectives. The collective
experience of the Directors and the diverse
skills and experience they possess enable the
Board to reach decisions in a focused and
balanced way, supported by independent
thought and constructive debate, crucial to

0O®

CHRISTINE HODGSON CBE
BSc (Hons), FCA

010,

LIV GARFIELD CBE
BA (Hons)

ensuring the continued long-term success of
the Company. integrity and mutual respectare
the cornerstones of relationships between our
Directors, with a Board dynamic that supports
open and honest conversations to ensure
decisions are taken for the lang-term success
of Severn Trent in full consideration of the
impact on all stakeholders.

L°10)

JAMES BOWLING
BA (Hons) Econ, ACA

O10)

HELEN MILES
ACMA

Effective succession planning is enabling

the smooth transition of the Chief Financial
Officer role and will also progress the
evolution of the Board over the next few years.

GOEO

KEVIN BEESTON
FCMA

CHAIR

CHIEF EXECUTIVE

APPOINTED:

Independent Non-Executive
Director on 1 Japuary 2020,
Chairon 1 Aprit 2020.

SKiLLS, COMPETENCES

AND EXPERIENCE:

Christine brings extensive Board
and Governance experience to the
Company as wellas a deep
understanding of business, finance
and technology leadership. Sheisa
cammitted advacate of the nead for
compames to serve allof their
stakeholders effectively and deliver
their social purpose. UntiLher
appointment as Chair of the Severn
Trent Board. she was the Executive
Chair of Capgemini UK Ple, one af
the world's largest technology and
professional services groups.
Christine joined Capgermni in 1997
and built her career in a variety of
roles in¢luding CFO for Capgemimn
UK Plc and for the Global
QOutsourcing business, CEQ of
Technolagy Services North West
Eurepe and the Glabal Head of
Corporate Sovial [esponsiniity.

Christine was previously Semar
Independent Director and Chair of
the Remuneration Cornmittee at
Standard Chartered Ple untit
Septemnber 2022 and January 2023
respectively. Christing retired as an
Independent Non-Executive
Director of Standard Chartered Ple
on 31 January 2023

In January 2020, Christine was
awarded a CBE inthe Queen s New
Year Honours for services ta
education.

Christing is a fellow of the Institute
of Chartered A¢ccauntants in
England and Wales.

EXTERNAL APPOINTMENTS

— Chair of Newton Group
Holdings Limited

- Senior Pro-Chancetlor and
Chair of Loughborough
University Council

— Extarnal Board Adviser to
Spencer Stuart Management
Cansultants NV
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APPQINTED:
Chict Executive on 11 April 2014,

CHIEF FINANCIAL QFFICER

CHIEF FINANCIAL OFFICER
DESIGNATE

SENIOR INDEPENDENT
NOM-EXECUTIVE DIRECTOR

APPOINTED:
Chief Financial Ofhicer on
1 Aprit 2015,

APPOINTED:
Chief Financiol Othcer Designate
on 1 April 2023,

SKILLS, COMPETENCGES

AND EXPERIENCE:

L brings to the Board a wealth of
experience managing custamer
service delivery and complex
Infrastructure and orgamsations in
aregulated environment Before
joning Severn Trent, Lyvwas Chief
Executrve Otficer ot Openraach,
part of the BT Group. where she
spearheaded and oversawthe
commerdialroll-out of fibre
broadband to twe-thirds of the
<ountry. She joined BT in 2002 and
held the pivotal roles of Group
Durector of Strategy and Regulation,
Managing Director Commercial and
Brands, Global Services and UK
Customer Services Directar. From
1998 to 2002, Livworked for
Accentureas a consutiant inthe
Commumecations and High Tech
Market Unit, designing and
implementing business change
salutions across anumber of
Industry sectors,

InOctober 2020, Livwas awarded a
CBE nthe Queen's Birthday
Honours for services to the

water Ingustiy.

SKILLS, COMPETENCES

AND EXPERIENCE:

James s a chartercd accountant,
whao started his career with
Touche Ross and brings
significant financial
management, M&A and busingss
transformation expertise to the
Board. Pror to joining Severn
Trent, James was Interim Chief
Financial Officer of Shire Plc,
where he had been since 2005.
Prior to |oining Shire, James
spent nine years at Ford Motor
Company i various finance roles
ofincreasing responsibility.

James has recent and relevant
financial experionce as a member
of the Institute of Chartered
Accountgnts in England

and Wales,

EXTERNAL APPOINTMENTS

- Non-Executive Director of
Water UK

- Non-Executive Director of

Breokfield Asset Management

Limited

Directar of Water Plus Limited

- joint venture with United

Utibnes

— Chair af the Council for

Sustamable Business

Chair of the West Miglands

Regional Business Council

Member of the Takeaver Panef,

andits Hearings Commitiee and

Normunation Cammittes

- Member of the UK Investment
Council

- Member of The 30% Club

EXTERNAL APPOINTMENTS

~ Director of Water Plus Limited
~ Joint venture with United
Utilities
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SKILLS, COMPETENCES

AND EXPERIENCE:

Helen joined Severn Trent in
Nayember 2014 as the Chiel
Commeraial Officer, and in 2020
became the Capital and
Commercial Services Director,
before baing appointed as Chief
Financral Otficer Dasignate in
April 2023, She brings with her a
breadth of commercial
experience having worked within
regutated businessecs across the
Telecoms, Leisure and Banking
sectors. As a member of the UK
Board, Helen was instrumentalin
delivering HomeServe's future
growth strategy and ensuring
asustaimable, customer-focused
business.

An axperienced finance
profassional, Helen was
previausly Chief Financial Gfficer
far Openeeach. part of BT Group
Plc, and has extensive experience
of delivering major business
transformation across the Group.
Priarto BT Group, Helen worked
inavariety of organisations
ncluding Bass Taverns, Barclays
Bank, and Compass Group

Heten has recent and relevant
financial experience s a member
of the Chartered Institute of
Management Accauntants.

EXTERNAL APPDINTMENTS
- Non-Executive Director of
Breedon Group Pic

APPOINTED:

Independent Non-Executive
Directeron 1 June 2016, Sentor
Independant Non-Executive
Director on 20 July 2016

SKILL5, COMPETENCES
ANDEXPERIENCE:

Kevin has a wealth af
commercigl, financial and
high-level management
experience Previausly. Kevin
spent 25 years at Serco Ple,
where tie held the roles of
Finance Dhrecter, Chief Executive
and finally Chawrman until 2010,
Kevin was previously Chairman of
Domestic & General Limited,
Partnershipsin Care Limited and
Equumiti Group Plc, and was a
Non-Executive Director of IMI Pic
and Marsten Corporate Limited.
Untit February 2020, Kevin was
Chairman of Taylor Wimpey Plc,
where he had been on the Board
sihce 2010

Kevin has recent and relevant
financial experience as a fellow of
the Chartered Institute of
Management Accountants and
was previously Finance Director
at Serco Ple.

EXTERNAL APPOINTMENTS

- Chair of Turnstene Equityce 1
Lirnited (trading as Integrated
Dental Holdings)

Director serving for
part of the year

PHILIP REMNANT CBE

FCA, MA

INDEPENDENT Philip stepped down from the
NON-EXECUTIVE Board on 30 Navemnbar 2022,
OIRECTOR having served as a Directer

since 31 March 2014,
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JOHN COGHLAN
BCom, ACA

Board composition at a glance
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AS AT 23 MAY 2023

Chair

lindependent an appointment]

Executive Directors

Senior Independent Directors
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TOM DELAY CBE
BS¢ {Hons), MBA, CEng
MIMechE

@O®O

SARAH LEGG
MA, TCMA, FCT

Independent Non-Executive Directors

L JOIO)

SHARMILA NEBHRAJANI OBE
MA (Hens), ACA

GOVERNANCE REPORT

CHAIR AND NON-EXECUTIVE
DIRECTOR TENURE AS AT 23 MAY 2023

| JOIOIO,

GILLIAN SHELDON
BSc [Hons)

INDEPENDENT NON-
EXECUTIVE DIRECTOR

INDEPENDENT NON-
EXECUTIVE DIRECTOR

INDEPENDENT NON-
EXECUTIVE DIRECTOR

INDEPENDENT NON-
EXECUTIVE DIRECTOR

INDEPENDENT NON-
EXECUTIVE DIRECTOR

APPOINTED:
Independent Non-Executive
Director on 23 May 2014,

APPQOINTED:
Independent Non-Executive
Birector on 1 January 2022

APPOINTED:
Independent Non-Executive
Director on 1 November 2022.

APPOINTED:
Independent Non-Executive
Director en 1 May 2020

APPOINTED:
Independent Non-Executive
Drector on 1 November 2021,

SKILLS, COMPETENCES

AND EXPERIENCE:

John has awealth of experience in
financial and general management.
He spent eleven years at Exef Plc as
Chief Financial Officer and
ulbimately as Deputy Chief
Executive Officer untit retining in
2006, Since then, he has beena
Director of publicly quoted and
private companies across several
sectors,

John has recent and relevant
financial experience as amember
of the Institute of Chartered
Accountants in England and Wales.
Jahns the Group's designated
Non-Executive Directorin respect
of Cyber Secunity.

EXTERNAL APPOINTMENTS

- Nun-Executive Director of
Landmark Graup Holdings
Limited

- Vice Chair and Senior
Independent Nan-Executive
Director of Clanien Housing
Group

- External Board Adviser to
Mace Group Limited

HANNAH WOODALL-PAGAN
B5c [Hons}, FCG

GROUP COMPANY
SECRETARY

APPOINTED:
2 December 2022,

SKILLS, COMPETENCES

AND EXPERIENCE:

Tom brings extensive strategy,
sustainability, energy and
engineering experience to the
Company, He was appointed as
the first Chief Executive of the
Carbon Trustin 2001. Since then,
he has grown the company to
beceme aworld leader, advising
businesses and gevernments en
carbon emissions reduction and
the development af low-carban
technalogies, markets and
businesses. Mare recently, he has
taken the company's unique
capabitities further aficld,
extending its mission to
accelerate thermgvetoa
sustainable, low-carbon future,

Tam 15 a chartered engineer with
extensive experience of the
energy sector. He worked for
Shell far 16 years in a variety of
commercial ang operations reles
before meoving 1nta management
cansultancy with McKinsey and Co
and then as a Principal with the
Global Energy Practice of AT
Kearney. Tarm is a member of the
UK Energy Research Partnership
and the advisory boards of the
Centre for Climate Finance and
Investment at Imperiat College
London and the Global CO:
Intiative at the University

of Michigan.

I 2018, Tom was awarded a CBE
by the Queen for services te
sustainability in business.

SKILLS, COMPETENCES

AND EXPERIENCE:

Sarah brings extensive corporate
finance and significant audit and
risk experience gained in the
financial services sector to the
Cempany. Sheis currently a
MNon-Executive Director at Llayds
Banking Group Ple, Chair of its
Audit Committee and amember
of Its Risk and Responsible
Business Committees.

Sarah has spent her entire career
in financial services with HSBC in
finance leadership roles. She was
the Group Financial Controller, a
Group General Manager, and alse
Chief Financial Officer for H5BC's
Asia Pacific region. She also spent
eight years as a Non-Executive
Director on the board of Hang
Seng Bank Limited, a Hong Kong
Listed bank. Sarah s also Chair of
the Campaign Advisory Board at
King's College, Cambridge
University, Board Member of the
Audit Committee Chairs’
Independent Forum and Trustee
of the Lioyds Bank Foundation

for England and Wales.

Sarah has recent and relevant
financial experience as a tellow
of the Chartered [nstitute of
Management Accountants

and through her roles:nthe
banking sector.

EXTERNAL APPOINTMENTS
— Chief Execulive of the Carbon
Trust

EXTERNAL APPOINTMENTS

- Non-Executive Director of
Lloyds Banking Group Plc

- Trustee of Lloyds Bank
Foundation for £ngland and
Wales

- Chair of the Campaign
Advisory Board at King's
College, Cambridge University

- Board Member af the Audit
Comrmittee Chairs’
Independent Forum

SEYERN TRENT PLC

SKILLS, COMPETENCES

AND EXPERIENCE:

Sharmila brings extensive Board
and gavernance experience, gained
in avanety of roles spanning the
private sector, public sector and
NGOs. Sharmiia 1s Chairman of the
MNational Institute for Health and
Care Excellence [NICE), the
organisatien respensible for
assessing the chinical and cost
elfectiveness of medical innavations
inthe NHS, a Non-Execulive
Director of Halma Ple, ITV Ple and
Coutts Bank, and a Member of
Council for the University of Oxford.

In her executive career, Sharmila
spent T3 years at the BBC, latterly
as Chief Operating Officer for BBC
Future Mediz and Technolegy, and
was most recently Chief Executive
at Wilten Park, an executive agency
of the UK Foreign and
Commonwealth Qffice convening
internationat dizlogues for seniar
palicy makers from around the
waorld with a special focus on global
health. Previous non-executive roles
snciude Deputy Chair ofthe Human
Fertilisation and Embryalogy
Authorityand Chairman of the
Hurman Tissue Autherity, and she
alse has served on the board of the
Pension Protection Fund

Sharmila read Medicine at the
University of Cxford and has been
aWorld Fellow at the University of
Yale since 2007. She is achartered
accountant and was awarded an
OBEn 2014 for services to
medicat research.

EXTERNAL APPOINTMENTS

— Chairman of Natienal Institute
af Health and Care Excellence

— Non-Executive Director of
ITV Ple

— Non-Executive Director of
Halma Plc

- Naon-Executive Director of
Coutts & Company

- Member of Council for
University of Oxford
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SKILLS, COMPETENCES

AND EXPERIENCE:

Gillian has extensive strategy,
corporate finance, risk
management and M&A
experience, Sheis currently a
Senor Adwviser at Credit Suisse in
the Investment Banking divisian,
where she provides advice on a
broad range of cornplex
transactions to clients across
multiple industries. Gilban is atso
a member of the Salesforee
Europe, Middle East and Africa
Advisory Buard, where she
provides strategic guwdance and
supports the company's grawth
Into international markets

Gillian joined Credit Suisse n
1996, and went antobecaome
Heard af Telrrnms, Media and
Technotogy Investment Banking
in Europe and then ¥ica Chairman
of Investment Banking. Her
previcus experience includes
roles at N M Rathschild & Sons
and as a Trustee and Chair of the
Investment Committec of BBC
Children in Need. Untit February
2021, shawas the Senier
Independent Director at Capita
Plc. Gillian is also a Corporate
Board member of the Royal
Academy

Gillan has recent and relevant
financial experience gained
through her rolesin the banking
and finance sectors.

EXTERNAL APPOINTMENTS

- Senior Adviser at Credit
Suisse - Investment Banking
Division

- Member gf the Salesforce
European Advisory Board

- Corporate Beard Member of
the Royal Academy

- Board Member of Business
LON
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BOARD SKILLS

An effective Board requires the right mix of The skills matrix helow details some of the The skills matrix is reviewed at {east annually
skills and experience, reflective of key skills and experience that our Board to make sure it meets current business needs,
individuals from varied backgrounds. As has identified as particularly valuable far today and in the future, and is aligned with our
demonstrated by their individual biographies  the effective oversight of the Company and strategic priorities, to ensure the Board

on pages 104 to 105, our Board members execution of our Strategy, and indicates which remains fully equipped to deliver our Strategy
together form a diverse and effective team Directors bring those particular skills to and Purpose, and provide challenge to the
focused on promoting the long-term success  the hoardroom. experienced and knowledgeable Executive

of the Group. Team. This year's review was undertaken as

part of the Board Effectiveness evaluation,
which you can read more about on pages

118 to 119.
BOARD SKILLS MATRIX Stll'ategic
illars
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FULL BIOGRAPHIES
ARE AVAILABLE ON
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PLC WEBSITE.

As at 23 May 2023 LIV GARFIELD £BE JAMES BOWLING HELEN MILES SHANE ANDERSON JUDE BURDITT
BA (Honsl BA [Hons) Econ, ACA CIMA BA (Hons) Econ BA {Hons)
CHIEF EXECUTIVE CHIEF FINANCIAL CHIEF FINANCIAL DIRECTOR OF STRATEGY DIRECTOR OF
OFFICER OFFICER DESIGNATE AND REGULATION CUSTOMER SOLUTIONS
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COMPLIANCE WITH THE UK

CORPORATE GOVERNANCE CODE 2018

With this in mind, we welcome the proposed

The Group's long-term success depends on
our commitment to exceptional corporate

governance standards and the Board continues

to be guided in its approach through the
application of the UK Corporate Governance
Code 2018 [the '2018 Code’).

We believe good corporate governance is about

hiow we provide confidence in the delivery of
our performance to our stakeholders and is
essential for the long-term sustainable
success of our business.

enhancements to the future corporate
governance regime, including the
recommendations from BEIS [now the
Department for Business and Trade).

During the year ended 31 March 2023, we have
fully applied the principles of good governance
and have been compliant with the provisions

cantained in the 2018 Code.

GOYERNANCE REPORT

The Board remains dedicated to open and
transparent reperting, and the table below
shows where shareholders can evaluate how
the Company has applied the principles of the
2018 Code and where key content can be found
in this report.

The full warding of the 2018 Code is available
on the Financial Reporting Council’s website.

BOARD LEADERSHIP
AND COMPANY PURPOSE

The role of the Board is
setout from page 100,

The Chair's Intreduction to
Governance is on pages 100 to 101.

Mow the Board engages with
stakeholdersis on page 84 to 74.

The Beard's Section 172 Statement
is on pages 95 to 97,

An overview of our Purpase and Values,
including how these were established,
is set out on page 2.

How the Board cversees the Company’s
Strategy is set out an pages 100 to 101.

A list of our Group policies
and practices is on pages 98t0 99.

How we assess risk and our Viability
Statement is set cut on pages 80 to 83.

Dur Strategy, including performance
against our ODIs and KPls, is on
pages 2 to 38,

DIVISION OF
RESPONSIBILITIES

The Governance Framework set out on
page 108 provides an overview of the
Board Cornmittees in place at Severn

along with their members’ attendance
during the year, are provided in the
respective Committee Reports.

Trent. Further details of each Committee,

The division of responsibilities between

AUDIT, RISK AND
INTERNAL CONTRGOLS

Our approach to risk and our assessment
of our Principal Risks are outlined on
pages 73 to 79.

The Audit and Risk Committee Report on
pages 127 to 134 provides details of the
Committee's review of cur risk and
control environment, our fair, balanced
and understandable process, and its

the Chair and CEQ is clearly defined [page
1091, and set out in writing in our Charter

of Expectations, and we fully support the

separation of the two roles.

responsibilities relating to Internal and
External Audit.

COMPOSITION,
SUCCESSION AND
EVALUATION

The compaosition of the Board, along with
their bicgraphies and tenure, is on page
104 to 105.

The outputs of the internal Board
evaluation is on pages 118 1o 119.

The Nominations Committee Report

is on pages 121 to 126 and provides
information an the Committee’s work this
year, including Board succession planning.

REMUNERATION

The Remuneration Committee,
comprising only Non-Executive
Directors, is respensible for
developing the Remuneration

Policy and determining Executive

and senior management remuneration.
The Directers’ Remuneration Report

is on pages 141 to 143.

®

STEPH CAWLEY
BA [Hons), MSc

OIRECTOR OF
CUSTOMER OPERATIONS

©®E

DIDAR DHILLON
BA [Hons), GLDP

GROUP GENERAL
COUNSEL

®

JAMES JESIC

BSc [Honsl, PhD,
MIChemE, CEng
DIRECTOR OF CAPITAL

AND COMMERCIAL
SERVICES

®

NEIL MORRISON
BSc (Hons),
Chartered FCIPD,
FRSA

DIRECTOR OF HUMAN
RESOURCES

®

BOB STEAR BRONAGH KENNEDY

MEng [Hens), PhD, BA (Hons)

MCIWEM, CWEM, RETIRED AS GROUP

FlWater GENERAL COUNSEL AND
COMPANY SECRETARY

CHIEF ENGINEER

IN DECEMBER 2622
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GOVERNANCE FRAMEWORK

We pride ourselves on having a high-funictioning, well-composed, independent and diverse Board and being transparent in all that we do.
Maintaining the highest standards of governance is integral to the successful delivery of our Strategy. Our Governance Framework ensures
that the Board is effective in both making decisions and maintaining eversight, whilst also adhering to cur well-established culture of Doing

the Right Thing.

THE BOARD

The Board's role is to ensure the long-term sustainable success of Severn Trent by setting our Strategy through which value can be treated
and preserved for the mutual benefit of our shareholders, customers, employees and the communities we serve. The Board provides
rigorous challenge to management and ensures the Group maintains an effective risk management and internal control system.

Biographies - See pages 104 10 105

INFORMING

Roles and rasponsibilities ~ See page 109

REPORTING

WHICH REPORT TO THE BOARD AT EVERY MEETING

THE BOARD DELEGATES CERTAIN MATTERS TO ITS PRINCIPAL COMMITTEES -

AUDIT AND RISK
COMMITTEE

CORPORATE
SUSTAINABILITY
COMMITTEE

NOMINATIONS
COMMITTEE

REMUNERATION
COMMITTEE

Assists the Boardin discharging
Its responsibilities for the
integrity of the Company’s
financial statements, risk
managemant, assessment of the
effectiveness of the system of
internal control and the
effectiveness of Internal and
External Auditors,

Report - See pages 127 to 134

Provides gurdance and direction
te the Company’'s Sustainability
Strategy and systainability
matters inked to policies,
pledges and commitments,
including River Quality,
Anti-Slaveryand Human
Trafficking, and our Community
Fund, Societal Strategy and the
Triple Carbon Pledge.

Report-See pages 137 10 140

Assists the Board by keeping the
Board composition under review
and makes recommendations in
relation to Board appointments.
The Committee also assists the
Board onissues of Executive
Director succession planming,
conflicts ofinterest and
independence.

Report-See pages 121t0 124

Datermines the Company's
palicy on the remuneratian of
Executive Directors, other
memhers of the Executive
Cammuittee and the Chair of the
Board. The Committee also
reviews workforce policies
ano practices.

Report- See pages 14110 163

TREASURY
COMMITTEE

Provides oversight of treasury
activities inimplementing the
Group’s Funding and Treasury
Risk Management plans
approved by the Board, The
Committee alzo reviews and
approves the Group Treasury
Palicy Staternents and enstires
that these are applied
cansistently.

Report - See pages 135ta 136

INFORMING

N

N

THE CHIEF EXECUTIVE AND THE SEVERN TRENT EXECUTIVE COMMITTEE ['STEC’) J

REPORTING

Responsibility for the development and implementatjon of the Group’s Strategy and overall commercial objectives rests with

the Chief Executive, who is supported by STEC.

REPORTING

INFORMING

NS

B DISCLOSURE COMMITTEE

An Executive Committee responsible for overseeing the Group's compliance with its disclosure obligations, considering the materiality,
accuracy, reliability and timeliness of information disclosed and assessment of assurance received.

108 SEVERN TRENT PLL  ANNUAL REPORT AND ACCOUNTS 2023



GOVERNANCE REPORT

DIVISION OF RESPONSIBILITIES

As at the date of this report, our Board
comprised the Chair, six Independent
Non-Executive Directors and three Executive
Directors. There are clear divisicns between
Executive and Non-Executive responsibitities,
which ensure accountability and oversight. The
reles of Chair and Chief Executive are
separately held and their responsibilities are
well defined, set out in writing in the Charter of

NON-EXECUTIVE DIRECTORS

Expectations, and regularly reviewed by the management of the Group. Any significant
Board, The Chair and the other Non-Executive  operational and market matters are
Direclars meet routinely without the Executive  communicated to the Nan-Executive Directors

Directors, and individual Directors meet on a timely basis outside of Board meetings.
outside formal Board meetings in order to gain  The Board is supported by the Group Company
first-hand experience of our aperations and Secretary, to whom aii Directars have access
engage with our workforce. The Executive for advice and corporate governance services.

Directors meet weekly as part of the Executive
Committee to attend to the ongoing

CHAIR SENIOR INDEPENDENT INDEPENDENT
NON-EXECUTIVE DIRECTOR {'SID’) NON-EXECUTIVE DIRECTORS
CHRISTINE HODGSON KEVIN BEESTON JOHN COGHLAN, TOM DELAY,

SARAH LEGG, SHARMILA NEBHRAJANI,
GILLIAN SHELDON

- Leads our unified Board and is responsible for its
effectiveness and gavernance.

- Fostersaculture of inclusivity and transparency by
demonstrating the Company's Values, establishing
the right 'tane from the tep’

~ Guides the Board in shaping strategy, ensuring
atignment with the Company’s Purpose.

- Setsagendas and ensures tmely dissemination of
informatian to the Board, to suppert seund decision
making and allow far canstructive discussion,
challenge and debate, in consultation with the CEQ,
CFO and Group Company $ecretary.

- Respensible for serutinising the performance of the
Executive Committee and overseeing the annual Board
Effectiveness evaluation process.

- Facilitates contributien from all Directors and ensures
that effective relationships exist between them.

- Ensures that the views of all stakeholders are
understeod and cansidered appropriately in Board
discussian and decision making.

- Responsible for the composition and evelution of
the Board, togethar with the Nominations Committee
anc SI0.

In addition te s respaonsibilities as a Non-Executive ~ Promote high standards of integrity and corporate
Director, the SID also carries out the following duties: governance.
- Supports the Chatr in the delivery of their abjectives. ~ Upheld the culturat tone of the Company and monitor

Aclts as an alternative contact for shareholders should actions to support inclusion and diversity.
they have a concern that is unresolved by the Char, ~ Constructively challenge and assistin the development
CEQorCFO. of strategy by providing independant insight and

Leads the appraisal of the Chair's perfermance with support based on relevant experience.

the Non-Executive Directors. ~ Monutor the delivery of strategy by the Executive

. Committee within the risk and caontrol framewoark set
Undertakes a key rolc in succession planning for the by the Board
Board, together with the Board Committees, Chair and ¥ )

Non-Executive Directars, ~ Satisfy themselves that internal controls are robust

and that the external sudit is undertaken properly,

~ Engage with internal and external stakeholders and
feedback insights to the Board, including in relation ta
employees and the culture of the Company.

~ Have akeyrolein succession planning for the Board,
together with tha Beard Cammittees, Chair and SID.

~ Serveonvarious Committees of the Board.

EXECUTIVE DIRECTORS

CHIEF EXECUTIVE {'CED")

CHIEF FINANCIAL OFFICER ['CFO’)

LIV GARFIELD

JAMES BOWLING

thatis cansistent with its Purpose and Values,
Communication.

teadership of the Executive Committee.

Review can be found on pages 11to 13,

- Responsible for overall delivery of all strategic objectives, ensuring that decisions made
and actions taken support the Group's (ong-term sustainable Purpose.

- Promates and conducts Group affairs with the highest standards of integrity, probity
and corporate governance, in line with our Strategic Framework and Values. The CEQ's

- Represents Severn Trent externally to atl stakeholders, ncluding the Governmant, - Manages the Group's financial affairs. The CFO's Review can be found on pages éé to 72.
regulators, customars, suppliers and the communities we serve.

- Supports tha CECn the impiementation and achievement of the Group's

- Setsthe cultural tene of the organisation 2nd ensures that the Group operates in a way strategic objectives.

- Oversees Severn Trent's relationships with the Investment community.

- Facilitates astrong link between the business and the Board to suppert effective - Represents Severn Trent externally to all stakehalders, including the Government and

regulators, customers, Pension Trustees for the Company's defined benefit pension

- Develops and implements the Group's Strategy, as appraved by the Board, through schemes, lenders, suppliers and the communities we serve.

GROUP COMPANY SECRETARY

HANNAH WOODALL-PAGAN

- Provides advice and services to the Board.

- Facititates the Board's 0ngeing engagement with employees.

- Ensures sound infermation flows ta the Board in order for the Board to function effectively and efficiently, in support of balanced decision making.

~ Advises and keeps the Board updated on Listing and Transparency Rule requirements and on best practice corparate governance developments.

- Faclitates a comprehensive induction for newly appointad Directors, tailored to their individual requirements, and eversees the Board's professional development programme.
- Ensures compliance with Board precedures and provides support to the Charr.

- Co-ordinates the effectivenass evaluation of the Board in canjunction with the Chair,
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BOARD ACTIVITIES

BOARD MEETINGS

The Board is committed to maintaining a
comprehensive schedule of meetings and a
forward agenda to ensure its time is used
most effectively and efficiently, and it is
sugrported by the Group Company Secratary
to facilitate this, Flexibility in the
programme is important to permit key
items to be added to any agenda, scthatthe
Board can focus en evelving and important
matters at the mostappropriate time.

Board meeting discussions are structured
using a carefully tailored agenda that is
agreed in advance by the Chair, in conjunction
with the CEO and Group Company Secretary.

Atypical Board meeting will camprise the
following elements:

— Written reports fram the Chairs of our
Board Committees on the proceedings
of thase meetings, including the key
discussion points and particular matters
to bring to the Board's attention.

Faollowing every Company Forum, a
report on the topics discussed at the
Forum is circulated and the Directors
who attended that particular Forum add
further context at the Board meeting.

Performance reports, inctuding: CEQ
Overview; CF0 Review; and Dperational
Perforrnance Reports.

L

Deep dive reports inte areas of
particular strategic importance,
opportunities and risks, to evaluate
progress, provide insight and, where
necessary, decide on appropriate
actien. Read more about some of the
topics covered during the year opposite.

— Legal and governance updates, including:
- Approval of arrangements for delegated
financial autharity across the Groug;
- Review of adequacy of Whistleblowing
Procedures; and
- Appraoval of the Anti-Slavery and
Human Trafficking Statement.

Time is set aside at the end of every Board
meeting for the Chair to hold an
independent Non-Executive Director only
meeting, where itis considered appropriate,
which provides the opportunity for
discussion on key agenda items and other
rnatters without the Executive Directars and
management present.

On the evening before most scheduled
Board meetings, all the Non-Executive
Directors meet either by themselves, or
together with just the CED, or with the entire
Board and the Group Company Secretary.
This time is usefully spent enahbling Board
rnerbers to build a rapport with each other
and a relationship on a personal level, share
external views and consider issues
impacting the Company, resulting in hetter
Board dynamics and decision making.

The following schematic aims to bring the
Board's rich programme to life.

APRIL 2022

BOARD/COMMITTEE
MEETINGS

®®®

OCTOBER 2022

BOARD/COMMITTEE
MEETINGS

® &

SITE VISIT
TO FINHAM
TREATMENT WORKS

The Board received an overview of the
Thermal Hydrolysis Process [THP'),
which uses anaerobic digestion to treat
sewage sludge before it is recycled as
fertiliser for agricultural land. The THP
plant was installed alongside a gas-to-
grid plant as part of an amhitious capital
investment to drive efficiency and
increase energy self-generatian.

30 SEPTEMBER 2022:

DEEP DIVE ~PROGRESS ON QUR
SUSTAINABILITY STRATEGY, INCLUDING
OUR NET ZERQ TRANSITION PLAN

STAKEHOLDER ENGAGEMENT:
CEOC, ENVIRODNMENT AGENCY

SEPTEMBER 2022

BOARD/COMMITTEE
MEETINGS

ORCROXORG;

21 APRIL 2022:

DEEP DIVE - GROUP-WIDE
TALENT REVIEW

MAY 2022

BOARD/COMMITTEE
MEETINGS

OO

STAKEHOLDER ENGAGEMENT:
MAYOR OF THE WEST MIDLANDS

SITE VISIT
TO GREEN POWER

Following a briefing on the

Group's renewables and waste recycling
business, and the products it produces,
Corporate Sustainability Committee
members embarked en a tour of the
anaerobic digestion site to observe how
solid food waste is converted into green
gas and energy.

2O MAY 2022:

DEEP DIVE - COMMUNITY
ENGAGEMENT AND OUR PARTNERSHIP
WITH THE COMMONWEALTH GAMES

AUGUST 2022

24 MAY 2022:

APPROVAL OF SEVERN TRENT PLC
ANNUAL REPORT AND ACCOUNTS

7 JULY 2022:

SEVERN TRENT PLC AGM ~
ATTENDED BY ALL DIRECTORS

JUNE 2022

6 JULY 2022:

DEEP DIVE - GROWING OUR
RESILIENCE AND SHARING OUR
LONG-TERM PLANNING APPROACH

STAKEHOLDER ENGAGEMENT:
CEGC, CONSUMER COUNCIL FOR WATER
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JULY 2022

BOARD/CCMMITTEE
MEETINGS

®O®




GOVERNANCE REPORT

21 OCTOBER 2022: 20 APRIL 2023:
BOARD STRATEGY DAY SITE VISIT - MANSFIELD GREEN
Th ;. BOARD AND
e Board explored opportunities to RECOVERY COMMITTEE MEETINGS
bolster the Group's resilience alongside
our PR24 planning and, in the context of Board
new long-term trends emerging across
the globe, agreed a suite of positive APRIL 2023 Board Strategy Day
actions designed to mitigate BOARD/COMMITTEE ]
resilience-related risks. MEETINGS (x) Audit and Risk
@ ® Committee
@ Corporate Sustainability
NOVEMBER 2022 Committee
16 MARCH 2023: ® Nominations Committee
a%‘E?Fh{ggMMITTEE DEEP DIVE - WATER INDUSTRY NATIONAL
ENVIRONMENT PROGRAMME ® Remuneration
@ @ ® @ Committee
BN MARCH 2023 @ Treasury Committee
18 NOVEMBER 2022: BOARD/COMMITTEE
DEEP DIVE - FLOW TN FULL MEETINGS
TREATMENT PROGRESS UPDATE @ @ @ ® @
STAKEHOLDER ENGAGEMENT: STAKEHOLDER ENGAGEMENT:
CHIEF INSPECTOR, DRINKING WATER CHAIR, OFWAT
INSPECTORATE
BOARD EFFECTIVENESS EVALUATION:
24 NOVEMBER 2022: READ MORE ON PAGES 118 T0 120

TREASURY 'TEACH IN' SESSION

1 FEBRUARY 2023:

DECEMBER 2022 DEEP DIVE- SUCCESSION PLANNING
OF SENIOR MANAGEMENT TEAM

FEBRUARY 2023

JANUARY 2023 BOARD/COMMITTEE
MEETINGS

BOARD/COMMITTEE

MEETINGS ®

© @

STAKEHOLDER ENGAGEMENT:

GOVERNANCE ROADSHOWS -
HOSTED BY THE CHAIR

BOARD AND COMMITTEE MEMBER ATTENDANCE 2022/23

Corporate

Audit and Risk Sustainability Nominations Remuneration Treasury
Director Position Soard Committee Committee Committee Committee Committee
Christine Hodgson Chair 8/8 - 5/5 6/t 5/5 -
Liv Garfield Chief Executive 8/8 - - - - -
James Bowling Chief Financial Officer 8/8 - - - - -
Kevin Beeston Senior Independent 8/8 5/5 - 6/6 5/5 5/5
_ Non-Executive Director
John Coghlan Independent Non-Executive Director 8/8 5/9 - b/6 - 5/5
Tom Delay Independent Non-Executive Director 8/8 - 5/5 6/6 - -
Sarah Legg Independent Non-Executive Director 3/3 2/2 3/3 1 - 33
éharmila Nebhrajani  Independent Non-Executive Director 8/8 2/2 5/5 b/ 5/5 -
Philip Remnant Independent Non-Executive Director 6/6 2/2 - 5/5 3/3 111
Gillian Shetdon Independent Non-Executive Director 8/8 5/5 - b/ 3/3 5/5
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KEY TOPICS CONSIDERED BY THE BOARD IN 2022/23

The Board’s 2022/23 agenda was wide-ranging, with a variety of topics drawn from the
Schedule of Matters Reserved to the Board, including those related te our Strategy and culture,
and overall oversight of management and operations. Set out below are examples of topics

considered by the Board during the year.

APPROVAL GF THE SEVERN TRENT SOCIETAL STRATEGY

Our customers are facing a sustained increase in financial pressures - driven
by rising inflation and energy costs, As a sccially responsible company, that
genuinely cares about its customers and the communities it serves, the Board
reviewed and approved the Group's Societal Strategy, which focuses on the
underlying causes of water poverty to reduce long-term affordability issues
and contribute to the wider levelling-up agenda. The Board considered that the
best way in the longer term to help households experiencing water poverty
was to give them the tools to improve job prospects and life chances, with
much of the sypport being delivered by the Severn Trent Academy.

Stakehalders f Considerations:

Customers - our Societal Strategy focuses on careers and employment-
related skitls and training to support customers and others in our
communities in securing employment and helping tc address a key
driver of financial hardshig,

Communities - helping customers and bouseholds will also help the
wider community, Interventions are targeted through school work
experience pregramimes, mentoring young offenders and establishing
pop-up Academy Hubs in the areas that need them the most.

Employees - as a large regional employer, we can have a positive impact
on our tocal communities and we know colleagues are very supportive of
the work we are doing in this area Programmes are being delivered by
our Academy Team with suppert from Community Champion volunteers
across the workforce

NET ZERO TRANSITION PLAN UPDATES

Climate change remains a cruciat focus for Severn Trent. As such, the Beard
receives regular updates on the progress made in delivering the Group's
commitments to transition te net zero. Threugh these updates, the Board
received assurance that the activities and investments required to meet the
Group's commitments were meeting their Key Performance Indicators and
timescales, and that external reparting, inctuding the Task Force on
Climate-related Financial Disclosures { TCFD'], was camprehensive,
transparent and understood by investors. The Beard atso considered the risks
and opportunities associated with the plan, and how these could be mitigated
and explored.

Stakeholders / Considerations:

Suppliers and Contractars — Scope 3 emissions arising from Sevarn
Trent's supply chain are discussed regularly with suppliers and we
encourage completion of sustamability assessments ahead of agreeing
Science-Based Targets.

Sustainability and ESG - the UK water and waste water industry is
responsible for €.1% of the UK's greenhouse gas emissians. As such, the
Board supports the Company's leading role both within the sector and in
the wider ecanamy to drive down these emissions.

Regulators and Gavernment - we engaged with Qfwat around
incorporating net zero investment and targets into its PR24 methodology
and the Board welcomed the addition of environmental performance
commitments, including in relation to the reduction of emissions

Suppliers and Contractaors — our supply chain is an extensian of our
business and, as such, we have encouraged and challenged our
suppliers to join us on this journey, and many have already offered thelr
support to the initiatives being delivered through our Societal Strategy.

Read more about how we engaged with stakeholders throughout the
development of aur Sacietal Strategy in our Section 172 Statement on
pages $5to 97

FINANCIAL MATTERS

- Group Budget - the Board reviewed the Group's performance versus the
2022/23 Group budget and agreed the 2023/24 Group budget.

- Viability Statement - on the recommendation of the Audit and Risk Committee,
the Board reviewed and approved the Viability Statement to be reported in the
Annual Report and Accounts. Read more on pages 80 to 83.

- Results and Regulatory Reporting - on the recommendation of the Audit and
Risk Committee, the Board reviewed and approved the half and full year results
announcements, Annual Report and Accounts, and Annual Perforrmance Report,

RISK MANAGEMENT AND INTERNAL CONTROLS

- Enterprise Risk Management ' ERM’| - the Board, in conjunction with the Audit
and Risk Committee, conducts regular reviews of the Group's ERM Risk Register.
Enhancements continue to be made to risk management processes, including
the identification, assessment, response and monitoring of all existing and
emerging risks Read morean pages73t0 79

~ Review of Effectiveness of Risk Management and Internal Controls - the
Board, in conjunction with the Audit and Risk Commitiee, assessed the
effectiveness of the risk management and internal controls in place across
the Group, inciuding in relation to whistieblowing procedures, and
determined that the Group's systems had operated effectively throughout
the year. Read more on pages 13010 131.

- DeepDives - the Board received dedicated sessions on cyber risk, our
compliance with statutory requirements relating to reservaers, and health,
safety and wellbeing to scrutinise the internal controls in place and review
the external assurance undertaken

tiz SEVERN TRENT PLC
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Shareholders and Investors - investors continue to place increasing
focus on financiat grade reporting, such as TCFD, and this1s seenas a
further opportunity to engage with investors on the proactive approach
taken by the Company.

RESILIENCE IN THE ROUND

Resilience is our ability to cope with and recover from disruption, and
anticipate emerging trends and variability in order to maintain service delivery
for our customers and the environment, both today and over time. The Board 15
supportive of Dfwat's core concept of ‘Resitience in the Round’ - comprising
operational, financial and corporate resilience - recognising its importance
for customers and broader stakeholders. it 15 vital that aur services remain
resilient over the long term As such, the Board discussesa deep dive on
Resilience in the Round an an annuai basis, which provides an overview

of future plans to grow our resilience and shape our long-term

planning appreach.

Topics featured within the deep dive included: climate change and the resulting
impact on resource availability, carbon and environmental sustainability;
extreme weather events, ligh-impact operatignal events; cyber security and
the pace at which technology continues to evolve; attracting and retaining
people with the skills and experrence the business needs; and ecormomic and
social changes, such as population growth, urbanisation, consumer habits and
perceptions, future financing and regufation

The Board discussed the innovative approach being taken in consideration
of the Company’s suite of requlatory plans for our medwim- and longer-term
future to bolster the Group's resilience and mitigate the impact on services
for customers, the enviroanment, the economy and communities.



CULTURE AND ENGAGEMENT

The Board is responsible for assessing and monitoring the Group’s culture,
and regularly considers items relating to the workforce as partof its
responsihilities. The Board is satisfied that the Group's culture remains
aligned to the Company’s Strategy, Purpose and Values, and did not tdentify
any corrective action required to be taken by management.

During the year, the Board considered updates on the following workforce-
related topics:

- Company Forum - Directors attend the Company Forum, which is the
Board's selected workforce engagement mechanism, on a rotation basis
and repart back on proceedings to the rest of the Board.

— Employee Voice - the Board reviews the results and feedback from the
annual employee engagement survey, QUEST, and monitors how the areas
of employee focus are being addressed. The Board determined that
appropriate interventions were made in a timely manner.

- Succession Planning and Talent Management - in order to deliver forits
stakeholders, itis vital that the Group maintains a skilled workforce today
and mto the future. As such, succession planning and talent management at
atltevels remains a key tapic for the Board, with discussion focused on
building techmicatl and leadership capability while creating diverse talent
pipelines for the future.

- Diversity and Inclusion [‘'D&I’) - significant progress has been made in
advancing the Group's D&l ambitions, to ensure that our workforce
increasingly reflects the communities we serve. The Group's four D&l
Advisory Groups and initiatives such as the 10,000 Black Interns
programme continue to play an important role. This is evidentin the QUEST
survey results on engagement and equality, both of which remain ahead of
global benchmarks.

- Emgployee Relations - the Board maintains a strong and open relationship
with employees throughout the Group, through a combination of dedicated
engagement events suth as ‘Ask Our Board', site visits and informal
meetings. These are all key components of the Group’s approach to
workforce engagement.

- Workforce Policies and Praclices - the Buard formally reviews the Group’s
workforce policies and practices to ensure these remain consistent with the
Company's Purpose and Values and support the Group’s long-term
sustainable success.

GOVERNANCE REPORT

LONG-TERM PLANNING

A key focus for the Board this year has been reviewing the Group’s Strategy

to reflect where the business is today and outline 1ts ambitions for the future, in
consideration of the changing environment within which the Company operates.
Central to the Group's Strategy 1s a desire to be performance driven and
sustainability ted - positioning the Greup to deliver consistently outstanding

operational and financial performance in a manner that has a positive sustanable

impact for all stakeholders. The Board determined that this is hest achieved
through balancing the long-term interests of all stakeholders. Read more about
our Strategy on pages 2to 3.

The Board also spent & significant amount of time considering key long-term
programmes that are inextricably linked to our environment, such as cur
Drainage and Wastewater Management Plan [ DWMP'], Water Resources
Management Plan | WRMP', the Water Industry National Environment
Programme ['WINEP') and our PR24 submissien, including our Long-Term
Delivery Strategy. Through these interrelated plans, the Board has ensured that
we have appropriate, and aligned, plans in place to consider the impacts of
popuiation growth, drought, environmental obligations and climate change
uncertainty so that we can continue 1o deliver our essential services for
custorners now and in the future whilst also transitioning to a net zero world.

- DWMP - the Board reviewed the draft and final DWMP proposals detailing the

Company’s plans to extend, improve and maintain a robust and resilient
drainage and waste water system over the next 25 years, in consideration of
challenges posed by factors such as population growth, drought,
enviranmental obligations and climate change uncertainty.

- WRMP - the Board reviewed the draft WRMP proposals detailing the
Company’s plans in relation to our water system today and in the future, in
consideration of challenges posed by factors such as population growth,
drought, environmental obligations and climate change uncertainty. The final
WRMP is due to be published in Autumn 2023,

- WINEP - the Board reviewed and considered the impact of our preposed
environmental programme for PR24, which 1s aimed at driving positive chang
in enwironmental performance across beth water and waste. The Company
continues to make significant investment in this important area and, as such,
the Board agreed a programme that is approximately three and a haif times
bigger than that submitted for AMP?, comprising proposed improvements,
investigations and monitoring to deliver against a range of statutory drivers,

- PR24 - the Board continues to shape the business plan for the next AMP, due
be submitted to Ofwat in October 2023, and PR24 continues to be tabled as a

e

to

standing agenda item at all Board meetings. The Board considers, reviews and
discusses detailed updates at each meeting and provides management with the
challenge and scrutiny required to develop our proposals. Engagement with
stakeholders is an essential input to progressing the plan, and individual Board
members attended customer research groups toe listen fo, and understand,
customers’ views first hand. Simitarly, individual Baard members, and the
Board as a whole, have taken part in informed discussions with Ofwat.

GOVERNANCE

- Governance Strategy - the Board considered the proposed Governance
Strategy, which sets out our governance approach in the context of the
Group's Purpose and Values, prior to its publication for consultation. The
Governance Strategy can be found an the Severn Trent Plc website.

- Beard Succession Planning — on the recommendation of the Nominations
Committee, the Board oversaw the arrangements for Board succession
planning and, in consideration of maintaining a diverse, experienced and
appropriately skilied Board, approved the appointment of Sarah LLegg as
an Independent Non-Executive Director and Helen Miles as an Executive
Director and the Chief Financial Officer Designate. Read more on pages
123 to 124.

- Board Effectiveness Evaluation - the Board reviewed the progress made
against the action plan for 2022/23 and, having considered the feedback
tram the 2023 evaluation, set the action plan for 2023/24. Read more on
pages 11810 119,
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BOARD LEADERSHIP AND COMPANY PURPOSE

The Board’s role is to be
effective in securing the
long-term success of

Severn Trent by ensuring

the delivery of our Strategy
and that its overarching
objectives remain aligned
with the Company’s Purpose
and Values. Maintaining

the highest standards of
governance is integral to this,
together with ensuring that
the Board takes decisions
that create sustainable
long-term value for the mutual
benefit of our shareholders,
customers, employees and
the communities we serve.

BOARD GOYERNANCE

The requirements of the Board are clearly
documented in the Severn Trent Plc Articles
of Association, Charter of Expectations and
Schedule of Matters Reserved to the Board.
All of these docurnents are available on the
Severn Trent Plec website.

114 SEVERMN TRENY PLC

An effective Board

The operation of our Board is supported by the
collective experience of the Directors and the
diverse skills and experience they possess. This
enables the Board to reach decisions ina
focused and balanced way, supported by
independent thought and constructive debate
between the Directors. Trust and mutual
respect are the cornerstones of relationships
between our Directors, with a Board dynamic
that supports open and honest conversations to
ensure decisions are taken for the long-term
success of Severn Trent in full consideration of
the impact upon all stakeholders.

Asoutlined on page 109, there is a clear
division of responsibilities between the roles of
Chair and Chief Executive. To allow these
responsibilities to be discharged effectively,
the Chair and Chief Executive maintain regular
dialogue outside the boardroom, to ensure an
effective flow of information.

The Non-Executive Directers have direct access
to senior management at all times. informal as
well as formai contact with the wider business
is encouraged to develop a deeper
understanding of Severn Trent's operations and
this engagement is welcomed. This broadens
the Non-Executive Oirectors’ sources of
information and enables them to consider the
wider impact of any Board decisions en
stakeholders more broadly. The effectiveness
of the Board is reviewed at {east annually and
conducted according to the guidance set outin
the 2018 Code and Financial Reporting Council
['FRC’) Guidance on Board Effectiveness. You
can read more about this year's internally-
facilitated Board Effectiveness evaluation on
pages 118 to 120.

Board independence

The independence of the Board is a matter of
utmost importance given the vitalrole
Non-Executive Directors play in scrutinising
the performance of management and holding
individual Executive Directors to account
zgainst agreed performance objectives. The
Chair regularly holds meetings with Non-
Executive Directors without the Executive
Directors or any management present, and
Non-Executive Directors can obtain
independent professional advice, at the
Company’s expense, in the performance of
their duties. All Directors have access o the
advice and services of the Group Company
Secretary, whose appointment and removal is
a matter reserved for the Beard.

The independence of our Non-Executive
Directors is formally reviewed annually by the
Nominations Committee, and as part of the
Board Effectiveness evaluation. Particular
facus is applied to Directors who have served
over six years on the Board and John Coghlan,
has been subject to a particulariy stringent
independence assessment, as detailed on
page 120. The Nominations Committee and
Board consider that there are no business or
other circumstances that are likely to affect
the independence of any Non-Executive
Director and that all Non-Executive Directors
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continue to demonstrate independence, Read
more in the Nominatiecns Committee Report on
pages 121 to 126.

All of the Nen-Executive Directors who served
during 2022/23 were considered by the Board
to be independent for the purposes of the 2018
Code and the Chair was considered to be
independent upon her appeintment.

In accordance with the 2018 Code, all Directors
will retire at this year's AGM and, with the
exception of James Bowling, submit
themselves for appointment or reappointment
by shareholders. Each of the Non-Executive
Directors seeking appointment or
reappointment are considered to be
independent in judgment and character.

Conflicts of interest

Severn Trent Plc has a Conflicts of Interest
Policy in place for all Group companies. Qur
Board and its Committees consider potential
conflicts at the outset of every meeting and the
Board formally reviews the autharisation of
any potential conflicts of interest every six
months, with any conflicts being recorded in
the Conflicts of Interest Register. The Conflicts
of Interest Register sets out any actua! or
potential conflict of interest situations which a
Director has disclosed to the Board in line with
their statutory duties and the practical steps
that are to be taken te avoid conflict situations.
When reviewing conflict authorisations, the
Board considers any other appointments held
by the Director as well as the findings of the
Board Effectiveness evaluation.

Board members hold external directorships and
other outside business interests and we
recognise the significant benefits that greater
boardroom exposure provides for our Directors.
However, we closely monitor the nature and
number of external directorships our Directors
hold in arder to satisfy ourselves that any
additienal appointments will not adversely
impact their time commitment to their role at
Severn Trent, and to ensure that all of our Board
members remain compliant with applicable
shareholder advisory groups’ individual guidance
on ‘overboarding . These requirements specify a
limit on the number of directorships both
Executive and Non-Executive Directors are
permitted to hold and no Directors exceed these
guidelines, as outlined in the AGM Notice of
Meeting. Our Non-Executive Directors commit
sufficient time to discharging their
responsibilities as Directors of Severn Trent in
line with the requirements set put in our Charter
of Expectations. Details of the Directors’ external
directorships can be found intheir biographies
on pages 104 to 108,

Before carnmitting to an additional
appointment, Directors confirm the existence
of any potential or actual conflicts; that the role
will not breach the Company's overboarding
limit; and provide the necessary assurance
that the appaointment will not adversely impact
their ability to continue to fulfil their role as a
Director. Directors are reguired to obtain
formal approval from the Board ahead of



undertaking any new externa{ appaintments
and approval was sought during the year in
relation to external appointments for both
Executive and Non-Executive Directors, In
each case, the Board determined that there
would be no impact on the time commitment
required for each Director, nor on the
independence and objectivity required to
discharge the agreed responsibilities of each
rale. The resullant pusition is believea to be
consistent with applicable shareholder
advisory groups’ guidelines on overboarding.

The Conflicts of Interest Policy continues to
be applied practically throughout the year,
such as considering the potential conflict
presented by Directors having roles on
other Group companies.

Schedule of Matters

Reserved to the Board

To ensure the Board maintains oversight of the
areas material to the delivery of the Group’s
Strategy and Purpose, the Board undertakes
an annual review of the Matters Reserved to
the Board. The latest review took place in
March 2023 and the Board agreed that the
Schedule contained areas appropriate to
require Board involvement, including in
relation to strategy, structure and capital,
financial reporting, controls and
communication with stakeholders. The Board
also reviewed its skills matrix to determine
whether any additional skills or development
cpportunities were needed in order for the
Board to discharge its duties effectively. The
Schedule of Matters Reserved to the Board is
available on the Severn Trent Plc website.

Strategy

Appropriately evaluated strategic decisions are
crucial to help us to deliver our Strategy and
achieve our Purpose of 'taking care of one of
life's essentials’. Responsibility to all of our
stakeholders for the approval and delivery of
the Group’s Strategy and for creating and
overseeing the framework to support its
delivery sits with the Board. During the year, the
Board considered and approved the Group’s
new Corporate Strategy, further details of
which can be found within the Strategic Report
on pages 2 to 99. As well as standing strategic
items at every Board meeting, the Beard also
holds a dedicated Strategy Day with the
Executive Committee to help consider the
strategic diraction of the Company for the shert,
medium and long term.

Responsibility for the development and
implementation of the Group's Strategy and
overall commercial objectives rests with the
Chief Executive who is supported by the
Executive Committee.

The Directors present their report and the
audited Group financial statements for the year
ended 31 March 2023. The performance review
of the Company can be found within the
Strategic Report. This provides detailed
information relating to the Gioup, ils Business
Medel and Strategy, the operation of its

businesses, future developments and the
results and financial position for the yrar
ended 31 March 2023.

Stakeholder engagement

Stakeholder engagerment is central to our
Strategy and, as such, a detailed disclosure
setting out stakeholder engagement activity
conducted during the year is included in our
Strategic Report. The Board ensures that the
Company engages effectively with its
stakeholders and encourages a two-way
dialogue in order that the decisions made by
the Board take inte account the views of, and
potential impacts on, stakeholders. Our
gedicated Stakeholder Engagement section
and Sectian 172 Statement on pages 84 to 94
and 95 to 97 respectively set out how the Board
has considered and contemplated the interests
of stakeholders. A detailed overview of the
Board's engagement with our workforce is set
out on pages 8% and 0.

Annual General Meeting ['AGM’)

Our 2022 AGM was held on 7 July 2022, at
which 78.05% of our shareholders (by voting
capitall voted in person, through the Chair of
the AGM as their proxy or by submitting their
proxy forms either electronically or by post.
We were delighted to receive in excess of 95%
votes in favour for all of our resolutions,
including in relation to the Directors’
Remuneration Report. Shareholders were
invited to submit questions to a dedicated AGM
maitbox in advance of the AGM and
shareholders could also raise questions
during the AGM via the virtual ptatform, orin
the room if attending in person. Na questions
were posed to the Board in advance of the
AGM, but one question was asked and
responded to during the AGM.

This year's AGM is to be held on Thursday,

& July 2023 &t 10.00am. The AGM will be
convened as a physical meeting, with an option
for shareholders tc follow the business of the
meeting by virtual means aswell as attend in
person. Those joining virtually will be able to
log into a tive webcast and pose questions to
the Board in real time, in accordance with the
2018 Code and the Annual General Meeting
Guidance published by the FRC in October
2020. Sharehalders are also able to submit
questions in writing through our website in
advance of the AGM. The physical location of
the AGM will be the Severn Trent Academy,
Hawksley Park, St. Martins Road, Finham,
Coventry, CV3 6PR.

Full details of the resolutions being tabled for
shareholder appreval can be found in the
Notice of Meeting on our website.

SEVERN TRENT PLC

GOYERNANCE REPORT

ANNUAL REPORT

Our Annual Reportis available to all
shareholders and we aim to make the
document as accessible as possible.
Sharehelders can opt toreceive a hard copy in
the post, a PDF copy via email or download a
copy from our website, Please contact the
Group Campany Secretary to request a copy.

CORPORATE WEBSITE

We continually monitor our website,
severntrent.com, to ensure it is accessible for
our stakeholders. The website has a dedicated
investor section which includes an overview of
Severn Trent Plc and our history, our Company
information and results, our Annual Reports,
and an investor news section containing
information which may be of interest to

our shareholders,
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COMPOSITION, SUCCESSION AND EVALUATION

As at the date of this report,
our Board comprised the
Chair [who was independent
on appointment), six
Independent Non-Executive
Directors and three Executive
Directors. The details of

their career backgrounds,
relevant skills, Committee
membership, tenure and
external appointments can be
found within their individual
biographies on pages 104 to
105. Further detail on the role
of the Chair and members of
the Board can be found on
page 109,
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Board composition

The Chair, Senior Independent Director and
Non-Executive Directors are appointed for a
three-year term, subject to annual re-glection
by shareholders following consideration of the
annusl Board Effectiveness evaluation
outputs. Directors serving over six years on
the Board are subject to a particularly rigorous
review. The current Letters of Appointment are
available on the Severn Trent Plc website.

The composition and effectiveness of the Board
is subject to regular review by the Nominations
Committee which, in particular, considers the
balance of skills, tenure, experience and
independence of the Board, in accordance with
the Board Diversity Policy, which is available on
the Sevarn Trent Plc website,

Any new appointments to the Board result
from a format, rigoreus and transparent
procedure, responsibility for which is
delegated to the Nominations Cammittee
{although decisions on appointments are a
matter reserved for the Board)].

The Board and the Nominations Committee
have spent a significant amount of time
considering Board composition during the
course of the year to ensure that the Board has
the right mix of skills and experience, as well
as the capability to provide effective challenge
and promote diversity.

Further information on the work of the
Nominations Committee can be found on
pages 121 to 126.

Directors’ skills and experiences

An effective Board reguires the right mix of
skills and experience and, as can be seen fram
the individuat biographies on pages 104 to 105
and the Board skills matrix on page 106, our
Board members contribute a diverse range of
backgrounds, skill sets and experiences that,
combined tegether, produce an effective team,
focused on promoting the long-term success of
the Group.

The skills matrix is reviewed at least annually
to ensure that the right balance of skills and
experience are in place to enable the effective
oversight of the Campany and execution of
our Strategy.

Diversity

A diverse organisation benefits from
differences in skills, regional and industry
experience, background, ethnicity, gender,
sexual orientation, religion, belief and age, as
wellas culture and personality, The Board is
pleased that Severn Trent is recognised as a
leader in this grea and remains focused on
promoting broader diversity and creating an
inclusive culture across the organisation and
including on the Board itself. More details
about the Board Diversity Pelicy and how the
Company has performed against its Board
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Diversity Targets in relation to membership of
the Board and Executive Committee can be
found in the Nominations Committee Report,
from page 121.

Development, training and resources
The enwironment in which we operate is
continually changing. It is therefore important
for our Executive and Non-Executive Directors
to remain aware of recent, and upcoming,
developments and keep their knowledge and
skills up to date, so the composition of the
Boeard continues to operate effectively and
support delivery of our long-term Strategy.

Our Board Effectiveness evaluation process
includes training discussions with the Group
Company Secretary and, as required, we invite
professional advisers and subject matter
experts to provide in-depth updates. These
updates are not solely reserved for legislative
developments but aim to cover a range of
strategic issues including, but not limited to,
the econemic and political envirenment, and
environmental, sustainability, technological
and social considerations. Our Group Company
Secretary also provides regular ypdates to the
Board and its Committees on regulatoryand
corporate governance matters.

The aim of the training sessiens is to refresh
and expand the Board's knowledge and skills.
In doing so, the Directors can contribute to
discussions on technical and regulatory
matters more effectively. The sessions also
serve as an opportunity for the Board to
discuss strategy and risks with management
helow Executive Committee level and gain
further direct insight into our businesses and
management capability.

During the year, the Board took partina
number of training and deep dive sessions
including in relation to PR24, river quality,
innovation, resilience in the round and talent
management. Further details can be found
on pages 112 to 113.

Directors also have access to our online
resource library, which is continually reviewed
and updated. The library includes a Corporate
Governance Manual, tailored training and
development content, a Results Centre and
Investor Relations section, and briefings on
regulatory topics. It also contains a further
reading section which covers updates and
guidance on changes to legislation and
corporate governance best practice

Board succession

Along with ensuring an appropriate mix of skills
and experiences on the Board as a whole for the
effective oversight of the Company’s Strategy
and operations, the composition of the Board is
alsoinformed by the need for orderly succession
across key Board and Cermmittee roles.



The Nominations Committee and Board have
applied particular focus to this important area
over the las! 18 months and further detail can
be feund in the Nominations Committee Report
on page 122

Induction

We develop a detailed, tailored induction for
each new Non-Executive Director. This
includes one to one meetings willi the Chair
and 2ach of the existing Non-Executive
Directors. One-to-one meetings are aiso
arranged with the CEO, CFO and the Group
Company Secretary, along with other
members of the Executive Committee and
Senior Management Team. New Directors also
meet members of the operational teams and
visit our key sites and capital projects to
ensure they gain a detailed understanding of
the water and waste waler businesses, and
have a chance to experience our unigue culture
first hand. We provide briefings on the key
duties of being a Director of a requlated water
company and proposed appeintees meet with
Ofwat ahead of their formal appointment.

We enhance the Board's induction
programme in light of feedback from new
Directors and the Board Effectiveness
evaluation, for example, the introduction of
the Board buddy scheme.

My Severn Trent Board
induction has been an
incredibly thorough and
well thought-out journey.

I have experienced both
the Group's operations and
its culture, and have met
some wonderful people
along the way.

GOVERNANCE REPORT

SARAH LEGG’S INDUCTION

MEMBER OF:

- Audit and Risk Committee

- Corperate Sustainability Committee
- Nominations Committee

- Treasury Committee

The Board welcamed Sarah Legyg during

the year, and her extensive induction
programme covered a range of areas across
the business. Along with a detailed overview
of the water sector and the regulatory
requirernents we operate under, Sarah
attended a number of sessions cavering
topics including governance, stakeholder
engagernent and the environment. The
sessions were a mix of virtual and physical
meetings, including visits to a range of
operational sites.

Additional areas of focus for Sarah’s
induction were matters pertinent to her role
on the Board Committees. For her role on
the Audit and Risk Committee, this included
receiving an overview of the current risks
faced by the Group, regulatory finance
model, risk management framework,
Internat Audit programme and internal
cantrol processes, and an overview of the
Group's AMP7 funding strategy in relation to
her role on the Treasury Committee. in
relation to her membership of the Corporate
Sustainability Committee, Sarah undertook
a series of deep dives in relation to the
Group's Sustainability Strategy and netzern
commitments. A high-level overview of the
induction process is set out below.

Induction process

UNDERSTANDING THROUGH

COMPLEMENTED WITH

KNOWLEDGE REINFORCED BY

INTRODUCTORY
MEETINGS

Sessions held in the first few days
and weeks to ensure that new
Directors are able to gain a real
understanding of our Strategy and
Purpose, the regulatory regime and

our core business activities.

SPECIFIC DEEP
DIVE SESSIONS

Deep dive sessions enable Directors
to explore in detail the areas of
focus for the Group over the short,
medium and long term, and deepen
their understanding of the Group.

SITE
VISITS

Site visits allow Directors to
observe the Group's operations in
action and meet colleagues to gain
further insight into our culture and
enhance their understanding of the
Group's operations.

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023

117



COMPOSITION, SUCCESSION AND EVALUATION CONTINUED

EVALUATION

Our annual Board evaluation provides the Board,
and its Committees, with an opportunity to
consider and reflect on the quality and
effectiveness of its decision making, the range
and level of discussion, and for each member to
consider their own contribution and performance.

BOARD EVALUATION
REVIEW CYCLE

During the ygar, the Board reviewed the
nature of its evaluation process and
agreed to adopt a three-year assessment
cycle moving forward, to build on
momentum in prior years, whilst alse
ensuring a rigorous and balanced
approach to implementing incremental
improvements.

The cycle is set out below and 2023/24
will be the first year of a new three-year
cycte, and therefore will invelve an
externally-facilitated evaluation exercise,
The Nominations Committee has
commenced the process to select a
facilitator to conduct the 2023/24
evaluation.

YEAR1-2023/24

Externally Led Comprehensive
Evaluation: A detailed, independent
assessment of the Board, Committees
and individual Directors.

YEAR 2 -2024/25

Internally Led Intermediate Level
Evaluation: With a focus on Board

dynamics, Beard compesition and

succession.

YEAR 3 - 2025/24

Internally Led Lighter Touch Evaluation:
With a focus on stakeholder engagement
and Board contribution to strategy and
organisational culture.
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This year, the review was facilitated internatly
by the Group Company Secretary, wha is well
placed as an independent sounding hoard to
the process. Meetings took place during
February and March 2023, and key themes
were shared with the Board and Nominations
Committee along with a 2023 action plan.

An externalily-facititated evaluation was
conducted by Independent Board Evaluation in
2020/21 and the next externally-facilitated
evaluation will be scheduled for 2023/24in
accordance with the 2018 Code provision that
the Company should undertake an externally-
facilitated Board Effectiveness evaluation at

least every three years.

INTERNAL EVALUATION PROCESS FOR 2022/23

A description of the process followed for this year’s review is detailed below.

STAGE 1

EVALUATION PROCESS

PLANNING

DECEMBER 2022 -
JANUARY 2023

The Group Company Secretary undertook a detailed review of
the 2021/22 Board Effectiveness evaluation process in order to
develop the approach for 2022/23, incarporating
recommendations from the 2018 Code, Parker Review, FRC
Guidance on Board Effectiveness and Ofwat's Board leadership,
transparency and governance principles. A focused
questionnaire was designed to gather individual Directors’
perceptions of the effectiveness of the Board and its operations,
including in relaticn to accountability, oversight, strategy, value
creation, culture, ethics, behaviours, stakeholder engagement
and information flows to the Board and its Committees.

STAGE 2 The questionnaires were issued and each Director was alse
asked to complete an updated entry for the Board skills matrix,
taking into consideration skilis that had been strengthened

QUESTIONNAIRE through {raining and development over the previous year.

RESPONSES AND Directars were also asked to highlight any additiona!l skills that

ONE-TO-ONE they felt may be beneticial for the Board to have amengstits

MEETINGS members in order to discharge its duties effectively.

FEBRUARY — Board members participated in comprehensive one-to-one

MARCH 2023 meetings with the Chair and Group Company Secretary, with
additional input from the Senior {ndependent Oirector, to atlow
reflection on their personal responses to the questionnaire and
discussion of matters relevant to boardroom culture, process
and development. Separate discussions were held to consider
the effectiveness of the CEQ, CFO and Group Company
Secretary, led by the Chair. The Chair’s performance evaluation
was led by the Senior Independent Director.

STAGE 2 The Group Company Secretary collated the individual
responses, including analysis of themes and proposed
actions. A detaited report, setting out the findings of the

EVALUATION evaluation, was provided to the Chair for consideration. The

AND REPORTING Group Company Secretary and Chair met to discuss the

MARCH 2023 findings, with the resulting report being tabled to the
Nominations Committee and Board in March 2023.

STAGE 4 The findings of the evaluation exercise were fully considered

CONSIDER RESULTS

when making recommendations in respect of the appointment
and reappointment of individual Directors, and included an
assessment of their independence, time commitment and

AND AGREE ACTIONS individual performance. The respective proposed 2023 AGM

MARCH 2023 Resolutions were considered and agreed by the Board. The
proposed actions arising from the evaluation were thoroughly
discussed and agreed for implementation and monitoring.

STAGE S The Board will continue to oversee the progress made in

MONITOR PROGRESS
APRIL 2023 ONWARDS
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relation to the agreed actions to ensure their timely
completion. The Nominations Committee will also cantinue tg
play a key rote in monitoring the actions relating to Board
succession, composition, recruitment and induction.



EVALUATION 2022/23 FINDINGS

RECOMMENDATION
SUCCESSION PLANNING AND BOARD COMPOSITION

GOVERNANCE REPORT

INITIAL PROGRESS

Ensure process to enable the smooth succession of Non-Executive
Directors, including the Senior Independent Director, commences
well in advance of schieduled retirements.

BOARD AGENDA

Succession planning continues to be a key focus of the Board and a
standing item on the agendz for Nominations Committer meetings.
Robust succession plans are in place for all roles.

Notwithstanding the well-structured agendas which comprise an optimat
mix af strategic and operationat items, consideration should be given to:

- Scheduling key strategic and complex regulatery topics earlier on
the Board agenda to ensure sufficient time for discussion and
dehate; and

- Allocating more time on the Board agenda to discuss strategic
developments and oppertunities, as well as innovation initiatives,
both within and outside of the utilities sector.

BOARD REPORTS

The Board forward agenda has been reviewed to ensure that:

— All matters are appropriately scheduled for discussion at future
Board meetings; and

- Sufficient time is devoted to the discussion of strategic and
innovative topics.

Netwithstanding the high guality of Board reporting, there was
an opportunity to enhance executive summaries and articulate
key takeaways within Board reports to facilitate focus of

Board discussions.

Feedback on Board reporting has been incorporated into the Group's
suite of report writing training.

EVALUATION RECOMMENDATIONS FROM 2021/22

The internally-facilitated board effectiveness process zlso provided an update on the recommendations identified in the 2021/22 review. The report
cencluded that good progress had been made in relation to the recommendations from the 2021/22 evaluation. Further details are set outin the table below.

RECOMMENDATION
BOARD AGENDA

ACTION TAKEN

Notwithstanding the well-structured agendas which comprise an
optimal mix of strategic and operational items, mare opportunity
could be afforded to allow the Board to discuss bolder strategic
moves and opportunities, future likely trends and developments
outside of the utilities sector, and potential areas of differentiation.

The Board developed and agreed a set of Beard objectives for 2022/23,
which were reviewed at its meetings in March and April 2022. The
Board forward agenda was also reviewed to ensure that all matters
were appropriately scheduled for discussion at future Board
meetings.

In addition ta the informative oral reperts provided to the Board by

the Chair on her meetings with shareholders, consideration sheuld
be given to include dedicated time on the agenda for all Directors to
provide feedback on engagement with stakeholders.

ENGAGEMENT OUTSIDE MEETINGS

The Board agenda allows time for Directors to provide individual
feedback on their engagement activity with all stakeholders.

Non-Executive Directors should continue to be invited to additionat
site visits outside the Board meeting rhythm ta further build
relationships with each other and gain an even deeper
understanding of the business.

Alongside the regular programme of Board meetings being held at
operational sites, a number of additional site visits were scheduled,
covering the full range of the Group's operations. See page 110 for
further details.

‘Teach in” sessions for non-Treasury Committee members should be
established to provide other Non-Executive Directors with additional
knowledge and experience of this technically complex area.

BOARD COMMITTEES

A programme of ‘teach in’ sessions was developed, including
Treasury-related topics and other technical matters.

Nominations Committee - consideration should be given as to
whelther the Committee’s remit should be expanded to cover wider
talent development, below Executive Committee level.

The Committee's remit was considered during the review of its Terms
of Reference undertaken in March 2023 and it was determined that
these remained appropriate and reflective of the requirements
outlined in the 2018 Code. The Board participated in a Group-wide
succession planning and talent management session during the year.
Read more in the Nominations Committee Report on pages 121 to 126.

Remuneration Committee - consideration should be given as to
whether there should be an additional Non-Executive Director en
the Committee.

As part of its ongoing succession planning activity, the Board
continues to consider the composition of alt Committees, including
that of the Remuneration Committee.
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COMPOSITION, SUCCESSION AND EVALUATION CONTINUED

Chair’s performance

The Senior Independeni Director, Kevin Beeston,
carried out a review of the performance of the
Chair, which included meeting with the Nan-
Executive Directors without the Chair being
present. The consolidated feedback, which was
wholly positive in nature, was discussed with the
Chair and subsequently reported to the
Nominations Cornmittee and Board. The review
confirmed that the Chair continued to
demanstrate strong leadership and commitment,
highlighting her expert management of the Board
succession process during the year. [t was
concluded that the Chair promoted a culture of
inclusivity, openness and debate, ensuring that
views from others were sought before expressing
her own perspective. As such, meetings were
constructive and focused, and Directors received
accurate, timely and clear information in advance.
Board members confirmed that the Chair devoted
sufficient time ta the role, including in relation to
building good relationships with key stakeholders,
andin all respects met the requirements of the
2018 Code,

John Coghlan’s independence

John Coghlan witl have served on the Board for
nine years in May 2023. The Boeard is satisfied that
John continues to demonstrate independent
character, judgment and objectivity. Continual
monitoring of his independence and parformance
will be undertaken over his remaining tenure.

The Beard, taking into account the provisions set
out in the 2018 Cade, considered that John
remained independent notwithstanding the fact
he would be serving for a pericd of more than
nine years and concluded that there were no
relationships or circumnstances likely to impair
his judgment. This was based on a number of
factors, including:

- John's strong record in making objective
decisions and holding management to account,
and rernaining willing and able to do s0;

- His clear independence demonstrated in terms
of his participation at meetings with
management and his interactions with
stakeholders including the External Auditor;

~ His arm’s-length approach to dealing with
Executive Directors and continued challenge of
management where appropriate;

- The fact that none of John's externat
directorship appointments conflicted or
potentially conflicted with those of the
Company; and

- The broader composition of the Board,
including the fact that ne other Non-Executive
Director had a tenure in excess of nine years.
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Effectiveness of Board Committees
The Board places significant reliance on its
Committees by delegating a broad range of
responsibilities and issues to them. It
therefore remains crucial that effective links
are maintained between the Committees and
the Board, not least as itis impracticable for
atl Independent Non-Executive Directors to be
mernbers of all the Committees. Mechanisms
are in place to facilitate these (inks, including
ensuring that there are no gaps or
unnecessary duplications between the remit of
each Committee and everlapping membership
between Board Committees where necessary.
Each Committee has its own Terms of
Reference, which are reviewed annually, and
the Board receives a written summary of each
of the Committee's meetings along with aral
updates at the Board, where appropriate.

The effectiveness of the Board Committees is
therefore an important part of the evaluation
and, along with each respective Committee, the
Board also monitors any Committee-related
recommendations that arise from the review.
Overall, Board members are fully satisfied that
the governance and controls in place are working
well and give the Board the visibility it neegs to
carry out its oversight duties. Each Committee
remains effective in providing the Board with the
support it has requested. Further details on each
Committee, including its oversight and focus
during the year, can be found in the Cormmittee
reports starting on page 121.
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External appointments

Itis imperative that Directors have sufficient time
to meet their responsibilities of providing
constructive challenge and strategic guidance,
and holding management to account. Approvals
were sought fram the Board during the year for
Directors’ additional roles and due consideration
was given to any potential conflicts of interest
and ability to devote sufficient time to Severn
Trent Plc before consent was granted.

Afurther review of each Director’s tirme
commitrment was undertaken as part of the
evaluation, with full consideration given to

the number of external positions held by the
Executive and Non-Executive Directors, including
the time commitment required for each. The
Nominations Cornmittee, in considering the
Continuing Office of Directors, did not identify any
instances of overboarding and confirms that all
individual Directors have sufficient time to commit
to their appaintment as Directors of Severn Trent
Ple. The full list of key external appointments held
by our Dfrecters can be found in their biographies
on pages 104 to 105,



NOMINATIONS COMMITTEE REPORT

Christine Hodgson
Chair

The evolution of the Board
and succession planning for
the Executive Committee
have been key areas of focus
for the Committee this year
and we believe we have

the right team in place to
deliver our Strategy into the
next AMP and beyond.

All members of the Committee are
Independent Non-Executive Directors of
the Beoard, with the exception of Christine
Hodgson [who was independent on
appointment|. Only members of the
Committee have the right to attend
Committee meetings. Other individuals,
such as the Chief Executive, the Director
of Human Resources and other senior
management and external advisers, may
be invited to attend meetings as and when
appropriate. None of these attendees are
members of the Committee.

Dear Shareholder

This report details the role of the Nominations
Committee and the important work it has
undertaken during the year. It highlights the
vital part played by the Committee to ensure
that the Board has the appropriate balance of
skills, experience, knowledge and diversity to
provide the Company with the strong
leadership required to supportits workfarce
and deliver long-term sustainable success.

The Committee also ensures thereisa
high-quality, stable Executive Team in place,
focused on the long term but adaptive to the
changing world around us in order to deliver
for all of our stakeholders.

This year bas seen a number of significant
changes to the composition of the Board,
following the retirement of Philip Remnant,
former Chair of the Remuneration Committee,
in November. | would like to convey my thanks
to Philip for his dedication and significant and
impactful contributions to the Board and
Committee discussions. Sharmila Nebhrajani
has taken on the role of Remuneration
Cemmittee Chair and, as such, will introduce
her first Directors’ Remuneration Report to
shareholders this year.

We also welcomed Sarah Legg as an
Independent Non-Executive Director of the
Board from 1 November 2022. Given her
strang financial background and deep interest
in sustainability matters, Sarah joined our
Audit and Risk, Treasury and Corporate
Sustainability Committees, in addition to the
Nominations Committee. Details of her
ongoing induction programme can be found on
page 117.

During the year, we also announced the
planned retirement of James Bowling. cur
Chief Financial Officer of eight years, ang
Bronagh Kennedy, our Group General Counsel

and Company Secretary of nearly twelve years.

The Committee was delighted that, following
rigorous internal and external search and
selection processes, the appointments in
relation to both these roles, and the
subsequent opportunities they created an

Committee members

GOVERNANCE REFORT

the Executive Committee, were largely made
frorm existing talent within our business,
helping us preserve the incredible knowledge
and experience we possess and help drive us
forward over the coming years. As a result of
the Committee’s positive action, the Group's
succession readiness has been strengthened
and the Committee considers that all key roles
have credible successinn plans in place. You
can read more about these appointments

on pages 123 and 124.

Following the implementation of these
changes, the Committee has been focused on
planning for the transition of cur long-standing
Non-Executive Directors, ensuring that the
Board remains well balanced, with a strong
pipeline of candidates with the appropriate
skill sets, experience and capabilities.

During the year, the Committee also
considered the Board Diversity Policy [the
‘Policy’] and reviewed progress made against
the agreed otjectives set out in the Policy. The
importance of the Policy aligning with the
diversity of our region, specifically in respect
of gender, social and ethnic backgrounds,
skills and experience, was parameount, The
Committee also considered the new Listing
Rule reguirements in relation to diversity and
inclusion, and progress in achieving the
individual targets. Following its review, the
Cornrmittee recommended to the Board that
the Policy was amended to cover a broader
range of diversity characteristics and facilitate
the open and transparent reporting by
Directors. Read more on page 125.

| am pleased to report that the Company
complies with the targets outlined within the
Listing Rules, with 60% of the current Board
Directars being women, two of the seniar
positians currently held by women [Chair and
Chief Executive] — moving to three following
Helen Miles” appointment as Chief Financial
Officer in July 2023 - and two members of our
Board from non-White Ethnic Minority
backgrounds. We have developed a refreshed
disclosure this year, which can be found on
page 126, and we welcome feedback on this.

Member since Meetings attended

Documents available at severntrent.com

Board Diversity Policy

‘Wonderfutly You', our Diversity and
Inclusion Strategy

Charter of Expectations

Committee Terms of Reference

Christine Hedgson [Chair] January 2020 6/&
Kevin Beestan June 2016 &/6
John Coghlan May 2014 &/4
Tom Delay January 2022 &6
Sarah Legg Neovember 2022 1M1
Sharmila Nebhrajani May 2020 &/8
Phitip Remnant March 2014 until November 2022 5/5
Gillian Sheldon January 2022 6/6
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NOMINATIONS COMMITTEE REPORT CONTINUED

As part of the Committee’s governance oversight
role, the Committee also assists the Board inits
consideration of conflicts of interest and
independence issues. As part of its
recommendation to the Board in respect of the
Cantinuing Office of Directars, the Committee
conducted its annual review of individual Director
conflict authorisations as recorded in our
Conflicts of Interest Register. When reviewing
canflict authorisations, the Committee
considered any other appointments held by

the Director as well as the findings of the Board
Effectiveness evaluation.

Fallowing the review, the Committee
recommended to the Board that each conflict
authoerisation remained appropriate and that
there were no business or other circumstances
that were likely to affect the independence of
any Non-Executive Director. As such, the
Committee determined that all Non-Executive

Directors continued to demonstrate
independence and | am pleased to report that
the Board concurred with our conclusion.

In accardance with the 2018 Code, all the
Directors will retire at this year's AGM and,
with the exception of James Bowling, submit
themselves far appointment, in the case of
Sarah Legg and Helen Miles, or reappointment
by shareholders. Each of the Non-Executive
Directors seeking appeintment or
reappointment are considered to be
independent in judgrment and character.

Finally, in what has been a very busy vear

far the Committee, we alsao paid significant
attention to enhancing the effectiveness of

the Board and its Committees, An internally-
facilitated Board Effectiveness evaluation was
conducted earlier this year, which concluded
that the Board continues to operate effectively
while also signalling minor areas for
improvement, details of which can be

found on page 119.

fwould like to thank the members of the
Committee for their continued commitment
throughout the year, for the epen discussions
that take place at our meetings, and for the
contribution they all provide in suppoert of
our work.

Christine Hodgson
Chair of the Nominations Committee

23 May 2023

KEY AREAS OF
FOCUS IN 2022/23

The Committee has responsibility for
keeping the size, structure and camposition
of the Board and its Committees under
review and is responsible for ensuring that
there are formal plans in place foran
orderly succession to both Board and senior
leadership positions. The Committee also
oversees the development of a diverse
pipeline for succession. The compaosition of
the Board is reviewed and refreshed ona
regular basis and there is a rigorous and
transparent procedure for the appointment
of Directors. The Committee leads the
process for Board and Board Committee
appointments and makes recommendations
1o the Board. The Committee reports to the
Board on its key areas of focus following
each Committee meeting.

Key areas of focus for the Commitiee this
year included the following:

— Consideration of the compasition of the
Board and Committees and the succession
of Nan-Executive Directors and the skills,
knowledge, experience, diversity and
attributes required of current and future
Non-Executive Directors. In cansidering
Board succession, the Committee tock into
account the length of tenure of the
Non-Executive Directors and the
importance of the progressive refreshing
of Board membership.

Review of individual Director independence

through the established Conflicts of

Interest and Persons Closely Associated

declaration process and concluded that

there were no concerns as regards the
composition of the Board, or the
contribution or comrnitment of any of

the Directors.

- Review of the search firm providers for
the next stage of the Board's succession
planning and engaged the executive search
firms Hedley May' and Spencer Stuart?®.

- Oversight of the succession plans in place
for the Executive Committee and other
members of senior management, including
cansideration of the Group's talent
development programmes to buitd
technical and leadership capability.

- Oversight of the Board Effectiveness
evaluation and discussion of the feedback,
observations and recarnmendations from

the review of the Board and Committees,
including the 2023 action plan for approval
by the Board.

Reviewed the Board Diversity Policy

to ensure it remained aligned with the
requirements of the {isting Rules and
incorporated any other best practice.
Continued application of the Board
Diversity Policy and initiatives, and
reviewed progress made against the
agreed abjectives set out in the Board
Diversity Policy.

Discussion of the role of the Board
Diversity Policy in advancing the
composition and effectiveness of the Board
and Executive Committee.

The Committee also reviewed and approved
its Terms of Reference, prior to making a
recommendation to the Board. In completing
its review, the Committee concluded that the

Terms of Reference remained appropriate

and reflected the manner in which the
Committee was discharging its duties.

The Committee is authorised to seek
external legal or other independent
professional advice as it sees fit but did not
need to do so during the year.

1 Hedley May is a signatory to the Voluntary Code of
Conduct far Executive Search Firms and has no other
connection with the Company or indwidual Directors.

2 Spencer Stuarts asignatory to the Voluntary Code of
Conduct for Executive Search firms. Christine Hodgson
acts as an External Board Adviser to Spencer Stuart
Management Consultants NV, Thisis the only connection
betweenthe two companies. Read more on page 124
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NON-EXECUTIVE DIRECTOR SUCCESSION PLANNING

1

ENHANCED
REVIEW OF
INDEPENDENCE

Whilst we see long service on the Board as a positive
characteristic, the Board is mindful that the 2018 Code
indicates that Nen-Executive Directors should not
serve for more than nine years and Non-Executive
Directors that have served over six years should be
subjected to a particularly rigorous review.

Such reviews, in line with the requirements of the 2018
Code, had been undertaken in relation to the
independence and commitment of the following
Non-Executive Oirectors since reaching their six-year
tenures:

- Philip Remnant
- John Coghlan
- Kevin Beeston

In all cases, the Board remained satisfied that Philip,
John and Kevin continued to act with the utmost
independence and considered that their continued
appointment was in the long-term best interests of
shareholders. The length of service, independence and
potential for conflicts of interest of John and Kevin were
also considered as part of aur internally-facilitated
Board Effectiveness evaluation conducted this year,
further details of which are set out on pages 118 to 119.

2

PREPARATION
FOR
RECRUITMENT

In preparation for twa of its longest-serving
Independent Non-Executive Directeors, Philip Remnant
and Jehn Coghlan, approaching their maximum tenures
of nine years, the Committee was tasked with reviewing
the succession plans in place and recruiting additional
Independent Non-Executive Directors, where
appropriate, to ensure the optimum balance of skills and
experience on the Board. During 2021/22, the
Committee appointed an independent search firm, which
is a signatory to the Veluntary Code of Conduct for

Executive Search Firms, to support with the evolution
of the Independent Non-Executive membership of the
Board over the next two to three years.

Both Philip and John held Committee Chairships and
therefore tailored recruitment criteria and rote
specifications were developed to outline the appropriate
skills and experience required to ensure the Board
continued to cornprise members who were guatified

to carry out these vital roles.

3

SHORTLIST AND
SELECTION

The Committee ensured that the recruitment process
was conducted in line with the Board Diversity Policy,
in particular that diverse candidates from a wide
variety of backgrounds and those with non-listed
company gxperience were included within the
respective shortlists. Read more about our Board
Diversity Policy on page 125,

Interviews were conducted by the Chair, Senior
Independent Director and Chief Executive, with support
from the Group Company Secretary. Once a preferred
candidate had been selected, a pre-appointment
meeting with Ofwat was arranged ahead of the
preposed Non-Executive Director being formally
appointed to the Board of Severn Trent Water Limited.

4
APPOINTMENTS

Since 2021, the Committee has recommended the
following appointments to the Board:

- Giltian Sheldon - as an Independent Non-Executive
Director and member of the Audit and Risk,
Remuneration and Nominations Committees, and
Chair of the Treasury Committee.

- Tom Delay - as an Independent Non-Executive
Director, Chair of Corporate Sustainability
Comrmittee and member of the Nominations
Committee.

- Sarah Legg - as an independent Non-Executive
Director and member of the Audit and Risk,
Nominations, Corporate Sustainability and
Treasury Commiltees,

The Committee had also recommended to the Board
the appointment of Sharmila Nebhrajani, an existing
Independent Non-Executive Director, to the
Rermuneration Committee in anticipation of her
succeeding Philip Remnant as Chair of the
Remuneration Committee.

The Committee also considered succession plans for
the Chair of the Audit and Risk Committee, John
Coghlan, wha will have served on the Board for nine
years in May 2023. The Cemmittee and Board

are satisfied that John continues to demonstrate
independent character, judgment and objectivity.

5

SUCCESSION
AND INDUCTION

All newly appointed Directors undertook thorough, tailored induction programmes, overseen by the Committee,
which included specific focus on key aspects of their roles on the Board Committees. Further details on Non-
Executive Director induction programmes can be found on page 117.

FUTURE
PLANNING

The Committee is satisfied that all key roles have credible succession plans in place. Notwithstanding this, the
Committee considers succession planning at each of its meetings and will cantinue to make appropriate

recommendations to the Board as necessary.
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EXECUTIVE COMMITTEE SUCCESSION PLANNING

THE NOMINATIONS COMMITTEE ALSO CONSIDERED SUCCESSIGN PLANNING FOR MEMBERS OF THE EXECUTIVE COMMITTEE DURING THEYEAR,
INCLUDING IN RELATION TO THE BELOW RQLES.

CHIEF FINANCIAL
DFFICER

The Company announced on 1 February 2023 that
James Bowling, Chief Financial Officer [CFO'} and
Executive Director, intended to retire from the
Severn Trant Board following the conclusion of
the AGM on é July 2023, having served the
Company for over eight years.

Following a rigorous internal and external search
and selection process, led by the Committee, it
was announced that Helen Miles, the Group's then
incumbent Director of Capital and Commercial
Services, would be appointed as an Executive
Oirector and the CFO Oesignate with effect from

1 April 2023.

The Chair and the CED led the process to identify
suitable candidates for the CFO role and the
executive search firm Spencer Stuart’ was engaged
as part of the recruftment process, having
demonstrated, of the executive search firms
considered, that it had the best understanding and
knowledge of the Group and its culture. Having
been provided with a role specification and detailed
brief of the desired candidate profile, Spencer
Stuart undertook the initial independent appraisal
gracess and ideatified a number of potential
internal and external candidates for the Committee
to consider. Those shortlised were then interviewed
by members of the Cammittee

The Committee was pleased to recormmend to the
Board the appointment of Helen Miles given her
highly experienced and commercial background
along with a detailed understanding of the water
sector and proven track record of excaptional
delivery.

Furtherrmore, the Commitiee was particularly
pleased that Helen would have the opportunity te
wark alengside James prior to his retirement to
ensure an effective and arderly handaver.

1 Spencer Stuarlis a signatory to the vpluntary Code of Conduct
for Executive Search Firms Christine Hodgsen acts as an
External Board Adviser (o Spencer Stuart Management
Consultants NV. The decision to appoint Spencer Stuart was
first discussed with John Caghlan, Chair of the Audit and Risk
Committee, before the Board considered the matter and
determined that the engagement of Spencer Stuart would
present no conflict of interest

GROUP GENERAL
COUNSEL

AND GROUP COMPANY
SECRETARY

The Company announced on 13 September 2022
that Bronagh Kennedy, Group General Counsel
and Company Secretary, intended to retire from
Severn Trent on Z December 2022, having served
the Company for nearly twelve years,

Following a rigorous internal and external search
and selection process, the Committee considered
that the role should be split into two roles - Group
General Counsel and Group Company Secretary -

with the fallowing twe candidates recommended
for appointment:

- Didar Dhillon was appointed as the Company's
new Group General Counsel with effect from
2 December 2022, having joined the Group in
Dciober 2022,

- Hannah Woodall-Pagan was appointed as Group
Company Secretary with effect from 2 December
2022, having joined the Groug in October 2015.

DIRECTOR OF CAPITAL
AND COMMERCIAL
SERVICES AND DIRECTOR
OF CUSTOMER
OPERATIONS

Further to Helen Miles” appointment as CFO
Designate, the Commitiee oversaw the succession
plans in place for the Executive Committee.

The Committes recommended to the Board the
following:

- Director of Capital and Commercial Services -~
Appaointment of James Jesic, who previgusly
served as Director of Customer Dperations since
2020 and has been with the Group since 2003.

- Director of Customer Operations - Appointment
of Steph Cawley, who has held a number of
senior roles since joining the Group in 2018.

The Committee was particularly pleased to
appaint internal candidates to these roles, as
it demonstrates the strength and talent of the
Senior Management Team within the business,
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Diversity on our Board

and Committees

The Committee and Board continue to drive the
agenda of diversity across the Group in setling
the right tone from the top and are proud of the
progress being made to date. Whilst Severn
Trent has long been an advocate of a diverse
workforce and the huge advantages that this
brings teams across the business, the
Cornnnliee acknowledges that there is more to
be done tc encourage greater diversity, so that
all companies can experience the benefits of
wide-ranging experience and backgrounds.

BOARD POLICY OBJECTIVES

Ensure the Board comprises an appropriate
balance of skills, experience and knowledge
required to effectively oversee and support
the management of the Company.

We welcome the Financial Conduct Authority's
['FCA’] policy statement, published in April
2022, regarding changes to the Listing Rules in
relation to diversity and inclusion on company
boards. This section of the Annual Repert
addresses the FCA's requirements in relatian
to divergity and inclusion disclosures set outin
Listing Rule 9.8.6RI{9).

The Nominations Committer reviews the
Board Diversity Policy (the "Policy) an an
annual basis and makes recommendations
to the Board where it identifies changes
that can be made to further contribute to
improving the diversity of the Board and
Executive Committee.

IMPLEMENTATION

Annual review of the Board's compaosition by
the Nominations Committee with particular
consideration being given to the balance of
skills, experience and independence of the
Board. The Board Effectiveness evaluation
specifically censidered the composition of the
Board and the cantribution, commitment and
independence of individual Directors.

GOVERNANCE REPORT

This year, the Policy was updated to include
reference to the Board Committees required
to be considered under the 2018 Code and in
consideration of how wider diversity
characteristics can be addressed. The main
objectives contained in the Policy are set out
below, alongside an overview of the action
taken to implement the Policy. The full Policy
is available on the Severn Trent Plc website.

PROGRESS MADE

At its March 2023 meeting, the Committee
formally reviewed the compasition of the
Boarg and the performance, centribution and
commitment of individual Directors in the
context of the Board Effectiveness evaluation.
Ne cencerns were raised in relation to the
composition of the Board and the balance

of skills, experience and knowledge on the
Board as a whole. All Board successicn
discussions took place in consideration of
the Palicy.

Ensure consideration is given to diverse
candidates for Non-Executive Director
Board appointments from a wide pool,
including those with no listed company
Board experience.

Ensure Board appointment ‘longlists’ include
candidates with a diversity of social and
ethnic backgrounds and cognitive and
personal strengths.

The Board and Nominations Cammittee
recognise the importance and benefits of
greater diversity, including gender diversity,
social and ethnic background and cognitive
and personal strengths, throughout the
organisatien, including on the Beard itsetf.

Oninstruction of an executive search firm, the
specification will ensure that candidates with
no listed company Baard experience are fully
considered.

Sarah Legg was appointed to the Board as an
Independent Non-Executive Directer on
1 Novermnber 2022.

Following the end of the financial year,
Helen Miles was appointed to the Board as
an Executive Director and the CFQ Designate
on 1 Aprit 2023.

The recommendations inrespect of these
Board appointments were conducted in fuill
consideration of the Policy, the 2018 Code
and additional relevant guidance.

The Committee ensured that Hedley May and
Spencer Stuart, the executive search firms
engaged for these appointments, presented
a diverse potential candidate List, including
candidates with no listed company
experience.

Ensure focus is given to the development of
a pipeline of diverse, high-calibre candidates
for Board level roles and report annually on
the diversity of the Executive pipeline as
well ag the diversity of the Board.

Regular Board and Nominations Committee
consideration of the importance and benefits
of greater diversity, including gender diversity,
social and ethnic background and cognitive and
personal strengths. This includes
representation of these cohorts in the Group’s
talent pipeline and on the Board itself.

At its April 2023 meeting, the Board
considered diversity and inclusion within the
Group. The Board committed to building on
existing graduate, apprentice and leadership
programmes to embed inclusivity in our
succession planning and talent developrnent
work. This included discussion on
strengthening our talent pipeline, with an
enhanced focus on ensuring appropriate
representation from rminority ethnic
candidates, as well as other relevant diverse
cohorts. This was also an area of specific
focus within the Board and Executive
Committee succession planning discussiens
that took place during the year.

SEVERN TRENT PLC ANNUAL REPORT AND ACCCUNTS 2023

125



NOMINATIONS COMMITTEE REPORT CONTINUED

Annual Statement on Board Diversity Targets

On behalf of the Board, the Nominations Committee is pleased to confirm that as at 31 March 2023, all three of the targets set out within the Board
Diversity Policy, which align with the diversity and inclusion targets set out in the Listing Rules, have been met. A sumrnary of the Board Diversity
Targets is set out in the table below.

BOARD DIVERSITY TARGET TARGET MET? BOARD DIVERSITY AS AT 31 MARCH 2023

At least 40% of the individuals on the Board of Directars are women. _ B&% of the indjviduals on the Board of
Directors are women

At least one of _the seniur_pOSi_tions !Chair: Chief Executive, Senit?r . _ The Chair s 2 warnan
Independent Director, Chief Financial Officer] on the Board of Directors is

held by a woman. - The Chief Executive is a woman

:At' lea:?tt ol:\e E‘nemhe; {of thefBoard odfpirectors is from a non-\:;lhdi’te Et:nn: _ Two members of the Board of Directors
oflporlfy ;ctgroulns asre e;'.gncse’”m categories recommended by the are from non-White Ethnic Minority
ice for National Statistics (ONS')), backgrounds

Detailed numerical informaticn on the gender and ethnicity representation on the Board and Executive Committee is set out below.

Data concerning gender and ethnicity representation is collected directly from all the individual Board and Executive Committee members
through a Diversity and Inclusion Monitoring Form (the ‘Form’] which is issued for completion on an annual basis. The Form asks individuals to
disclose their gender and ethnicity using the options incluged on the Form, which atign with the detail in the left-hand columns of the tabies below
and therefore includes the option to not specify an answer. This data is collated by the Company Secretariat Team and held secureiy and in
accordance with the Group's data protection processing and retention guidelines

Severn Trent Ple

Gender Representation as at 31 March 2023 Severn Trent Plc Board Executive Committee
Number of senior

positions on the Number Percentage

Number of Percemtage Board [CED, CFO, in Executive of Executive

Board members of the Board SiD and Chair|) Management Management

Men 4 L4% 2 6 67%

Women 5 54% 2 3 33%

Nat specified/prefer not to say - - - - -

Severn Trent Plc

Ethnicity Representation as at 31 March 2023 Severn Trent Plc Board Executive Committee
Number of senior

positions on the Number Percentage

Number of Percentage Board [CEDQ, CFQ, in Executive of Executive

Board members of the Board S(0 and Chair] M g 1t Management

White British or other White

fincluding minority-white groups) 7 78% 4 8 89%
Mixed/Multiple Ethnic Groups 1 1% - - -
AsianfAsian British 1 1% - 1 11%

Black/African/Caribbean/Black British - - - - -

Other ethnic group, including Arab - - - -

Mot specified/prefer not to say - - - - .

As discussed on page 100, since 31 March 2023, there have been changes to the membership of both the Board and the Executive Committee. The
Nominations Commitiee confirms that these appointments have not affected the attainment of any of the Board Diversity Targets and neither the
Board nor the Committee foresees any risks in not being able to continue to meet the Board Diversity Targets during the current financial year.
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AUDIT AND RISK COMMITTEE REPORT

John Coghlan
Chair

Against the backdrop of upcorning audit

and corporate governance enhancements,
the Committee’s contribution to ensuring
that reporting is fair, balanced and
understandable is increasingly vital for
shareholders and other stakeholders who
want to assess the Company's performance
and hold the Board to account.

Allmembers of the Committee are Independent
Non-Executive Directors of the Board. The Board
considers that all members of the Committee
have recent and relevant financial experience and
competence relevant to the sector, with the Chair
and the majority of the Committee members being
qualified accountants. Only members of the
Committee have the right to aattend Committee
meetings. Other regular attendees at meetings at
the invitation of the Committee include the Chair
of the Board, the Chief Executive, the Chief
Financial Officer ['CFO’), the Group Company
Secretary, the Group General Counsel, the Group
Financial Controller, the Head of Internal Audit,
other members of senior management,
represemtatives from the External Auditor,
Deloitte, and nan-financial regulatory
performance and data assurers, Jacobs, None of
these attendees are members of the Committee.

The Committee regularty holds private
discussions with the Head of Internal Audit and
the External Auditor separately, without
management present. The Chair of the Committee
regularly holds separate one-to-one meetings
with the CFQ, the Head of Internal Audit, the
External Auditer and with Committee members
outside of scheduled meetings to better
understand any issues or areas far cancern,

Dear Shareholder

| am pleased to present this report, which aims
to give shareholders a clear insight into the
work we have done as a Committee to provide
challenge and assurance an the integrity of the
2022/23 Annual Report and Accounts and the
Group's regulatory reporting requirements.

The Committee assists the Board by
establishing, reviewing and mnnitaring the
formal and transparent policies and procedures
to ensure the independence and effectiveness
of the Internal and External Audit functions, the
integrity of financial and narrative reporting, the
Company’s internal control framework and the
adequacy of the process that enables the Board
to assess the extent of Principal Risks the
Company is willing to take to achieve its
long-term strategic objectives.

Throughout the year, | maintained regular
dialogue with other members of the
Committee, the Chief Financial Officer and
other members of management, including
presenters of upcoming agenda items prior

to meetings, to ensure the Committee was
provided with the necessary information to
enable it to guide, challenge and advise and,
when required, make informed decisions. |
also met privately with the Head of Internal
Audit and representatives from the External
Auditor and External Assurer, both to discuss
any issues that may have arisen and as part of
my angoing assessment of their effectiveness.

Much of the Cormmittee’s work relates to the
regulated activities of Severn Trent Water, which
represent over 91% of Group turnover. The
Committee’s vital contribution to cur Purpose

of 'taking care of one of life's essentials’ ensures
that the interests of shareholders and other
stakeholders, particularly our customers and
regulators, are properly protected, by overseeing
the Group’s financial reporting and internal
control arrangements. The Committee uses its
collective expertise, with input from the External
Auditor, to provide challenge to the approach and
Judgments made by management in the
treatment of financial matters and the resulting
disclosures within the financial statements.
Transparency and openness are fundamental

to the relationship between management and
the Committee, which is further reinforced
through our culture of Doing the Right Thing.

As such, one of our key roles is to advise the
Board that we are satisfied that the Annual
Report and Accounts are fair, balanced and
understandable, and provide the information
necessary for shareholders to assess the

Committee members

GOYERNANCE REPORT

Company's position, 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 interpretation and, if necessary,
re-present the information. The Cemmittee has
spent considerable time reviewing and
scrutinising the Groug's financiat resutts, and
details of the significant issues we considered
can be found on page 134.

The External Auditor performs its statutory
audit, by auditing the accounting records of the
Company against agreed accounting practices,
relevant laws and regulations. Deloitte’s audit
report can be found on pages 168 to 175.

The Financial Reporting Council's Audit Quality
Review ['AQR’] team selected for review the
audit of the Severn Trent Plc financial
statements for the year ended 31 March 2027
as part of its annual inspection of audit firms.
As Chair of the Audit and Risk Committee, |
received a full copy of the findings of the AQR
and have discussed these with Deloitte. The
findings were largely positive, with no
significant areas for improvement identified
within the report. The Committee is alsc
satisfied that there is nothing within the report
which might have a bearing on the audit
appointment. Based on consideration of the
responses ta our internat effectiveness review,
and taking into account the AQR report, the
Committee remains satisfied with the
efficiency and effectiveness of the audit.

We were pleased to advise the Board that the
2022/23 Annual Report and Accounts are fair,
batanced and understandable, and that the
Directers have provided the necessary
information for our shareholders to assess
the Company's positicn, prospects, business
model and strategy. Our review processis
described in further detail on page 131,

During the year, the Committee reviewed and
agreed with management's proposal for the
Company’s long-term Viability Statement to
continue to cover a seven-year peried [see pages
80 to B3). it was agreed that this was appropriate,
given the nature of the regulatory framework in
the water sector and Ofwat’s statutory duty to
ensure that companies can finance the proper
carrying out of their functions.

The increasing focus of stakeholders on

the impact of climate change and other
environmental issues has become evidentin
the Committee’s workload, The Committee
plays a key role in the governance of
environmental and climate-related reporting,

Member since Meetings attended

John Coghlan {Chair) May 2014 5/5
Dacuments available at severntrent.com Kevin Beeston September 2016 5/5
Nen-Audit Services Policy Sarah Legg Nevermnber 2022 2/2
Anti-Bribery and Anti-Fraud Policy Sharmila Nebhrajani May 2020 until Septernber 2022 2/2
Charter of E tati
| i Expectations Philip Remnant March 2014 untl Septermnber 2022 2/2
Commitiee Terms of Reference
Gillian Sheldon January 2022 5/5
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including overseeing, in conjunction with the
Corporate Sustainability Committee and
supported by independent third-line assurance
by Jacobs, the Group's Task Force on Climate-
related Financial Disclasures ['TCFD').

The Committee has also spent a considerable
amount of time reviewing the Group’s risk
management processes and procedures, with
good progress made in enhancing their
effectiveness during the year. You can read more
about our approach to risk on pages 73to 74.

You will see that this report contains an overview
of the Company's whistleblowing arrangements,
The Beard has previously agreed that the
responsibility for oversight of whistleblowing
arrangernents should continue to be delegated to
the Audit and Risk Committee and not be a
matter reserved solely to the Board. However,
the Board as a whole monitors and reviews the
effectiveness of the Group’s whistleblowing

arrangements annually, to ensure that it has
sufficient oversight of whistleblowing to support
its work on culture, risk and stakeholder
engagement. The Audit and Risk Committee
continues to receive reparts on investigations
and all significant whistleblowing matters are
reported directly to the Board. The Board has
reviewed these arrangements again this year
and is satisfied that they are effective, facilitate
the proportionate and independent investigation
of reported matters and ailow appropriate
follow-up action to be taken.

The annual Board Effectiveness evaluation, which
was conducted internally this year, assessed our
performance as a Committee, and | am pleased
that this concluded that we operate effectively and
that the Board takes assurance from the quality of
our work. The Board is satisfied that the
Committee members bring a wide range of
financial experience across various industries and

all members have competence reievant to our
sector, with significant recent and relevant
financial experience. Further information about
each Committee member is contained in their
individual biegraphies, which can be found on
pages 104 to 105.

I would like to thank the members cf the
Committee, the management team, Internal
Audit, Delcitte and Jacobs for their continued
commitment throughout the year, for the open
discussions that take place at our meetings, and
for the contribution they all provide in support
of our work,

John Caghtan
Chair of the Audit and Risk Committee

23 May 2023

KEY AREAS
OF FOCUS IN 2022/23

The Cammittee has an extensive

agenda focusing an the audit, risk and
assurance processes within the business
which it deals with in conjunction with
management, the External Auditor, Internal
Audit and the Finance and Regulatory
Compliance and Assurance teams.

Internal Audit and assurance
- Considered Internal Audit reports
presented to the Committee and satisfied
itself that management had resolved or
was in the pracess of resolving any
outstanding issues or actions.
Reviewed and approved the Internal Audit
plan and approach for 2023/24.
- Reviewed the guality and effectiveness
of Internal Audit and the effectiveness of
the current co-source arrangements.
- Considered the findings of the assurance
that had been undertaken as part of
regulatory submissicns for the Drainage
and Wastewater Management Plan, Water
Resources Management Plan, Water
tndustry National Enviranment Programme
and Strategic Resource Options.
Reviewed the detailed assurance plan and
approach for the Severn Trent Water PR24
submission.

Cammittee was discharging its duties.

Internal controls and risk

management

- Reviewed the effectiveness of the Group's
ERM processes and precedures and internal
control systems, and integration of the
components of the risk framework into
Board and Committee reporting, prior to
making a recommengdation ta the Board.

- Received updates on legal, requlatory and
ethical matters, and monitored fraud
reporting and incidents of whistleblowing,
including a review of the adequacy of the
Group's whistleblowing processes and
procedures, prior to reporting to the Board
on this activity.

- Oversaw and monitored the Group's
compliance with the Bribery Act 2010,
including a review of the adequacy of the
anti-bribery, corruption and fraud processes
and procedures and associated policies).

External Audit

- Managed the relationship for the 2022/23
statutory audit, including the key audit risks
and level of materiality applied by Deloitte,
audit reports from Deloitte on the financiat
statermnents and the areas of particular
focus for the 2022/23 audit.

~ Considered the outcome of the FRC's Audit

Quality Review of Deloitte’s audit of the

Company’s 2021/22 financial statements.

Assessed the effectiveness of the Externat

Auditor and made a recemmendation to the

Board on the reappointment of Deloitte as

the External Auditor.

- Agreed the statutory audit fee for the year

ended 31 March 2023.

Reviewed and approved the non-audit

services, provided by the Externat Auditor

and related fees for 2022/23.

Financial and regulatory reporting
- Reviewed and discussed reports from the
Chief Financial Officer on the financial
statements, considered management’s
significant accounting judgments 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 integrity of the regutataory
reporting process relating to the Annual
Performance Report, and other regulatory
submissions, for Severn Trent Water as
required to be submitted to Dfwat.
Reviewed the 2022/23 Annual Report and
Accounts, and pravided a recommendatian
to the Board that, as a whole, they complied
with the 2018 Code principle to be “fair,
balanced and understandable, and provide
the information necessary for shareholders
to assess the Company’s position,
performance, business model and strategy’.
Challenged and scrutinised management's
detailed assessment of the Group’s
long-term viability and its ability to
continue as a going concern. In doing s0,
the Committee toak inte account the risks
facing the business, and its ability to
withstand a number of severe but
plausible scenarios. Having considered
management's assessment, the
Committee recornmended to the Board the
long-term Viability Statement set out on
pages 80 to 83.

Considered the Company’s proposals

to address the response to the
Government’s call to strengthen the audit,
carporate reporting and corporate
governance regime in the United Kingdom,
Read mare on page 129,

'

1

The Committee alsa reviewed and approved the Committee’s Terms of Reference, prior to making & recommendation to the Board. In
completing its review, the Committee concluded that the Terms of Reference remained appropriate and reflected the manner in which the

The Committee is authorised to seek external legal or other independent professional advice as it sees fit but did not need fo do so during the year.
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GOVERNANCE REPORT

SPOTLIGHT ON
CORPORATE REFORM

The guality and accuracy of reported
information has always been a key focus of
the Committee's work. As such, the
Cummilice welcomed the response from the
Department of Business, Energy and
Industrial Strategy ['BEIS') on proposals to
strengthen the UK's audit, corporate
reporting and corporate governance
systems, which was published during the
year. Whilst the timelines and final
conclusions of the reforms are uncertain, the
Committee requested from management a

PUBLICATION OF AN AUDIT AND
ASSURANCE POLICY EVERY THREE YEARS
AND AN IMPLEMENTATLON

REPORT ANNUALLY

summary of the measures that the Financial
Reporting Council ([FRC’] and the Audit
Reporting and Governance Authority (ARGA’,
the successor to the FRCE mlend lo progress,
an initial assessment of how the changes
could impact the Group and any proactive
action that could be taken in the interim
periad ahead of formal legislation being
passed.

The review undertaken by the Finance and
Company Secretariat teams concluded that
the Group's existing governance framework

By virtue of the Group's existing reguiatory requirements, a robust audit and assurance
framework and system are already in place. Details of cur current audit and assurance
framewaork and systems are reported externally through the Annual Report and Annuat
Performance Report. We welcome further guidance and lock forward to publishing our

Audit and Assurance Policy in due course.

and internal control system in relation to
financial reporting was strong and, as a
result, many of the propesed reforms were
expected te be implemented efficiently and
effectively. A number of action peints were
considered by the Committee for the short to
medium term, whilst clarity was awaited on
potential amendments to the 2018 Code and
the enactment of relevant legislation.

A summary of the Committee's
cansiderations is set out below.

STRENGTHENING OF INTERNAL CONTROL
PROVISIONS IN THE 2018 CODE

The Committee oversees the annual review of the Group’'s systems, processes and
pracedures in order ta provide assurance to the Board that the Group’s internal controt
systems continue to operate effectively. As such, the Committee noted that there will be
future changes to the 2018 Code which will require a formal statement regarding the
effectiveness of controls and the basis of the assessment that has been completed. The
Group will continue to review any proposed changes in relation to internal control to ensure

compliance to future changes.

PROVISION OF A RESILIENCE STATEMENT
TO REPORT ON MATTERS THAT THE
COMPANY CONSIDERS WILL RESULTIN A
MATERIAL CHALLENGE TO ITS RESILIENCE
OVER THE SHORT AND MEDIUM TERM

Given the existing risk, going concern and viability requirements and disclosures, the Group
is well positioned to address developments relating to the intreduction of a formal
Resilience Statement. The Group will continue to comply with current requirements and
will review any amendments to legislation and the 2018 Code to ensure readiness ahead of

changes coming into effect.

REGUIREMENT FOR DIRECTORS TO MAKE
ASTATEMENT ON STEPS THE COMPANY
HAS TAKEN TO PREVENT AND DETECT
'MATERIAL FRAUD

To ensure the Group has an appropriate and effective fraud risk management frameworkin
place, during the year an initial review of our existing framework was undertaken. As a
result of the review, minor amendments have been implemented. including training staff to
recagnise cammon forms of brisery and corruption, and ensuring Group Authorisation

Arrangements remain appropriate.

DISCLOSURE AND AUDIT OF
DISTRIBUTABLE RESERVES

We currently disclose the amount of reserves that are distributable and we publish the
Group's approved Dividend Policy. Once further guidance has been made available, a review
of the reporting requirements will be undertaken and any additional detail relating to
dividends and capital maintenance will be included to ensure compliance.

INCREASED TRANSPARENCY OVER
EXECUTIVE PAY

The Government has proposed changes to the provisions of the 2018 Code, including greater
transparency of the conditions under which Executive pay can be withheld or recovered and
provisions in relation to minimum malus and clawback conditions which should be applied
by remuneration committees. Once guidance has been published, a review of the updated
requirements will be undertaken and the Committee will work alongside the Remuneration
Commitlee to ensure the necessary disclosures are made.

ENGAGEMENT OF SMALLER CHALLENGER
AUDIT FIRMS TO CONDUCT AMEANINGFUL
PORTION OF SUBSIDIARY AUDITS

Wa await further guidance on the definition of a ‘meaningful portion’. Once the guidance is
available, an assessment will be undertaken to consider how the appeintment of a
chailenger audit firm could be implemented and how this might impact eur next external
audit tender process, which we anticipate will be conducted no later than 31 March 2024.
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INTERNAL AUDIT

Internal Audit is an independent assurance function available to the Board, Audit and Risk Committee and atl levels of management, and is a

key element of the Group's corporate governance framework.

Suppertis provided by four main co-sourcing partners: PwC, EY, KPMG and BDO. Co-source arrangements are reviewed annually and we
believe this structure adds value, through greater access to specific areas of expertise, increased ability to flex resources, and the ability to
challenge management independently. Ce-source specialists continue to bring expertise to support the team and delivery of the audit plan

where relevant.

INTERNAL AUDIT PLAN AND ACTIONS

The role of Internal Audit is to provide independent and objective
assurance that the Group's risk management and internal control
systems are well designed and operate effectively, and that any
corrective action is taken in a timely manner.

Athree-year strategic audit planning approach is applied. from which
Internal Audit develops an annual risk-based audit plan; this
facilitates an efficient deployment of rescurce in providing assurance
coverage over time across the whole business. The Committee's role
is to review and chatlenge the plan, specifically whether the key risk
areas identified as part of our ERM process are being audited with
appropriate frequency and depth. Individual Committee members
also bring an external view of risks the Company may be exposed to.
Once approved by the Committee, regular reperting enables the
Committee to moniter delivery of the audit plan and ensure that
Internal Audit performs its work in accordance with the mandatory
aspects of the International Professional Practice Framework of the
Chartered Institute of Internal Auditors [the "CilA’), with integrity

EFFECTIVENESS

[honestly, diligently and responsibly) and objectively (without conflicts
of interest].

Following the completion of each planned audit, Internal Audit seeks
feedback from management and reparts to the Committee on the
findings of the audit, including any action that may be required. Where
any failings or weaknesses are identified in the course of the review
of internal control systems, management puts in place robust actions
to address these on a timely basis. No material weaknesses were
identified during the year. Action closure is reported to, and
meonitered by, the Committee and we are pleased to confirm that our
review established that management places a strong focus on closing
audit actions and ensuring timely completion.

The Internal Audit function alse liaises with the External Auditor,
discussing relevant aspects of their respective activities which
ultimately supports the assurance provided to the Committee
and Board.

We undertake an annual review of the effectiveness of the Internal
Audit function in line with the C1lA Internal Audit Code of Practice and
the FRC Guidance on Audit Committees. The CIIA guidance states that
Audit Committees should obtain an independent and objective externat
quality assessment at least every five years. However, we consider it
prudent to carry out external effectiveness reviews every three years,
The last external review of the effectiveness of the Internal Audit
function was undertaken in December 2021, The review was carried out
by BDO, which concluded that the Internal Audit function remained fit
for purpose, was cperating efficiently and effectively, and in line with
good practice.

INTERNAL CONTROLS AND RISK MANAGEMENT

BDO's findings also highlighted clear evidence that the internal Audit
function aperated with strategic alignment, afocus on risk and an
emphasis on quality and continuous improvement, all underpinned
by objectivity and integrity. The minor arecas of improvement raised
by BDO have been incorporated inte an action plan which was shared
and agreed with the Chair of the Committee. All actions were
completed in line with the proposed timescales.

Taking ali these elements into account, the Committee concluded that
the Internal Audit function was an effective provider of assurance
over the Group’s risks and controls, and appropriate resources were
available as required.

The 2018 Code sets out requirements in relation to companies’ internal contrels and risk management and, as such, throughout the year,
the Committee receives and reviews regular management reports and updates in relation to internal controls and risk management

to assure itself that the processes in place remain effective.

INTERNAL CONTROLS

Aninternal control system can provide reasonable but not absolute
assurance against material misstatement or lass, as it is designed to
manage rather than eliminate the risk of failure to achieve business
cbjectives. The Cammittee reviews the Group's internal control
systems and receives updates on the findings of Internal Audit's
investigations at every meeting, prior to reporting any significant
matters to the Board, which retains overall responsibility for the
effectiveness of the full suite of internal controls across the Graup.

As set out on page 130, the Audit and Risk Committee has oversight of
the Group's preparations to enact early recommendations that have
arisen from the BEIS consultation on 'Restoring trust in audit and
corporate governance’. We are fully committed to ensuring that the
Group's audit and governance arrangements reflect best practice and
address any new requirements within the expected timeframes.
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As part of this, during the year a detailed review of the Group's
systems, processes and procedures was undertaken by the
Committee in order to provide assurance to the Board that the
Group's internal control systems, including those which cover
financial reporting, continue to operate effectively.

Further to the reports received by the Committee, which set out
the Groug's processes, systems and assurance procedures, the
Cammittee has concluded that it has complied with its obligations
under the 2018 Code in relation to the assessment of risk and the
monitoring and review of the effectiveness of internal controls and
risk management. The Committee is pleased to confirm that it was
able to provide the Board with assurance that the Group’s internal
control systems and risk management procedures are effective,
efficient and operating as required.



INTERNAL CONTROLS AND RISK MANAGEMENT CONTINUED

RISK MANAGEMENT

GOVERNANCE REPORT

The Group has an ERM process in place through which our Principal
Risks and related controls are identified and assessed. The Board has
overall responsibility for setting the Group's risk appetite and ensuring
that there is an effective risk management framework in place, and has
delegated responsibility for review of the risk management methodology
and effectiveness of internal controls to the Audit and Risk Committee.
The Committee reviews the processes for, and outputs from, the Groug's
ERM activity, through which our Principal Risks and related controls are
identified. It also reviews the effectiveness of the risk management
system on behalf of the Board and keeps under review ways in which the
control and assurance arrangements can be enhanced. The Audit and
Risk Committee is complemented by a Strategic Risk Forum which
assists the Committee in reviewing the risk management system,
internal controls that mitigate risks and undertaking reviews of
assurance risk reports prior to Audit and Risk Committee meetings.

The Central ERM Team also undertook a review of the integration of the
components of the risk framework into Board and Committee reporting,
prior to making a recommendation to the Board.

WHISTLEBLOWING

This year, the Committee spent a considerable amount of time
reviewing the Group's ERM processes and procedures, with good
progress made in enhancing its effectiveness during the year. The
Committee also reviewed the Group's Risk Appetite Statement and
recarnmended this for consideration and approval by the Board. You
can read more about this important work on pages 73 to 74.

The Committee received half-yearly reparts from the Head of Risk,
detailing the significant risks and uncertainties faced by the Group.
Fach risk submitted for review includes an assessment cf the overall
risk status, status of the control environment and a summary of the
risk mitigation plan to take the risk to the target risk pasition, which
needs to be in line with the risk appetite. The risk mitigation plan
covers action plans to improve controls where this has been assessed
as necessary and assesses whether actiens are on target, with the
carrect prioritisation in place. Further details ot the Group's risk
management systems and contrcls and Principal Risks can be found
in the Strategic Report on pages 7310 79.

The Group has established procedures by which all employees may, in
confidence, report any concerns. Our Whistleblowing Policy, ‘Speak
Up’ sets out the ethical standards expected of everyone that works
for, and with, us and includes the procedure for raising concerns in
strict confidence. Our workforce can raise concerns through their line
manager, senior management and through our confidential and
independent whistleblowing helpline and online channel, "Safecall .
Allinvestigations are carried out independently with findings being
reported directly to the Audit and Risk Committee.

The Board as a whole monitors and reviews the effectiveness of the
Group's whistleblowing arrangements annually, to ensure that it has

FAIR, BALANCED AND
UNDERSTANDABLE

REGULAR DISCLOSURE

! COMMITTEE REVIEW

sufficient oversight of whistleblowing to support its work on
assessing culture, risk and stakeholder engagement. The Audit and
Risk Committee receives reports an investigations and all significant
whistlebtowing matters are reparted directly to the Board. The Board
also receives regular updates from the Committee and the Board
completes an assessment of the effectiveness of the Group's
whistleblowing procedures. The Board has reviewed these
arrangements again this year and is satisfied that they are effective,
facilitate the proportionate and independent investigation of reported
matters and allow appropriate follow-up action to be taken,

4  FBU ASSESSMENT
The Audit and Risk Committee reviewed and

REPORTING

At the request of the Board,

the Committee has considered
whether, in its opinion, this
Annual Report and Accounts,
taken as a whole, is ‘fair, balanced
and understandable’ ['[FBU') and
whether it provides

the ‘informalion necessary for
sharehclders to assess the
Company’s position, performance,
business mogel and strategy’.

The fellowing process was
followed by the Committee in
making its assessment.

The Disclosure Committee reviewed the Annual
Report and Accounts throughout the drafting process
and undertook a detailed FBU assessment ahead of
tabling a detsiled report to the Audit and Risk
Committee.

REGULAR AUDIT ANDRISK
COMMITTEE REVIEW

The Audit and Risk Committee reviewed the Annual
Report and Accounts at an early stage, and
throughout the drafting process, to enable sufficient
time for review and comment, and to ensure overall
baiance and consistency between the narrative
sections and the financial statements.

2

The Audit and Risk Committee was supported inits
review by the Disclosure Committee, whose
appraisal of the Annual Repart and Accounts s
undertaken by members of the Executive Team who
are not directly invelved in drafting any content.

INTERNAL AUDIT VERIFICATION
AND OVERSIGHT

Internal Audit reviewed the Annual Repert and
Accounts, and oversaw the verification process for
all factual content and reported back to the Audit and
Risk Cemmittee on its assessment findings.

3
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approved the process in place to support the FBU
assesgment and reviewed the findings of this
process. The Audit and Risk Committee was satisfied
that all the key events and issues reported to the
Board by management [both positive and negative]
had been adequately referenced or reflected within
the Annual Report and Accounts.

5 EXTERNAL AUDITOR REVIEW

The Externat Auditor is required te consider whether
there are any material inconsistencies between
information presented in different sections of the
Annual Report and Accounts, taking into account the
Auditor's knowledge obtained during the audit and
the Auditor’'s understanding of the legal and
regulatory requirements applicable to the narrative.

The External Auditor presented the results of its
audit work. The significant issues the Audit and Risk
Committee considered were consistent with those
identified by the External Auditor inits report [see
pages 168 to 175 for more detaill.

4 RECOMMENDATION TO THE BOARD

The Board approved the Audit and Risk Committee’s
recommendations that the FBU statermnent could ke
made in the Annual Report and Accounts. A
declaration to this effect is included within the
Directors’ Responsibility Statement an page 167
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EXTERNAL AUDITOR

The Cammittee has primary responsibkility for overseeing the relationship with the External Auditor, including assessing its performance,
effectiveness and independence annually, and making a recommendation to the Board in respect of its reappointment or removal.

TENDER AND APPOINTMENT

Following a formal tender process in 2015/16, Deloitte LLP was
reappointed as External Auditor at the 2016 AGM. Following the rule
that the audit engagement partner must change every five years,
Jacqueline Holden became the senior statutory auditor and has
overseen the audit of the Severn Trent Group since 2020/29. Other
senior audit staff also rotate at regular intervals.

The Committee anticipates that the next competitive tender will be
conducted no later than 31 March 2024, in accordance with current
regulation that requires a tender every ten years. Deleitte will not be
able to participate due to mandatory rotation requirements.

EFFECTIVENESS AND COMPETENCE

The proposed tender date is in the best interests of shareholders and
the Company as Deloitte has a detailed knowledge of our business, an
understanding of our industry and continues to demonstrate that it
has the nacessary expertise and capability to undertake the audit.

The Company has complied with the provisions of the Compelition and
Markets Authority’s Order for the financial year under review in
respect to audit tendering and the provision of non-audit services.

The Committee considers audit quality to be the principal
requirement of the annual audit precess and, as such, a full
effectiveness review is conducted annually. This year, itinvolved
assessment of the External Auditor by the Committee, key Executives
and relevant senior management, including an evaluation of whether
the External Auditor met the minimum standards of qualification,
independence, expertise, effectiveness and communication. All
members of the Committee, as well as key members of management
and those who have regular contact with the External Auditor,
completed a feedback guestionnaire focusing on the follewing areas:

- Robustness of the external audit process, professional scepticism’
of the External Auditor and degree of challenge to matters of
significant audit risk and areas of management subjectivity.

- Appropriateness of the scope of the audit and the planning process
for the delivery of an effective and efficient audit.

- Quality of the delivery of the audit, the service provided by the
External Auditor and its knowledge and understanding of the
Group’s business.

INDEPENDENCE

- Expertise of the audit team conducting the audit,

- Independence applied by the External Auditor and that policies and
procedures were consistently applied.

- Views on the quality of the interaction between the audit partner
and senjor members of the audit team and the Company.

— Whether the statutory audit contributed to the integrity of the
Graup's financial reporting.

Feedback was collated and presented to the Committee in March
2023, without the External Auditor present. The Committee discussed
the conclusions and any opportunities for improvement, which were
brought to the attention of the External Auditor. The Committee alse
considered the outceme of the FRC's Audit Quality Review into the
External Auditor's audit of Severn Trent Plc's financial statements for
the year ended 31 March 2022. No significant issues were reported as
part of either the internat or external review processes, and it was
concluded that the external audit process and services provided by
Deloitte were satisfactory and effective.

The Committee regards independence of the External Auditor as
absolutely crucial in safequarding the integrity ef the audit process
and takes responsibility for ensuring the three-way relationship
between the Committee, the External Auditor and management
remains appropriate.

The Committee recognises that independence is also a key focus for
the External Auditor, and Deloitte has confirmed that it has complied
with its own ethics and independence policies, which are consistent
with the FRC's Revised Ethical Standard (2019]. This includes the
External Auditor's assurances that all of its partners and staff .
involved with the audit are independent of any links to the Group and
that nane of its employees working on ocur audit hold any shares in
Severn Trent Plc.

Delecitte provides confirmation of independence during the planning
stage of the audit, disclosing matters relating to its independence and
objectivity. There were no independence issues raised in respect of
the 2022/23 audit.

The Committee also develops and recommends to the Board the
Group's policy on non-audit services and associated fees paid to
Deloitte, to ensure the External Auditor is not providing any additicnal
services which could impede its independence. You can read mere

on this policy on page 133.

STATUTORY AUDITOR REAPPOINTMENT FOR THE YEAR ENDING 31 MARCH 2024

132

The Committee has recammended to the Board that Deloitte LLP be proposed far reappointment for the year ending 31 March 2024 at the
forthcoming AGM on 6 July 2023, There are no contractual obligations that restrict the Committee’s choice of auditor; the recommendation is
free from third party influence and no auditor liability agreement has been entered into
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NON-AUDIT SERVICES

GOVERNANCE REPORT

To preserve objectivity and independence, the External Auditor is not
asked to provide other services unless itis in the best interests of the
Cornpany that these are provided by Deloitte rather than another
supplier, in accordance with our Non-Audit Services Policy [the
Palicy’).

We reviewed and updated the Policy during 2019/20 to reflect the
FRL's Revised Ethical Standard and the more restrictive List of
seryices that are now permitted, and the Policy was subject to a
further review during the year. The Policy requires Committee
approval for all such non-audit services. The Policy also prohibits
aggregate fees for non-audit services in excess of 70% of the
average audit fee for the previous three financial years. Non-audit
services far which the External Auditor may be used include
audit-related services required by statute or regulation and other

which is 23.1% of the total audit fees paid to it (as shown in the chart
below). The mare significant non-audit services provided by Oeloitte
were the audits of the financial information contained within the
Severn Trent Water and Hafren Dyfrdwy Annual Perfermance
Reports and the independent review of the Company’s half-yearly
financial report.

Audil and non-audit fees paid to Deloitte are set oul in note 7 to the
financial statements on page 192, In approving these nan-audit fees,
we considered the overall ratio of non-audit fees to audit fees and,
given the scope of work, considered that Deloitte was best placed te
perform these services. Where Deloitte was chesen, thiswas as a
result of its detailed knowladge of our business and understanding
of our industry, as well as demonstrating that it had the necessary

expertise and capability to undertake the work cost effectively whilst

audit or assurance services as set out in the Ethical Standard.

During the year, Deloitte received £1.3 million in fees for work relating
to the audit services it provides to the Group. Non-audit-reiated work

maintaining its objectivity and independence.

undertaken during the year are set out below.

undertaken by Deloitte amounted to fees of £0.3 million this year,

AUDIT AND NON-AUDIT FEES (£M)

Total fees

£1.1m

2020/21

Statutory audit - the Company
Statutory audit - subsidiaries

NATURE OF SERVICE
AUBIT-RELATED ASSURANCE SERVICES

Total fees Total fees
£1.2m £1.3m
2021/22 2022/23

Audit-related assurance services
Other assurance services

REASON FOR DELOITTE'S APPOINTMENT

Details of audit and non-zudit fees and the significant non-audit work

FEES [£°000)

INTERIM REVIEW This work is akin to an audit and is expected to be performed by the External 90
Auditor.
ASSURANCE OF REGULATORY RETURNS Audit of sections 1 and 2 of the Severn Trent Water and Hafren Dyfrdwy 89
Annual Performance Reports is closely related to the External Auditor's
statutory audit work and the two assignments are performed in paratlel.
SUBTOTAL 179
OTHER ASSURANCE SERVICES
REPORTING UNDER GROUP FINANCING These documents require reports and itis normal practice for the External 93
DOCUMENTS Auditor to provide these.
OTHER ASSURANCE This is mainly assurance of the Sustainable Finance Framework allocation report. 42
SUBTNTAL 135
TOTAL 2022/23 NON-AUDIT FEES 314
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SIGNIFICANT ISSUES CONSIDERED AND ADDRESSED IN RELATION TO THE

FINANCIAL STATEMENTS

The Committee looked carefully at those
aspects of the financial statements that
required significant accounting judgrments or
where there is estimation uncertainty. These
areas are explained in note 4 ta the Group
financial statements, The Committee also
considered the accounting treatment for
revenue and accrued income. |t received

SIGNIFICANT ISSUE

GOING CONCERN BASIS FOR THE FINANCIAL
STATEMENTS AND LONG-TERM VIABILITY STATEMENT

detailed reports from both the CFO and the
External Auditor on these areas and onany
ather matters which they believed should be
drawn to the Committee’s attention.

The draft External Auditer's reporton the
firancial statements was also reviewed, with
particular reference to those matters reported
as carrying risks of material misstatement.

The Commiittee discussed the range of
possible treatments both with management
and with the External Auditor, confirming that
the judgments made by management were
robust and suppartable. For all the matters
described below, the Committee concluded
that the treatment adopted in the Group
financial statements was appropriate.

HOW THE ISSUE WAS ADDRESSED BY THE COMMITTEE

The Committee reviewed and challenged the evidence and assumptions underpinning
the use of the going concern assumption in preparing the accounts and in making the
staterments in the Strategic Report an going concern and long-term viability.

In particular, the Committee considered severe but plausible scenarios modelled in
relation to the Company's Principal Risks, noting the stress tests performed by
management and the potential mitigating actions identified.

Qur Business Model can be found on pages 4 to 5. Principal Risks and uncertainties
can be found on pages 75 te 78. The Viability Statement can be found on pages 80 to 83
and the Going Concern Statement on page 83.

DETERMINATION OF THE PROVISION FOR
{MPAIRMENT OF TRADE RECEIVABLES IN
SEVERN TRENT WATER LIMITED

At 31 March 2023, the provision in the Group's financial
statements was £135.1 million and the charge for the
year was £24.5 million. Severn Trent Water Limited has a
statutory obligation to continue to supply water and waste
water services to customers even when their bills are
unpaid. This increases the risk of bad debts. In addition,

it has a large and diverse customer base which requires
impairments against trade receivables to be assessed

on a systematic basis.

The Committee challenged management’s assumptians regarding historicat cash
collection and the impact of the cost of living pressures on Severn Trent Water's
customers on the expected credit losses for trade receivables existing at 31 March
2023, noting the independent forecasts of the likely economic impacts and the recent
evidence of a link between macroecanomic conditions and the Group's bad debt
experience.

The Committee considered the wark performed by the External Auditor and the
conclusions they reached regarding the adequacy of the provision.

The Committee determined that no adjustment to the amounts recorded was required.

THE PROPOSED CLASSIFICATION OF COSTS
BETWEEN OPERATING EXPENDITURE AND CAPITAL
EXPENDITURE IN SEVERN TRENT WATER LIMITED

Severn Trent Water Limited has a significant capital
programme that includes projects made up of
combinations of expenditure and activities, some of which
arerecognised as property, plant and equipment and
some of which are recognised as operating costs. For
most of the expenditure this distinction is clear but there
is an element where subjective jJudgments are required to
determine the appropriate accounting treatment.

The Committee considered the application of the Group’s accounting policies in
relation to capital expenditure during the year. The Committee enquired of
management whether the policies had been applied consistently from year to year.

The Committee considered the resulis of the External Auditor’'s work and discussed
the conclusions with the External Auditor.

The Committee determined that no adjustment to the amounts recorded was required.

DETERMINATION DF THE AMOUNT OF THE GROUP'S
RETIREMENT BENEFIT OBLIGATIONS

At 31 March 2023, net retirement benefit obligations
amounting to £279.4 million were recognised. The net
abligation recognised on the balance sheet is the gifference
hetween the fair value of the schemes’ assels at the balance
sheet date and the present value of the benefits expected

to be paid to members of the schemes. This requires
assumptions to be made for the expected age of retirement
and longevity of members, future inflation rates and
increases to benefits.

Itis also necessary te determine an appropriate discount
rate to catculate the present value of the estimated
gress obligations.

Management takes advice from externat qualified actuaries
whe perform the calculation of the present value of the
benefits based on the assumptions set by management.

The Camrmittee scrutinised the assurmptions underlying the valuation of the obligations
and obtained explanations for the significant reduction in the deficit recorded. The
Committee considered whether the assurnptions, taken as a whole, were appropriate,
taking inte account the work of the External Auditor and the benchmark information
provided. The Cammittee also scrutinised the methodologies applied in assessing the fair
valuas of the schemes’ assets and cansidered the estimation techniques used for assets
for which an up-to-date valuation was not available.

The Committee considered that the assumptions and methadologies were reasonable,
and that no adjustment was required to the draft Group financial statemeants.

The Committee further considered the accounting treatment for the bulk annuity
buy-in for the Dee Valley Water Section of the Water Companies Pension Scheme and,
in particular, management’s cenclusion that this transaction did net represent a
settlement under IAS 19, The Committee noted that the Group retained the legal
abligation to pay the member benefits as they fall due and discussed this conclusion
with the External Auditor.

The Committee determined that no adjustment to the amounts recorded was required.
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TREASURY COMMITTEE REPORT

Giltian Sheldon
Chair

Effective treasury
management is an
essential contributor to the
successful delivery of the
Group's Strategy, through
ensuring the Company's
long-term investment needs
and financial resilience are
maintained throughout the
remainder of the AMP7
regulatory pericd and into a
high-investment AMP8.

All members of the Committee are
Independent Non-Executive Directors
of the Board. Only members of the
Caommittee have the right to attend
Committee meetings. Other regutar
attendees at meetings at the invitation of
the Committee include the Chair of the
Board, the Chief Financial Officer, the
Greup Treasurer, the Group Financial
Controller and representatives from the
Group's debt advisers, Rothschild

& Co. None of these attendees are
members of the Committee.

Dear Shareholder

| am delighted to introduce my first report as
Chair of the Treasury Commtttee and would
like to convey my thanks to John Coghlan tor
his leadership of the Committee over the
previous seven years and for the significant
time he hasinvested in ensuring a smooth and
effective handover to me.

The Committee continues to oversee the Group's
funding reguirements and tnancing risks and
opportunities and, in deing so, assists the Board
in the effective discharge of its responsibilities
in relation to treasury management.

The Committee plays a key role in ensuring that
the Group remains in a strang financing position
and, in recognition of the importance of its work,
feedback from the 2021/22 Board evaluation led
to a dedicated 'teach-in" session on Treasury
matters being held during the year for Directors
who were not members of the Committee.

Future funding is an important part of the
normal business planning process and the
Committee provides regular updates to the
Board in respect of funding, solvency and
liquidity matters so that the Group can respond
quickly to any opportunities.

This year the Commitiee spent a large amount
of time considering the impact of the external
economic environment an the Group, including
the growing cost of energy, the impacts of the
rise in interest rates and increasing inflation, and
the ongaing effects of geopolitical events. The
Committee also continually reviews financial
counterparty risk. Against this tumultuous
backdrop and resulting uncertainty, it was
crucial that the Group continued to develop and
maintain a diverse range of funding sources and
access to a range of global debt markets.

During the year, the Group refinanced £979 million
of its debt and issued £1,351 million of new debt.
The Treasury Team has been active in diversifying
its sources of funds, promoting the Group in new
global markets, This comprehensive activity
ensured that the Group remained in a strong
liquidity position and in compliance with its
Liguidity Policy. At the balance sheet date, the
Group had sufficient liguidity to meet its forecast
cash flow requirements in line with the Group’s
treasury policies.

Of the total debt raised, Severn Trent Water issued
a further £600 million under the Eurcpean Medium
Term Note Programme, providing cost-effective
liquidity, whilst continuing to maintain diversity in
the Cornpany’s sources of funding. This comprised
a 400 million sustainable GBP fixed-rate bond and
£100 million CPIH debtissue, which provides a
hedge against the Company's index-linked
revenues and Regulatory Capital Growth [RCV'],

Committee members
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and fixed-rate Private Placerments totalling

£100 million. In addition, Severn Trent Water raised
afurther £ 350 million through bank loans and
£200 miltion from US Private Placements.

In common with many other companies, we closely
monitored the volatile eanergy market during the
year and the effect that the rapid rise of energy
costs was having en inflation. The Group’s Hedging
Policy was reviewed to ensure it remained
appropriate in ransideration of market volatility
being observed. In line with its Terms of Reference,
the Committee proposed to the Board that
amendments were made to the Group Authorisation
Arrangements to enable management to act swiftly
in relation ta future hedging opportunities.

Sustainable finance remained a core element of the
Group's funding strategy and an updated
Sustainable Finance Framewoark was published in
July 2022, The Group closely monitors developments
in sustainabte finance through its Sustainatle
Finance Committee, which reports to the Treasury
Committee on at least an annual basis.

During the year the Dee Valley Pension Scheme
completed a bulk annuity buy in with Just
Retirement Limited, effectively de-risking the
scheme from future interest rate, inflation and
longevity risk. The UK Gilt market also saw
unprecedented volatility, which affected many
pension schernes. The Treasury Team, with the
oversight of the Treasury Committee, worked
closely with the Trustee of the Severn Trent
Pension Scheme to review its risk management
controls and procedures and ensure continued
liquidity throughout the market volatility.

The annual Beard Effectiveness evatuation, which
was conducted internally this year, assessed our
performance as a Committee and | am pleased that
this concluded that we operate effectively and that
the Board takes assurance from the quality of our
waork. The Board is satisfied that the Committee
members bring a wide range of financial experience
acress various industries and all members have
competence relevant to our sector, with significant
recent and relevant financiel experience. Further
information about each Committee member is
contained in their individual biographies, which

can be found on pages 104 to 105.

I'would like to thank the members of the Committee,
the management team and our debt advisers,
Rothschild & Co, for their continued commitment
throughout the year, for the open discussions that
take place at our meetings, and for the contribution
they all provide in support of our work.

Gillian Sheldon
Chair of the Treasury Committee

23 May 2023

Member since Meaetings attended

Documents available at severntrent.com
Sustainable Finance Framework
Sustainable Bond Allocation Report
Charter of Expactations

Committee Terms of Reference

Gillian Sheldon (Chair from Novernber 2022) January 2022 5/5
Kevin Beeston March 2021 5/5
John Coghlan (Chair to November 2022} May 2015 5/5
Sarah Legyg Novermnber 2022 3/3
Philip Remnant May 2015 until September 2022 11
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TREASURY COMMITTEE REPORT CONTINUED

KEY AREAS
OF FOCUS IN 2022/23

The Committee provides Board
oversight of the Group’s key financing
risks and opportunities.

- Execution of the Group's financing
plan and evaluation of funding
opportunities, in consideration of the
external operating environment,
including entering new financial
markets.

—~ Consideration of the Group's Liquidity
Policy and confirmation that a
15-month Poticy remained
appropriate.

Review of the Group's treasury
policies in relation to hedging of
market risks (including energy,
interest rates, inflation and currencyl,
and financial counterparty credit risk
and credit ratings.

1

t

Annual update of the Group's
European Medium Term Note
Programme and approval for bonds
to be issued pursuant to that
Programme during the year, including
a £400 millien Sterling Bond
completed in November 2022.

Review of the Group’s Sustainable
Finance Framework and associated
governance.

- Regular review of the Group's Funding
Strategy. including interest rate
strategy to support the Group in
consistently outperforming the cost
of debt aliowance.

The Committee also reviewed and
approved its Terms of Reference, prior to
making 3 recormmendation to the Board.
In comnpleting its review, the Committee
concluded that the Terms of Reference
remained appropriate and reflected the
manner in which the Committee was
discharging its duties.

The Committee is authorised to seek
external legal or other independent
professional advice as it sees fit but
did not need to do s during the year.

Sustainable Finance Framework

Our financing strategy recognises that a strong
liquidity position and the availability of
committed funding are essential toa meeting
the Group's ubjectives and obligations. It s
also imperative that we achieve these aims in
aresponsible and sustainable way.

The Sustainable Finance Framework [the
‘Framework'| was first established in 2079 to
enable Severn Trent Plc and its subsidiaries
to raise debt in support of the financing and/or
refinancing of assets and expenditure of a
sustainable nature across the Greup's
activities. The Framework was updated
during the year to align to the latest market
standards.

Under the Framework, we report on a range
of environmental and social impacts resulting
fram the investments and the eligible projects
funded by the proceeds. To date, around

£3 billion of finance has been raised under
the Framewaork and these proceeds have
been altocated to the areas listed below.

Environmental:

- Generating energy from renewabhle sources
for use on site.

- Reducing Scope 1 and 2 emissions.
- Reducing leakage.

~ Increasing biodiversity by planting trees
and ensuring sustainable land and water
resources management practices.

~ Improving the quality of qur rivers in the
Severn Trent region.

Sacial:
- Supporting vulnerable customers
struggling to pay their bills.

- Providing free empleyability training
under cur Employability Scheme,

Mare information on how proceeds from

the Framework have been used to progress
our eligible projects can be found in the
dedicated Allocation Reports on our website.

We are committed to applying the most
up-to-date standards and methodologies to
measure and report on the impact of future
1ssuances. All reporting under the Framework
is available to investors via our website in line
with the reporting requirements.

Ahead of the updated Framework being
published, independent assessors, DNV,
provided a Second Party Opinion on the
accuracy and integrity of the Framework to
give investors confidence that the Framework
was aligned to accepted market principles. A
copy of DNV's opinion confirming the
Framework’'s compliance with the required
standards and protocols can also be found on
aur website.
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CORPORATE SUSTAINABILITY COMMITTEE REPORT

Tom Delay
Chair

Sustainability is not a new
or separate direction for

us. Our drive to deliver
outstanding performance
in a way that has a positive
sustainable impact is what
makes Severn Trent so
unique, guiding our purpose
of ‘taking care of one of life’s
essentials’.

Allmembers of the Committee are
Independent Non-Executive Directors af
the Board, with the exception of Christine
Hodgsen [who was independent on
appointment]. Only members of the
Committee have the right to attend
Committee meetings. Other individuals,
such as the Chief Executive, the Director
of Human Resources and other senior
management and external advisers, may
be invited to attend meetings as and when
appropriate. None of these attendees are
members of the Committee.

Documents available at severntrent.com
Anti-Stavery and Human Trafficking Statement
Charter of Expectations

Sustainability Report

Committee lerms of Reference

Sustainable Supply Chain Charter

Dear Shareholder

!'am delighted to introduce my second report
as Chair of the Corporate Sustainability
Committee. The following pages describe the
activities of the Committee and provide an
overview of the topics addressed during

the year.

The Corporate Sustainahility Committee hac a
key rote in supporting the 8oard by providing
guidance and direction on the Company’s
sustainability ambitions. The Committee
provides Board oversight for elements of the
Group's Strategy that relate to the environment
and also social and economic priorities in
accordance with the Company’s Sustainability
Framework, ensuring the Company can
demonstrate that it lives through its Purpose
and Values, and acts responcibly in its
engagement with all stakeholders.

Sitting alengside me on the Committee are
Christine Hodgson, Sharmila Nebhrajani and
Sarah Legg, and Liv Gartield attends each
meeting, with an open invitation, to bring the
benefit of her expertise in sustainability
matters. Our collective experience and
capability lead to insightful and passionate
debate around a wide range of existing and
emerging sustainability topics. The
Committee’s discussion is then presented to
the Beard at the beginning of every meeting to
ensure that its oversight of Environmental,
Social and Governance ['ESG’) matters
remains strategic, current and effective.

| would like to extend a personal welcome

to Sarah Legy, who joined the Board as an
Independent Non-Executive Director from

1 November 2022 and as a member of the
Corporate Sustainability Committee. In
addition to a strong financial background,
Sarah has a wide range of experience having
been heavily involved in community work and
diversity initiatives during her career. | know
that sustainability is a topic of particular
interest to her and we are delighted to have
her as a member.

Committee members

Following the refresh of the Group’s Strateqy,
the Committee reviewed and appreved its
Terms of Reference during the year before
getting the approval of the Board. In its review,
the Committee concluded that the Terms of
Reference remained appropriate and reflected
the manner in which the Committee was
discharging its duties. Additional duties were
introduced to strengthen the role of the
Cornrnittee in advising the Severn Trent Plc
Remuneration Committee on the Group's
performance against sustainzbility metrics
and on the setting of sustainability-related
targets.

READ MORE: OUR CORPORATE STRATEGY

Seepages2to 3

Global sustainabitity agenda

The turbulence of the last year has led to many
of the long-term challenges around
sustainability being accelerated. From a
climate resilience perspective, we have seen
extremes from across the globe that bring inte
sharp focus the real-life impact behind the
climate science, such as water scarcity,
extreme heat and rainfall intensity. At the
same time, geopolitical unrest has created
unprecedented supply pressures, and
subsequent price volatility across a range of
commadities, including energy and chemicals.
These have created significant cost pressures
for both businesses and individual households,
our customers. Inflationary increases are
putting pressure on household income, further
exacerbated by interest rate rises, recession,
and potential job losses.

While the evidence continues to build that
systemic change is needed to address these
issues that the world is facing, there are
divided cpinicns on how change should happen
and who should deliver it. Severn Trent
continues to take a pragmatic appreach,
maintaining a batance between the needs of our
stakeholders, the drive fer sustainable change
and the needs of the communities we serve.

Member since Meetings attended

Tom Delay (Chair) January 2022 5/5
Christine Hodgson January 2020 5/5
Sharmila Nebhrajani May 2020 5/5
Sarah Legg November 2022 3/3

SEVERN TRENT PLL  ANNUAL REPORT AND ACCOUNTS 2023 137



CORPORATE SUSTAINABILITY COMMITTEE REPORT CONTINUED

Sustainability led culture

Sustainability is not a new or separate direction
for us. Acting in a responsible manneris
integral to our Purpose of 'taking care of one of
life's essentials’ and our culture reflects the
social challenges that we face. We developed
our Sustainability Framework to draw together
our ESG ambitions, which form an integral part
of our business plan that is deeply embedded
within the organisation. Performance against
the Sustainability Framework is reported on a
quarterly basis to the Committee, in our Annual
Report and Acceounts, on our website and
through selected ESG indices. You can read
more in our standalone Sustainability Report,
which will be available on the Severn Trent Ple
website in June,

The Group's Remuneration Policy is designed
with all stakeholders in mind and incentivise
service delivery for our customers, society and
the environment.

In 2021, the Company agreed the development
of sustainability performance measures in the
Long-Term Incentive Plan [LTIP ) with a
weighting of 20%. In March 2022, we
announced our cammitment to ‘Get River
Positive  and directly linked our river pledges
to our remuneration structures through
including them in our Annual Benus Plan for
2022/23. This year, the Board approved two
new equally-weighted carbon measures for
the 2023-26 LTIP aligning more closely to
internatianally recognised mechanisms such
as the Science Based Target Initiatives for
Scope 1, 2 and 3. These are: 'Direct
Contributors to Carbon Reduction” and
‘Innovation and Engagement for Carbon
Reduction’. For the 2023 award, each of these
has two components.

READ MORE: REMUNERATION

See pages 159

More information on how our
Sustainability Framework and
employee rewards are linked can
be found on page 157 of the
Diractars’ Remuneration Report.

138

Our culture ensures that we care about our
customers and the broader communities that
we serve. Many of our people live in these
communities, which is why we are so
commilted to our new Societal strategy
announced in November 2022. Our ambiticus
ten-year plan aims to address the underlying
causes of poverty across the Midlandsina
landmark scheme designed to help 100,000
people out of poverty. The scheme supports
mare people to help themselves and improve
their life chances, through initiatives such as
work experience, training and employability
skills development, partnerships, mentoring
and more.

READ MORE: SOCIETAL STRATEGY

See pages 32

This year we continued to test, at scate, how
innovation can drive the reduction of our
carbon footprint. Recognising the importance
of early action, we recently announced an
exciting partnership with Melbourne Water and
Aarhus Vand Partners, working collaboratively
to develop and test technologies that could
reduce the carbon footprint of waste water
treatment sites, share existing expertise, and
establish new international standards far
measuring and reporting emissions. This joint
commitment looks to reduce carbon emissions
by over a million tennes and aims to lead the
green transfarmation of the sectar. | am
encouraged by this collaborative approach

to support our transition to net zero and embed
circular economy principles so we can
maximise the value from the materiat that isin
our waste.

READ MORE: CASE STUDY

See pages 139

The Committee recognises that our
sustainability ambitions are deeply rooted and
owned across the whole Company. We are
proud that our affordabitity approach won ESG
Initiative of the Year at the Corporate
Governance Institute Awards 2022, and were
delighted to have been placed 58th by Corporate
Knights as one of the world's most sustainable
companies. in August 2022, we also achieved
the ‘Advancing’ tier of Carbon Trust Route to Net
Zero, a new certification that we piloted last
year. These achievements underline our
commiment to delivering excellence on the
sustainability agenda. The Committee has a
clear view of the focus areas for our
sustainahility journey, and both the Committee
and Board are confident that we have the right
aims and approach in place.

SEVERN TRENTPLC ANNUAL REPORT AND ACCOUNTS 2022

The Committee is authorised ta seek external
tegal or other independent professional advice
as it sees fit, but did not need to do so during
the year.

The Committee is proud of the Company’s
many achievernents over the last year,
described within the Strategic Report on pages
2to 99, and the work we have undertaken te
positively impact communities within our
region. Further detail on key matters,
ambitions and achievements that the
Committee has considered during the year are
setout on the pages that follow, in addition

to the areas of focus for 2023/24.

The increasing focus of stakeholders on the
impact of climate change and other
environmental issues has become evident in
the Committee’s workload. The Corporate
Sustainability Committee plays a key role in
the governance of environmental and
climate-related reporting, including
overseeing, in conjunction with the Audit and
Risk Commitiee and supported by independent
third-line assurance by Jacobs, the Group's
TCFD disclosure,

| would like to thank the members of the
Corporate Sustainability Committee for the
open, constructive, ambitious and progressive
discussions that teke place at cur meetings,
and for their passien and personal
cammitrment to our wide-ranging and
purposeful agenda.

Tom Delay
Chair of the Corporate Sustainability
Committee

23 May 2023



OUR TCFD
DISCLOSURE

We are committed to the
recommendations of the Task Force on
Climate-related Financiat Disclosures
['TCFD’), providing our stakehotders with
transparent information on climate-
related risks and opportunities that are
relevant to our business.

Our fifth TCFD disclosure can be found on
pages 37 to 56.

NET ZERO HUB AT
STRONGFORD

WATCH OURVIDED

GOYERNANCE REPORT

Process emissions contribute significantly
to our reduction challenge, accounting for
around 83% of operational emissicns. We
aim to convert a large number of our sites to
low carbon works, necessitating scale
deployment of new technologies and
aliernative processes to reduce our process
emissions. Qur first pilet project in this area
is to deliver a Net Zero hub at Strongford,
warking in partnership with others in the UK
and internationally. Proving the value of this
concept now will provide the basis for wider
roll-out acress our region in coming years.

Human rights and modern stavery
We are committed to protecting the human
rights of our employees and contractors, as
outlined in our Code of Conduct, Doing the
Right Thing.

We have a responsibility to understand our
potential impact on human rights and to
mitigate potentially negative impacts. Whilst
not having a specific human rights policy,
we have a range of Group policies on Human
Rescurces, Anti-Bribery and Anti-Fraud,
Whistleblowing ('Speak Up’) and
Procurement, as well as a Modern Slavery
Escalation and Remediation Policy and a
separate Anti-Slavery and Human Trafficking
Statement. We consider this approach goes
above and beyond a human rights policy.
Additionally, our Group policies are well
embedded across the Group.

We know modern slavery is a growing global
issue and our customers and other
stakehaolders share our concern. which is why
we remain fully committed to protect against
modern slavery in our business and supply
chain. Our highest risk is within our supply
chain and, as such, we work closely with our
suppliers to ensure they aperate to the same
standards we set ourselves and ensure the
risks involved in their own supply chains are
understood and mitigated. Atl suppliers are
required to sign up and aperate in line with
our Code of Conduct, which clearly sets out a
zero-tolerance approach to medern slavery.
and this requirement is built into our
procurement tender process.

Our commitment to training colleagues, senier
managers and Board members remains as
strong as ever, and our partnerships with
Slave-Free Alliance, the Supply Chain
Sustainability School and Utilities Against
Slavery help support this. We provide our
employees with access to a wide range of
learning resources, including dedicated
modern slavery awareness training for

all organisations within the Group’s supply
chain, Qur full Anti-Slavery and Human
Trafficking Staterment can be found on the
Severn Trent Plc website.

SEVERN TRENT PLC
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Freedom of association and
collective bargaining

We recognise the right of all employees to
Freedom of Association and Collective
Bargzining. We seek to promote co-cperation
between employees, our management team
and recognised Trade Unions. We meet with
our Trade Unions on a quarterly basis at the
Company Forum and see mutual benefitin
sharing information with our colleagues and
seek their feedback and suggestions. We
pelieve this fosters a commen understanding
of business needs and helps to detiver joint
solutions aimed at making our business
successful. The Company Forum also provides
an invaluable oppertunity for engagement with
the whole workforce to ensure their views are
taken into account.

Respoensible business practices are an integral
part of our business strategy. Performance
against our sustainability commitments is
reported throughout cur Annual Report and
Accounts, reflecting their embedded nature in
our Governance Framework. You can read
more in our standatone Sustainability Report
and on our dedicated sustainability webpages,
which will be available on the Severn Trent Ple
website in June.
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CORPORATE SUSTAINABILITY COMMITTEE REPORT CONTINUED

KEY AREAS OF FOCUS AGAINST OUR
SUSTAINABILITY FRAMEWORK IN 2022/23

COMMITTEE ACTIVITIES DURING 2022/23

TAKING CARE OF THE ENVIRONMENT
- Enhancing our natural environment
— Mitigating and adapting to climate change

Oversaw environmental initiatives, including -
mitigating climate change through our Triple
Carbon Pledge and Science-Based Targets. -
Agreed the approach to the Scope 3
Science-Based Target relating to supplier
engagement and monitored its pregress.
Reviewsd the Group's Modern Slavery -
Statement (the 'Statement’], including an
updated risk assessment ahead of
recommending the Statement for
approval by the Board. -
Agreed the approach to aur TCFD disclosure

and updated our Net Zero Transition Plan.
Oversaw publication of our Sustainahility -
Repaort.

!

!

HELPING PEOPLE TO THRIVE
- Making a posttive difference in the community
- Delivering an affordable service for everyone

Engaged with Business in the Community, -
which provided externalinsight into
emerging sociat inequality trends and
challenges.

Reviewed the Severn Trent Community -
Fund’s pragress since its launch in early
202¢.

Discussed our diversity and inclusion
ambition and priorities for the next part of our
journey. Read more about our Diversity and
inclusion Advisory Groups on pages 26 and 27,

BEING A COMPANY YOU CAN TRUST
- Living our Values

Reviewed sustainability performance -
reports — a quarterly update on all strategic
elements to monitor our progress. -
— Oversaw the Sustainability Framework and
the extarnal sustainability tandscape to -
ensure sustainability-retated risks are
identified and appropriately mitigated. Read -
more about aur Principal Risks on pages 75
to78. -
Approved the approach to sustainability
reporting te ensure that the sustainability
ambitions we have embedded in our wider
organisation strategy are shared with
stakeholders.
- Approval of the Committee’s Terms of

Reference, alang with a discussioh on

the purpose and expected remit of

the Committee.
- Reviewed the Group's Governance Strategy
ahead of recommending the Strategy for
approval by the Board.

- Balancing the interests of all our stakeholders

SUSTAINABILITY ACHIEVEMENTS DURING 2022/23

LOOKING AHEAD T0 2023/24

- Ensuring a sustainable water cycle
- Making the most of our resources

Launched Get River Positive in 2021/22
whereby we agreed our river pledges.
Published our Biodiversity Strategy, 555!
Strategy and Strategy for Poilinatars.
Delivered 7,728 hectares of biodiversity
improvements during the year.

Planted rmore than 227,000 trees.

Added more electric vehicles to our fleet,
with 36% of campany cars and 1% of company
vans now electric.

Partnership with the Birmingham 2022
Commonwealth Games as Official Nature
and Carbon Neutral Partner.

Launched our ‘Regenerative Farming
Pathway' in May 2022 supporting others to
improve and care for rivers, building en our
successful Farming for Water programme.
Achieved Carbon Trust Reute to Net Zero
Standard [Advancing Tierl.

Ranked 58th in Corporate Knights' global list of
the 100 rmost sustainable organisations of 2023.

- Publish a short statement in the 2023

Sustainability Report of our intention

regarding the Taskforce on Nature-related

Financial Disclosures ( TNFD']

Update our greenhouse gas reporting and

Net Zero Transition Plan following

substantive updates to national and

international guidance.

Review our wider Sustainability Report

in tight of the socn ta be pubtished

Sustainability Standards Disclosure.

Revtew our land strategy.

Inclusion of key sustainability performance

targets within PR24 plans.

- Evolution of Scope 3 Strategy.

Further progression of delivery against

our Net Zero Transition Plan.

- Consolidation of our approach to climate
adaptation.

- tnvesting in skilts and knowledge
- Providing 2 fair, inclusive and safe place to work

Launched our "Affordability Strategy’ in May
2022,

Launched our "Societal Strategy’ in
November 2022.

Awarded over £2 million to 116 Community
Fund projects through the year.

Supperted 132,296 of cur customers inneed
of financial support through our Big
Difference Scheme.

22,714 learners and over 765 events hosted
at our Academy during the year.

- Continued support for our affordability
schemes during the cost of living crisis.

- Greater level of customer insight to provide
understanding of how we can best support
their needs.

- Build on our Sacietal Strategy work,
by warking closely with schools and
communities in hot spot areas.

- Leverage maore support from partnerships.

- Running our Company for the long term
- Being open about what we do and sharing what we know

97% of supplier payments paid within 60
days, with an average time ta pay of 31 days.
100% of our contracted supptiers have signed
up to our Sustainable Supply Chain Charter.
8% suppliers signed up to EcoVadis, aur
online Sustainability Assessment Platform.
100% of our suppliers’ employees working on
our contracts are paid the real Living Wage.
Review alignment to EU Taxonomy.

— Ensure cur PR24 submissian reflects the
growing needs of all our stakeholders.
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DIRECTORS’ REMUNERATION REPORT

Sharmila Nebhrajani
Chair

The Committee is fully
aware of the unigue nature
of our business, being

both a regional monopoly
and an essential public
service. We strive to ensure
management is held to
account through setting
stretching targets and
assessing performance in
the round and over time,
with incentives that can
only be achieved through
the delivery of value for
our stakeholders.

All members of the Committee are
independent Non-Executive Oirectors of
the Board, with the exception of Christine
Hedgsen {who was independent on
appointmant). Only members cf the
Committee have the right to attend
Committee meetings. Other individuals,
such as the Chief Executive, the Director
of Human Resources, the Chief Financial
Qfficer, other senior management and
external advisers, may be invited to

attend meetings as and when appropriate,

MNone of these attendees are members
of the Committee.
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Dear Shareholder

| am delighted to present my first Directors’
Remuneration Report as Chair of the
Remuneration Committee (the ‘Committee’}. |
joined the Severn Trent Board in May 2020 and
took aver as Chair of the Cammittee from
Philip Remnant in December 2022. On behalf of
the Committee, | am pleased te provide an
overview of both Executive Director and wider
workforce remuneration for the financial year
ended 31 March 2023.

Over the next few pages, | set out how we
are actively addressing and factoring in
stakeholder expectations into our appreach
to Executive pay, for the benefit of our
customers, colleagues, communities and
shareholders alike.

I this letter, as well as setting out
performance for the year under review and
remuneration decisions for the year ahead, |
focus on how the Committee takes into account
broader stakehalder views when setting and
determining our remuneration policy,
structure and cutcomes.

We are in no daubt that the issue of Executive
pay has struck a powerful chard with the
public and is understandably under scrutiny.
Thereis also no doubt that water companies
need to acknowledge this as a totemic issue
and demonstrate robust principles ang
decision making on Executive pay.

REMUNERATION
DESIGNED WITH
STAKEHOLDERS
IN MIND

OUR STAKEHOLDERS

Our Remuneration Policy is designed to
deliver balanced cutcomes for our
stakehalders, driving long-term sustainable
performance for the benefit of all groups.

In overseeing remuneration outcomes, the
Committee ensures that perfermance is
assessed in the round and over time through
a number of lenses, incorporating a variety
of stakeholder perspectives. Page 148
provides more detail about how the
Committee reviewed the formulaic bonus
and Long-Term Incentive Plan ['LTIP')
outcomes for 2022/23, taking into account
broader aspects of the Company’s
performance.

Looking beyond the year in review, the
Committee always considers the impact

on breader stakeholder groups when
making decisions on remuneration. The
table overleaf shows the principles on which
our Remuneration Policy is built to ensure
stakeholders are considered.

Documents available at severntrent.com
Gender and Ethnicity Pay Gap Report
Remuneration Policy

Charter of Expectatians

Committee Terms of Reference

Committee members

Member since Meetings attended

Sharmila Nebhrajani

i{Chair from Decernber 2022] September 2021 5/5
Philip Remnant March 2014 until

[Chair from March 2015 to November 2022] November 2022 3/3
Kevin Beeston November 2016 5/5
Christine Hodgson January 2020 5/5
Gillian Sheldon September 2022 3/3

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023 141



DIRECTORS’ REMUNERATION REPORT CONTINUED
REMUNERATION DESIGNED
WITH STAKEHOLDERS IN MIND

Remuneration Stakeholders who
Principle How applied henefit

Strong - Allof our people share in our success by participating in our all-employee bonus plan, ensuring employees are aligned with the

alignment of same measures and rewarded for achieving our key objectives

remuneration - 'bheCompany hasreal Living Wage employer accreditation and reviews salaries ih this context.

- Asof April 2022, Executive Director employer pension coptributions are fully aligned to those of the wider workforce

- Allemployees can participate in the Save As You Earn scheme, Sharesave, which attracts significant take-up rates with 73.4%
of employees actively participating.

- Allemployaes are eligible ta participate in aur flexible benelits scheme, which we believe is one of the best in the industry and
is designed to support all aspects of physical, mental and financial wellbeing. See page 24 for our range of benefits.

Health and - We take our commiiment to keeping our employees safe and well very seriously and as 8 result we set stretching targets for
safety this via a Lost Time Incidents (LTI’ measure which comprises 8% of the annual bonus.

- In2022/23, the Company delivered its best evar health and safety performance, with a warld-leading LT! rate of 0.1,
Facus on — 50% of Executive Directars’ annual bonuses are awarded in shares that are deferred for three years and 100% of the LTIP is
long-term awarded in shares, which are subject to a two-year holding period post-vesting.
perfarmance - All of the Company's incentive scheme rules contain malus and clawback provisions, allowing the Committee to reduce or

recoup any past incentive payments from individuai Executives if we later learn of information that was materiat to the
incentive scheme outcorne after the time of the award. Use of deferral mechanisms aids our ability to operste rnalus and
ciawback as required. though neither have been deemed necessary to date.

- Post-tessation shareholding requirements were introduced as part of the 2021 Remuneration Policy (the ‘Policy | to reinforce
the importance of sustainable long-term performance

Proportionate - The Committee regularly assesses the position of base pay against other water and sewerage companies [ Wa5Cs and
base pay similar listed companies with henchmark data provided by our external remuneration advisers, PricewaterhouseCoopers
LLP [PwC'].

~ Cumulative Chief Executive Officer { CEC'}and Chief Financial Officer ['CFC'! pay increases have bieen below both inflatior
everyyear since appointment and the cumulative increases applied to the wider workforce during the same geriod.

~ Three-quarters of potential CEQ pay is variable in nature see chart belowl, based on stretching targets that are reviewed
annually by the Committee

Assessment ~ Whan determining Executive pay outcomes, we do not simply follow the farmulaic outcome of sach performance measure but
of also undertake a thorough assessment of pertormance in the round” through severat lenses This assessment examines
performance whether formulaic outcomes are appropriate in the context of overall business performance and service delivery for
inthe round customers, the environment and wider stakehotders

- 'Performance in the round’ i$ also assessed by an independent market assessment report prepared for the Cormmittee by PwC.
Stretching - LTIP maximum outturn can only be achieved if Severn Trent’s Return on Regulated Equity {'RoRE’) performance is upper
targets quartile 'UQ’] relative to other WaSCs.

- We set stretching targets on the profitability component of the Annual Bonus Scheme ['ABS'], and the degree of stretchis
shown by the fact that the everall outturn for this measure has only paid out once in full during AMP6 and AMPT.

- Custormer Qutcome Delivery Incentives ['001') bonus measures are split into three huckets to ensure the Company focuses on
performing well across all measures, rather than prioritising a few. The Comrmittee’s insistence on stretching targets means
that we have not paid out the maxmum pessible bonus during AMP7 to date, despite delivering sector-leading OD)

performance.
Focusonthe - In 2021, weintroduced a sustanability-based performance measure within the LTIP, with a weighting of 20%, with targets
environment aligned to our Triple Carbon Pledge.

- In 2022, we created a specific section of the annual bonus for measuras and targets linked to river health equating to 8% of the
total bonus This took the overall the weighting of envirenmental measures from 12% to 20%.

- In 2023/24, the weighting of environmental measures in the bonus has been increased again from 20% to 30%. This was done
primarily by increasing the river health weighting from 8% ta 12%, and introducing a new EPA 4* measure warth 5%

Stakeholders key MAXIMUM CEOQ PAY UNDER THE REMUNERATION
Customers POLICY
Colleagues

Communities

Shareholder and investors
Suppliers and contractors
Regulators and Government
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Performance for

the year under review

This year has been a challenging one for most
businessesin the UK, and Severn Trent is no
exception. Rising energy and chemica! costs,
coupled with one of the hottest summers on
record, has tested the Company both
financially and aperationally. Natwithstanding
the challenging backdrop, the Company has
delivered a resilient set of results and
maintained its focus on delivering for
customers, caring for communities and
colleagues, and nurturing the environment.

There can be no doubt that the cost of living
crisis has affected many employees, The
Committee was pleased ta see the Company
continuing to prioritise its duty of care to
employees throughout the year. As well as
being a reat Living Wage employer, employees
have access to a wide range of services and
benefits designed to take care of all aspects of
wellbeing; physical, mental and financial. For
more details of how we are helping colleagues
through the cost of living crisis, see the case
study on page 157.

2022/23 bonus outcome

A consistent bonus design is operated
throughout the organisation. When
implementing the 2022/23 scheme, the
Committee determined that it would continue to
use the measures and weightings agreed with
shareholders. Page 146 sets out details of the
2022/23 annual bonus outturn, which will pay
out at 38.5% of maximum opportunity,
compared to 81%in 2021/22. The payout for
2022/23is equivalent to 46.2% of salacy for both
the CEO and CFO, versus 97.2% in 2021/22. The
lower outturn is driven largely by lower
performance against the PBIT measure,
reflecting a significantly tougher aperating
environment, particularly the impact of higher
energy and chemical costs. Whilst the overall
outcarne of our Customer and Environment DD
measures is below target and lower than last
year, ¢.B0% of measures are green, and we
performed well against our health and safety
targets, with a formulaic outcormne just below
maximum perfarmance. 2022/23 was the first
year of operation of our river health bonus
measure and we achieved full vesting following
excellent performance against our reduction in
Combined Sewer Dverflows ['CS0’) activations
and reduction in Reasons for Not Achieving
Good Status 'RNAGS') targets.

LTIP vesting

The standard element of the 2020 LTIP

award measures the Company’s perfermance
against RoRE set by Ofwat’s Final
Betermination ['FD'l. Qver the three-year
performance period of the 2020 LTIP, the
Company achieved a RoRE of 1.95x against the
target of 1.39x the base RoRE return.

This results in full vesting of the standard
element of the 2020 LTIP award, which is
equivalent to 75% of maximum for the

total 2020 LTIP award for the CEQ, and 66.7%
of maximum for the CFO. The Committee has

reviewed the vesting of the award to consider
potential windfall gains and concluded that,
subject to final share price on vesting, there
has not been any windfatt gain. For more
details on how the Committee assessed this,
please see page 148.

Vesting under the UQ element of the 2019 LTIP
award was anly known at the end of July 2022
when cormpardble statistics for the other WaSCs
were published. This meant that the LTIP single
figure value reparted for 2021/22 did net include
the UQ element of the 2019 LTIP award. We

now know that Severn Trent achieved UQ
performance, and therefore the UQ element of
the 2019 LTIP award is included in the 2022/23
single figure for the CEQ and CFO,

Assessment of performance

in the round

In overseeing remuneration outcomes, the
Committee ensures that performance is
assessed in the round through a number of
lenses, to incorporate a variety of stakeholder
perspectives. This assessment examines
whether formulaic incentive outcomes are
appropriate in the context of overall business
performance for customers, the environment
and wider stakeholders. It also considers other
factors, incluging regulatory investigations,
envirenmental comptiance beyond the
measures contained in the incentive schemes,
health and safety performance, treatment of
the wider workforce and societal matters
such as support for our local communities.

We have demonstrated again this year that we
are one of the sector’s leading perfermers:

- We are highly confident in achieving EPA 4*
in the Environment Agency’s annual
assessment for the fourth consecutive year.

- €.80% of our ODI measures are green,
including those that measure leakage,
pollutions and water quality complaints.

- In November 2022 we launched our Societal
Strategy, with the objective of helping up to
100,000 people in our region, giving them
improved chances in life and tackling the
underlying causes of poverty.

Further detail on the Committee’s assessment
of performance in the round is set out on page
148.

Following the Committee’s assessment of
these facters in the performance in the round,
no discretion has been exercised to override
the formulaic outturn of either the 2022/23
annual bonus or the standard element of the
202G LTIP award.

The Committee believes that the outcomes
of the annual bonus and LTIP are both
appropriate and reflective of the Company's
broader performance over their respective
performance periods, and that the Policy
has aperated as intended.

Remuneration for the year ahead
The Commitiee considers all elements of
Executive Director pay as well as reviewing
wider workforce implications. Looking ahead

SEVERN TRENT PLC
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to 2023/24, the Committee has made the
foltowing decisions for the coming year:

Base salaries and fees

The Executive Director base salaries, Chair’s
fee, and Nen-Executive Director base fees will
increase by 3.0% in July 2023. Although
negotiations with our Trade Unions for the
wider workforce pay increase are angoing

at the time of publication, these rises are

less than half of the current offer that has
heen tabled.

2023/24 bonus

Over the last year the focus on environmental
performance of water companies has
intensified, particulariy in relation to how it
links to Executive pay outcomes. Whilst the
Committee is confident that we already have
strong links between environmental
performance and pay, with 20% of the existing
annual bonus linked to environmental
measures, we believe it s approgriate to go
further and make the link tetween
environmental performance and remuneration
even stronger and more direct.

In April 2023, the Committee approved an
increase to the weighting of the river health
element from 8% to 12% and the creationof a
specific section of the annual bonus for the 4*
Environmental Performance Assessment
[EPA’) rating equating to 5% of the total. This
means that, from 2023/24, 30% of the annuat
bonus will be linked to measures relating
specifically to environmental measures and
river health.

The Committee shared these proposals with
30 of our largest shareholders, which are
aligned with the Policy and wilt apply to our
bonus structure from the 2023/24 financial
year onwards. More detail can be found on
page 157.

The maximum bonus opportunity will be 120%
of salary for the Executive Directors, with
performance conditions continuing to be
consistent throughout the organisation.

2023 LTIP grant

The Committee has determined to make the
grant on the normal timetable and to retain the
existing RoRE and sustainability performance
elements, with updated measures and targets
for the sustainability element (see box on the
next page, and page 151}. In April 2023, we
shared these proposals with 30 of cur largest
shareholders to inform them of the evolution of
the sustainability measures. These changes
are within the remit of the current Policy,
which will be reviewed and tabled for
shareholder approval at the 2024 AGM,

The Committee will assess the value of the
2023 LTIP award at vesting and will ensure that
the final outturn reflects all relevant factors,
including consideration of underlying
performance and progress towards the
achievement of our Triple Carbon Pledge.
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DIRECTORS' REMUNERATION REPORT CONTINUED

LTIP sustainability

As part of the 2021 Policy, we introduced a
sustainability-based performance measure
within the LTIF, with a weighting of 20%. The
first LTIP awards with this measure were
granted in June 2021.

Board changes

In February 2023, Severn Trent announced
James Bowling's intention to retire as CFO and
Executive Director. James has been
instrumental in driving the success of Severn
Trent since his appointment in 2015, and | know
how much the Board and wider Company have
vatued his experience and counsel over the
last eight years. I'd like to thank James on
behalf of the Committee, and I wish him well
for the future.

KEY AREAS
OF FOCUS IN 2022/23

Our workforce

~ Considered Severn Trent Plc’s 2022
gender and ethnicity pay gap statistics.

Our LTIP sustainability framework

focuses on two equally weighted areas,
‘Direct Contributors to Carbon Reduction’
and ‘Innovation and Engagerent for Carbon
Reduction’, and far the 2023 award cach

of these measures has two components,

as follows:

~ Approved the outturn of the 2021/22
all-employee Annual Bonus Scheme.

Howi
It was also announced that, following 3 _ Reviewed and approved the 2022/23

rigorous internal and externat search and

Direct Contributors
to Carbon Reduction

Scope 1 & 2 reduction

A Scope 1 & 2 reduction targetis a
natural evalution from measuring
process emissions to delivering actual
reduction. (t continues the activity
previously incentivised through the LTIP,
including improving emissians
measurement and electric or low-carbon
vehicles. These actions and subsequent
reductions witl directly contribute
towards our committed 46% reduction
Science-Based Target [SBT).

Self-generation of renewable energy
In light of the renewed ambition to push
further on renewable energy investment
for both econamic, resilience and
environmental purposes, this measure
rernains a fundamental driver of our
credible carbon reduction journey.

Innovation and Engagement
for Carbon Reduction

Roll-out of Net Zero hub

Pracess emissions contribute
significantly to aur reduction chaltenge,
accounting for around 80% of operational
emissions. Our aimis to turn a large
number of sur sites into net zero warks,
which will require new technologies and
alternative processes

We have made a commitment te deliver

a Net Zero hub at one of our largest sites
as a pilot project. The successful delivery
of this will underpin the future roadmagp
to Net Zero by 2030 for the business and
willlead the sector in delivery of scale
improvements in process emissions in
AMPS8 and beyond.

Scope 3 suppty chain engagement
Aligned to our own SBT, we have
committed to engage a percentage of

our suppliers to have set a SBT
themselves by 2026. This engagement
target far the supply chain is a key staging
past on the journey to set that reduction
pathway by 2026.

Far more detail on these measures,
see page 151

14z

selection process, our Capital and Commercial
Services Director Helen Miles would succeed
James as CFO. Helen was appointed as
Executive Director of the Company on 1 April
2023, with the title of CFO Designate. James
will remain an Executive Director and the CFO
until the conclusion of the AGM an & July, at
which point Helen, having completed a full
handover process, will take on the
responsibility. The Cornmittee has determined
that James will leave with ‘good leaver’ status,
and is being treated in line with the Policy, as
set out in more detail on page 151. The
Committee considered the status of ongeing
requlatory investigations and noted its ability
to exercise its powers of malus and clawback if
appropriate, once concluded.

Helen has been appointed on a salary of
£480,000, and her wider remuneration package
is in line with that of her predecessor, and the
shareholder-approved Policy. Helenis a CFO
cf exceptional calibre, with 2 detaileg
understanding of the water sectar, and lam
delighted that she was appointed as James’
SUCCesSOor.

Further detail on implementation of
remuneration for all Executive Directors for
2023424 can be found on pages 149 to 150,

We remain committed to maintaining an
ongoing and transparent dialogue with our
major sharehalders and we will actively
engage with each of them individually as the
formal Policy review commences later in 2023
| hope that we can rely on your vote in support
of our approach to remuneration. If you would
like to discuss any aspect of this Report, !
would be happy to hear from you. You can
contact me through our Group Company
Secretary.

Sharmila Nebhrajani OBE
Chair of the Remuneraticn Committee

SEVERN TRENT PLC  ANNUAL REPORT AND ACCOUNTS 2022

all-employee Annual Bonus structure
and targets,

Conducted its annual assessment of
the Company’s werkforce policies and
practices and satisfied itself that these
support its long-term sustainable
success. The Commitiee reparted to
the Board on this matter.

Considered the 2023/24 all-ermnployee
annual honus structure.

Executive and senior management
- Approved the outturn of the LTiP
awards granted in July 2019.

- Reviewed and approved the LTIP
awards granted in July 2022,

- Considered the structure of the LTIR
award to he granted in 2023.

-~ Reviewed and approved the
remuneration package for Helen Miles,
CFOU Designate.

- Reviewed and approved the
remuneration package for Steph Cawley,
Director of Customer Operations.

- Reviewed and approved the remuneration
package for Hannah Waodall-Pagan,
Group Company Secretary.

- Reviewed and approved the leaver
treatment for James Bowting, CFO.

Committee governance

- Reviewed and approved the 2021/22
Directors’ Remuneration Report
and agreed the framework for the
2022/23 Report.

- Considered Severn Trent's 2021/22
reward and performance alignment
compared with WaSC peers.

- Considered an independent update,
provided by PwC, on current market
practice and future remuneration trends.

Reviewed the expenses claim
procedure for the Chair and CEQ.

Reviewed and approved the Comrnittee’s
Terms of Reference, prior to making a
recammendation to the Beard. In
completing its review, the Committee
concluded that the Terms of Reference
remained approoriate and reflected the
rmanner in which the Cornmittee was
discharging its duties,
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REMUNERATION AT A GLANCE

Strategic alignment of remuneration
The approach to remuneration across the
Group is to ensure all pur employees are
rewarded and incentivised to deliver Severn
Trent's performance driven, sustainability-led
strategy. Delivering against this Strategy is
critical to the creation of long-term value for
our stakeholders: customers, communities,
employees, shareholaers, suppliers and
contractors, and our regulators.

In determining the right performance
measures for our incentive plans, the
Committee seeks to strike a balance between
short- and long-term financial, operationat

and sustainability goals. As we are a lang-term
business, actions taken in a single year flow
threugh to tonger-term performance. We
operate an Annual Bonus Scheme across the
Group, which reflects our belief that all our
employees play a part in the creation of value
for our stakeholders.

Ihe diagrams below itlustrate the
performance measures that we use within our
incentives and explain how the measures,
together with the overall structure of
incentives, help deliver the Group’s financiat,
operational and sustainability goals.

2023/24 annual bonus plan LTIP
I Underlying preft s a key measure of sharcholder vatue. _r RaRE is a financial Key Performance Indicator
{"KPI'} and is the care driver of overall Company
perfarmance, supporting the long-term
sustainability of the Company.
Group A significant proportion of ODIs relates to the service Components of RoRE are as follows:
PRIT we provide to pur customers anc supports alignment — Wholesale totex
40% with custarner facus, Qur ODIs are grouped into three
categories, To achieve the maximum outtum for this - Customer 0015
section of the bonus requires outperformance RoRE - Retail operating costs
across all three categories, thereby ensuring o .
: 80% - Financing
strategic focus across all customer [standsrd &
and environmental perfarmance indicators. U element! As explamed on page 146, the RoRE performance
measure of the LTIP award comprises a standard
Our five river pledges focus on what is most pertinent elerment and a UQ elerment. The UQ element ensures
to stakeholders, namely reducing the impact of our that exceptional relative performance must be
Customer and operations on river health, helping others reduce achieved to Justify full vesting of the RoRE element.
Envnmnm:_-nt ODts their impact, and increasing oppertuntties for people
35% Inourregion to enjoy our waterways. Our sustainability measures are aligned with our
environmental commitments ta reach net zero
We are committed to achieving the industry-leading carbon emissions by 2030,
4* EPA status.
River Healt B
12% We are committed to keeping our employees safe .
and well, and set stretching targets via aur Sustainability
EPA 5% Lost Time Incidents’ measure. 20% For Executive Directors, the LTIP s fully deliverad
Health and Safety in Company shares subject to a two-year holding
Far Excecutive Directors, 50% of the bonus is period, ensuring long-term alignmen? with
deferred into shares for three years to support shareholder interests and delivery for stakeholders,
Deferralinto shares long-term shareholder al.gnment, Two-year halding inctuding customers and the environment.
period
Link
Aspects of our Sustainability Framework to ESG Link to reward
Ensuring a sustainable E Annual bonus includes River Health
water cycle measure, environmerial ODIis and EPA Electric vehicle salary sacrifice scheme
Tak Enhancing our natural E rating
a ‘??h environment
care of the . ] i . .
environment Making the most c Financing/Totex/OD! within RoRE in the LTIP Volunteering (Community Champion events)
of our resources ‘ . o
— . Sustainability measure within the LTIP
Mitigating and adapting to E
climate change
Delivering an affordable s Alignment of Executive pension Accredited reat Living Wage employer
service for everyone contributions .
Focus on ereating a safe anviranment
Providing a fair, inclusive for all employees
-empioyee bonus scheme ploy
Helping and safe place tawark s All-emptay : .
people . : Learning and development opportunities
to thrive Investing in skills Flexible benefits programme .
and knowledge S Employee recognition
Sharesave scheme )
Making a positive difference . . VOlunt?EFi”g {Community
inthe community S Gender and ethnicity pay gap reporting Champion events)
Living cur Yalues G Purpose and Values co-created Holding periods on LTIPs for
with employees Executive Directors
Balancing the interests Shareholding requi ts fi
G Rewarding UQ RoRE performance 0%dng requirements tor )
of all our stakehotders inth LTHE p Executive Directors/Executive Committee
Being nine
a company Running sur Company G Linking bonus and LTIP {RoRE] measures Visible and transparent pay bands
you can trust for the long term direclly to Ofwat definitions
Being cpen about Ueferral of annuat bonus into shares Market leading remuneration
. ) reportin
what we do and ] Malus/clawback provisions within g

sharing what we know

variable pay

SEVERN TRENT PLC
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DIRECTORS’ REMUNERATION REPORT CONTINUED

REMUNERATION FOR THE YEAR IN REVIEW

The Committee believes it is important that, for Executive Directors and senior management,
a significant proportion of the remuneration package should be performance-related and aligned
to targets that deliver value for stakeholders.

The foilowing section highlights the performance and remuneration outcomes for our Executive
Directors for the year ended 31 March 2023, starting with the total single figure outcomes.

2D22/23 single figure outcemes £000

The graphs below show how the successful delivery of our Strategy has flowed through to the rewards provided to our Executive Directors.
The full explanatory notes for each element of remuneration are detailed on page 160 in the Annual Report on Remuneraticn.

Liv Garfield - CEQ James Bowling - CFO

The single figure amounts in 2022/23 are 18.7% and 18.5% lower than 2021/22 for the CEQ and CFO respectively, mainly due to the lower bonus
outcome in 2022/23.

As part of the 2018 Palicy review, the maximum potential remuneration of the Executive Directors was increased through the introduction of
a new stretch UQ elemnent within the LTIP. This change, which received overwhelming support from shareholders, saw the maximum LTIP
opportunity increase from 150% to 200% of salary for the CEQ and 100% to 150% of salary for the CFO.

in order to determine if the Company has achieved the stretch LTIP target, comparative data for the other WaSCs needs to be collated, verified
and published by Ofwat. This process concludes in July each year, which is after the publication date of the Directors’ Remuneration Report.
The outcome of the LTIP UQ element will therefore always be published one yearin arrears.

Comparative data published by Ofwat in July 2022 confirmed that the Company achieved UQ status and therefore the UQ elernent of the 2019
LTiP award vested, and is reported in the 2022/23 single figure as shown above,

For more detail on the single figure value, see page 140,

Annuat bonus 2022/23 outturn
A summary of business performance is set out on pages 14 to 38 within the Strategic Report.

Threshald Target Maximum Cutcome
Bonus element {0% payahle) [50% payable) [100% payabte) Qutturn Weighting achieved
Group PBIT
£497.0m £522.0m €547 0m £508.8m 49% 11.5%
Customer and Environment OD1s
£45.0m £55.0m £65.0m £35.5m" 35% 12.0%
Health and Safety!™
018 0.14 0.10 0.11 8% 7.0%
River Health™
0% 50% 100% 100% 8% 8.0%
Total 100% 38.5%
(1 Qur OCis are greuped into categories as detaled on page 157. The outtome achieved Ui} Measured as number of Lest Time Incidents divided by number of hours worked multiplied
reflects in-year performance across alt three ODI categories, and the outturn represents by 100,000.
significant cutperformance in one of the three categories. Total reported ODIs of £53m ) Measured by specific River Health deliverables, see below far mare detail.
alse include £37.5m of end of AMP ODJs for work and milestones already delivered
River Health
The below chart is a breakdown of the River Health element of the banus, shown in the chart above
Threshald Target Maximum Outcome
River Health element (0% pavable) {50% payablel (100% payable] Cutturn Weighting achieved
Reduction in Combined Sewer
Overflows ['C50’) activations
24.4 237 230 18.4 4% 4 0%
Reduction in Reasons for Not Achieving
Goad Status ['RNAGS')
50 70 90 20 4% 4.0%

The 4% relating to RNAGS is underpinned by a binary bathing river quality milestones measure. This was achieved in full.
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Bonus opportunity and outcome

Merfenmance imeasures and weightings in the annual bonus arrangements at Severn Trent are consistent thrangheut the arganisation. Following the
Committee’s assessment of performance n the round, no discretion has been exercised by the Committee to override the formulaic outcomes of the

2022/23 annual bonus, and therefore will pay out at 38.5% of maximum opportunity, compared to 81% In 2021/22. This is equivalent to 46.2% of salary
for both the CED and CFO, compared to 97.2% in 2021/22.

2022/23 salary Bonus opportunity Bonus outcome Annual honus Value of cash bonus Value of deferred shares

[€°000)W % salary) {% max) (£°000) [£'000] (£ 000}

CEO 7763 120% 38.5% AR R 179.4 177 .4

cFo 447,38 120% 38.5% 716.2 108 1 s
I} Bonus calculated using salary as at 31 March 2023. il Value of banus deferral shares s 50% of the total banus value

2019 and 2020 LTIP award vesting for performance levels (as a % of salary)
RoRE, which captures a range of measures such as totex, financing and Customer ODIs, continues to be our primary LTIP measure, with a
weighting of 80%. RoRE is assessed over a three-year period so that the focus is en long-~term performance.

The table helow shows the 2019 and 2020 LTIP award vesting schedule for performance levels as a percentage of salary:
UQ RoRE performance

Threshold FD 1.3%+FD relative to WaSCs
CEOQ 37 5% 150.0% 200.0%
CFO 25.0% 100.0% 150.0%

2020 LTIP standard element

The standard element of the 2020 LTIP award measures the Company’s performance against RoRE set by Ofwat’s FD. Over the three-year
period of the 2020 LTIP. the Company achieved a RoRE of 1.95x against the target of 1.39x the base RoRE return.

Based on the performance levels set out above, this results in full vesting of the standard element of the 2020 LT|P award, which is eguivalent
to 75% of maximum for the total 2020 LTIP award for the CEQ, and 46.7% of maximum for the CFO.

The graph below sets out Severn Treat's RoRE performance relative to the other WaSCs across the performance period of the 2019 LTIP, as well
as Severn Trent's 2022/23 perfermance.

Severn Trent RoRE performance
2019 LTIP UQ element

Vesting under the UQ element of the 2019 LTIP award was only
known at the end of July 2022 when comparable statistics for the
other WaSCs were published and provided to Ofwat. We now know
that Severn Trent achieved UQ performance, and therefore the UQ
element of the 2019 LTIP award is included in the 2022/23 single
figure for the CEQ and CFO.

No discretion has been exercised by the Committee to override the
formulaic outturns of either the 2019 LTIP award, or the standard
element of the 2020 LTIP award.

Breakdown of the LTIP single figure value
The LTIP single figure amounts include share price appreciation
between grant and vesting, as well as any dividend equivalents. 2021/22

CEO CFO
2022/23 2021/22 2022/23

For 2022/23, the reportable LTIP figures are the standard element of Standard element 1679 1,385 675 557
the 2020 LTIP award and the UQ element of the 2019 LTIP award. For LiQ element 622 560 381 37
2021/22, the reportable LTIP figures are the standard element of the LTIP total in single figure 2301 1.945 1036 89
2019 LTIP award and the UQ element of the 2018 LTIP award. values [E'000s) ' ' '

The table to the right shows the comparative value of the standard For more detail on the share price appreciation and dividend

elements of the 2020 and 2019 LTIP awards, plus the value of the UQ equivalents, see page 162.

element of the 2019 and 2018 LTIP awards included in the single figures:

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023 147



DIRECTORS' REMUNERATION REPORT CONTINUED

Assessment of performance

in the round

In overseeing remuneration cutcomes, the
Committee ensures that performance is

assessed in the round and over time through a
number of lenses, incorporating a variety of
stakehoider perspectives. Inreviewing the

formulaic bonus and LTIP outcomes, the

Cammittee took into account the following

broader aspects of the Company's performance: -

~ Environmental performance — we are highly
confidentin achjeving EPA 4* in the
Environment Agency’s annual assessment,
for the fourth consecutive year. We have also
made excellent progress in the first year on
our Get River Positive river pledges.

Customer experience - there were two
significant weather-related events, with the
hot weather over the summer and the
freeze-thaw eventin December. Because of
the learnings from eventsin 2018 and the
proactive measures we put in place, we
delivered a marked improvement in our
performance.

- Secietal impact - In addition to the launch of
aur Societal Strategy, in 2022/23, the Severn
Trent Community Fund has awarded over £2m
to good causes across our region, benefiting
over one million Severn Trent customers. As
part of the #10000Blackinterns prograrmme,
we had &1 placements Last year, with 44% of
those gaining employment following their
placement with us.

Wider workforce experience - Employee
engagement increased to our highest ever
scorein Novernber 2022, which now places us
in the top 5% of energy and utilities companies
glebally. There have been no redundancy or
furlough programmes in the year, and eligible
employees will receive a bonus in 2022/23.

Windfall gains - At the time of the 2020 LTIP
grani, the Cornmittee reviewed the grant price
of £23.97 compared to that of the 2019 LTIP of
£20.40, and was satisfied that no adjustments
were required on grant for windfall gains due 1o
the increase in share price since the 2019 LTIP
grant, noting that the Campany’s share price

had been less impacted by COVID~19 than many
other companies. The Committee aiso nated
that it would assess the value of the 2020 LTIP at
vesting to ensure that the final outturn reflects
all relevant factors, including consideration of
any windfall gains. The Committee has reviewed
the Company's share price performance over
the performance period and is satisfied that,
subject to the final share price onvesting, no
windfall gains have occurred.

The Committee considered the status of
ongoing regulatery investigations and noted
its ability to exercise its powers of malus and
clawback if appropriate, once concluded.

The Committee further confirms that it has
considered the Company’s wider performance in
the raund and has cancluded that it would not be
appropriate to override the formulaic outcomes of
either the 2020 LTIP or the 2022/23 annual bonus.

Executive Director shareholdings

The CEQ and CFO have exceeded the shareholding requirements applicable in 2022/23 of 300% and 200% of salary, respectively.

Shareholding reguirement

The Executive Directors have built significant sharehoidings during their employment with the Company and have retained lexcept in the case of
statutory tax and Natienal Insurance deductions] all Company shares acquired as a result of discretionary awards vesting or options being exercised
under the Company’s share plans. The Executive Directors have also increased their shareholdings further through personal share purchases.

The minimum shareholding reguirement for Executive Directors, and the current share interests of the Executive Directors, take into account

shares which are owned outright or vested, shares which are unvested and shares which are subject to performance. The chart below sets out the
minimum shareholding requirements and the shareholdings of the Executive Directors. The shareholding requirermnent must be built up aver five
years and then subsequently maintained.

Allcalculations in the chart below use a closing share price on 31 March 2023 of £28.79.

Further detail regarding the Executive Directors’ outstanding share awards can be found on page 163.

Executive Director shareholdings % of base salary

1l Represents beneficially owned shares as well as shares held in trust as part of the annual bonus deferred share awards lof which 47% are deducted to cover statutory deductions).
il Represents 2020 LTIP shares where the performance period 15 now complete] which are subject to an ongoing vesting periad and a two-year holding peried post-vesting, plus shares held
as part of the Sharesave Scheme

i) Represents the 2021 and 2022 LTIP awards which are subject to ongoing perfarmance

Overall link to remuneration and equity of the Executive Directors
As a Committee, we want to incentivise the Executive Directors to take a long-term, sustainable view of the performance of the Company. This is why,
when we look at the remuneration paid in the year, we also look at the total equity they hold and its value based on the performance of the Company

The table sets out the number of shares beneficially owned by the Executive Directors at the beginning and end of the financial year, and the
impact on the value of these shares taking the opening and clesing price for the year.

Value of shares at Value of shares at

2022/23 single figure Shares held at the Shares held at the start of the year end of the year
(£°000] start of the year end of the year (£'000)" (€000} Difference
CEQ 3,209.3 283,423 332,898 B,723.8 9.584.1 84604
CFO 1,662.3 98,901 122,579 30442 3.529.0 484.9

W) Based on 3 closing share price on 31 March 2022 of £30.78
(sl Based on a closing share price on 31 March 2023 of £28.79,
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SUMMARY OF REMUNERATION POLICY AND IMPLEMENTATION

The Company’s Policy remains to attract, retain and motivate its leaders and to ensure they are
focused on delivering business priorities within a framework designed to promote the long-term
success of Severn Trent, aligned with stakeholder interests.

The tables below illustrate the batance of pay and time period of each element of the Policy far Executive Directars. In addition, the table below
sets out how the Policy elements are aligned with the factors set out in Provision 40 of the 2018 UK Corporate Governance Code ['the 2018 code’}.
Full details of the 2021 Policy can be found on the Severn Trent Plc website or on pages 143 to 153 of the 2021 Directors’ Remuneration Report.

lotal pay over five years

Year1

Year 2

Year 3

Year 4 Year$s

Fixed pay

Salary, benefits
and pensicen

Annual bonus

50% in cash

[Malus and clawback provisions apply)

50% in shares
Three-year deferral period

No further perfarmance conditions

LTIP

[Matus and clawback provisions apply)

Up to 200% of salary
Three-year performance periad

]

Two-year holding period
No turther performance conditions

Shareholding reguirement
[Not a monetary value)

Executive Directors’ minimum shareholding requirement *

Palicy element

Purpose, operation and
opportunity levels

How we plan to implement
the Policy in 2023/24

Alignment with Provision 40
of the 2018 Code

Fixed pay elements

Base salary

£

Y1 Y2 Y3 Y4 Y5

To recruit and reward Executive Directors of a suitable
calibre for the role and duties required.

Salaries are normally reviewed annually and increases
normally tale effect from 1 July. Set with refarence to:

- individual performance;

- experience and contribution;

- developments in the relevant employment market;

- company performance and affordability;

- wider economic envirgnment; and

- internal relativities.

Any increase will generally be no higher than the average
increase for the workforce. Higher increases may be
proposed in the event of a role change or promotion, orin
other exceptional circumstances

Asalaryincrease of 3.0% will be
applied at the salary review date,
with the exception of the CFO
Designate whose salary was set
on appointment on 1 April 2023
From 1 July 2023, Executive
Director salaries will be:

-CEO - £799,600
-CFO - £481,500

- CFO Designate - £480,000

Although negotiations with our
Trade Unions for the wider
workforce pay increase are
ongoing at the time of
publication, these rises are less
than half of the current offer that
has been tabled.

Benefits

Y1 Y2 Y3 Y4 ¥5

To provide competitive benefits in the market to enable
the recruitment and retention of Executive Directors.
Benefits typically include green travel allowance, family level
private medicat insurance, life assurance, personal accident
insurance, health screening, an incapacity benefits scheme
and otherincidental benefits and expenses.

The value of benefits is based on the cost to the Company and
there is no pre-determined maximurn limit The range and
value of the benefits offered are reviewed pericdically

Normal Company
benefit provision.

Pension

Y1 Y2 Y3 Y4 Y5

To provide pension arrangements comparable with
similar companies in the market to enable the
recruitment and retention of Executive Directors.
Adefined contribution scheme and/or cash supplement in
lieu of pension.

For current Executive Directors, the Company contribution
and/or cash allowance is 15% of salary. This aligns pension
contribution quanturn for all Executive Directors with the
maximum 15% contribution available to members of the
Severn Trent Group Personal Pension [the majority of the
wider workforce).

For any new recruit, the contribution will be up to a maximum
of 15% of salary.

Executive Director pension
arrangements are as follows:

-CEO - 15% of salary
-CF0 - 19% of salary
- CFQ Designate - 15% of salary

Proportionality

There is a reascnable balance between
fixed pay and variable pay, and variable
pay is weighted to lang-term
performance

Clarity

Base salaries are competitive against
companies of a similar size and
complexity.

Alignment with cuityre

Base salary increases generally aligned
to the average increase for the UK wider
workforce. Pension rates for Executive
Directors are aligned with the rate offered
to the majarity of the wider workforce,
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SUMMARY OF REMUNERATION POLICY AND IMPLEMENTATION CONTINUED

Purpose, operation and

How we plan teimplement

Alignment with Provision 40

Policy element opportunity tevels the Policyin 2023/24 of the 2018 Code
Variable pay elements
Annual banus To encourage improved financial and operationat Performance measures Clarity

Up to 120% of salary
%
Y1 ¥2 Y3 Y4 Y5
50% paid in cash
~
Yl ¥2 ¥3 Y4 YE
50% deferred

-

Y1 Y2 Y3 Y4 Y§

performance, and to align tha interests of Executive
Directors with shareholders through the partial deferral

of paymentinta shares.

Bonuses are based on financial, operational, customer, and
environmental perfarmance. Perfarmance measures and
targets are selected annually and na mora than 20% of the
honus will relate to persanal contribytion

50% of the bonus 15 paid in cash and 50% is deferred into
shares which vest after three years (with the value of any
dividends to be rolled up and paid on vestingl. There are ne
further pertformance targets on the deferred amount

Malus and clawback mechanisms apply for three years
from the payment of the cash bonus or the grant of

deferred shares.

Maximum award of 120% of salary for the CEO, CFO and CFO
Designate The CFO's 2022/23 annyat bonus wilt be pro-rated
fortimein role.

Forthreshold performance, 0% of maximum opportunity
will be paid. For target perfarmance 50% of maximum
opportunity will be paid.

las a % of maximum}:

Group PBIT - 40%

Customer and Enviranment ODls - 35%
River Health - 12%

Health and Safety - §%

EPA - 5%

The Commitlee considers the
forward-looking targets to be
commaercially sensitive but full
disclosure of the targets and
performance outcorne will be set autin
nextyear’s Directors’ Remuneration
Report.

LTIP
Up to 200% of salary

Y

Y1 Y2 ¥3 Y4 Y5

S-year period

Y1 Y2 Y3 Y4 Y5

To ericourage strong and sustained improvements in financial
performance, in line with the Company’s Strategy and
{ong-term shareholder returns.

Awards are granted annually and are subject to one or more
performance conditions assessed aver a three-year
performance period.

Awards made ta Executive Directars are subject ta a two-year
holding period post-vesting which continues to aperate
post-cessation of employment.

Malus and clawback mechanisms apply within three years of
vesting.

The value of dividends paid on the shares comprising the award
will be rolled up and paid on vesting

Maximum award opportunity up lo 200% of salary Up to 25% of
the LTIP award may vest for threshowd performance.

Grant levels:

CED -200% of salary

CF0 Designate - 150% of salary

The 2023 LTIP awards will be based onthe

following performance measures:

- 80% of the maximum LTIP award
based on RoRE and will require the
Company s RoRE to outperform the
target set out in Ofwat's FD and, for full
vesting, to deliver upper quartile
relative performance compared with
othar WasCs,

- 20% of the maximum LTIP award
based on measures relating to Severn
Trent's sustainability framework

See page 131 for detail on LTIP awards to

be granted.

Variable remuneration is based an
supporting the successful
implementation of the Company's
strategy measured through KPls which
are used for the annual bonus and LTIP
Simplicity

Defined limits an the maximum awards
which can be earned. Variable
remuneration focuses on long -term
sustainable performance, including the
Company's environmental ambitions
Risk

The Palicy ensures there s sufficient
flexibility to adjust bonus and LTIP
payments through malus and clawback
and an overriding discretion to depart
from formulaic outcomes
Predictability

Shareholders are given full information
on the potential values which can be
earned under the annual ponus and LTIP.
Fropertionality

tncentive plans clearly reward the
successful implementation of the
Strategy and our enviranmental
ambitions, and through deferraland
measurement of performance over a
number of years to ensure that the
Executives have a strong drive to ensyre
that the performance is sustainable aver
thelong term

Alignment with culture

A key principla of the Company's culture is
a focus on customers and their
axperience; this is reflected directly in the
type of performance conditions used for
the bonus The focus on ownership and
{ong-term syustainable performance is
also a key part of the Company's culture

Other policy elements

All-employee
share plans

Up to £500 per month
for 3ar S years

€

Y1 Y2 Y3 Y4 Y5

To encourage widespread employee share ownership

to enable employees to share in the success of the business.
The Executive Directars are able to participate in HMRC

tax advantaged all-employee share plans on the same terms as
other eligibte employees

The maximum limits under the plans are as set by HMRC

in line with alt employees

Shareholding
requirement

*

Y1 Y2 ¥3 Y4 ¥S

To encourage strong shareholder atignment bath during and
after employment with the Company.

The CEQ is expected to bulld and maintain a holding of shares
to the value of 300% of salary, and other Executive Directars
200% of salary,

Executive Directors are expected to retain all of the net of tax
number of shares they receive thraugh the LTIP and deferred
share bonus untit the shareholding requirement has been met
A paost-employment sharehalding reguirement

applies to Executive Directors who leave the Company, Leavers
will have a requirement to maintain their in-employrment
sharehalding requirement (or actual shareholding, if lawer} for
two years following cessatbion of employment. This
requirement applies to shares acquired under share plan
awards granted following approval of the 2021 Policy

Alignment with culture
All-employee share plans support a
culture of share ownership and align
employee interests with the lang-term
sustainable performance of the
Company

CEQ - 300% of salary

CFO - 200% of salary

LCFO Designate - 200% of salary
Post-employment sharehalding
requirement applies

See pages 148 and 163 for further details
on shareholding requirements and
outstand.ng share awards

Risk

Incentives are primarily paid in shares
which must be retained until minirmum
shareholding requirements have been
met Post-employment shareholding
regquirement furtherincreases the
exposure of Executive Directors to the
share price after leaving the Company
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LTIP awards to be granted in 2023

The table below describes how the LTIP will be implemented in 2023. As per the 2022 award, 80% of the maximurmn LTIP opportunity will be based
on RoRE and 20% will be based on sustainability measures. The awards will be 200% and 150% of salary respectively for the CEO and CFO
Designate, in line with the awards made to the CED and CFQ in 2022. James Bowling witl not be granted an LTIP award in 2023. Both the RoRE and
sustainability performance conditions will be measured aver three years, to 31 March 2024, and corresponding vesting las a % of salary] will be:

RoRE measure

uUa RoRE perfermance Sustainability
Thresheld FD 1.3¢xFD relative to WaSCs performance measure Max outturn
Operation Award recipient (% salary) {% salaryl (% salaryl (% sataryl (% salary)
Vesting for CEQ 30% 120% 160% AQ% 200%
performance cEqpesignate 20% 80% 120% 30% 150%

The table below breaks the sustainability performance measure down into two equally weighted areas, ‘Direct Contributors to Carbon Reduction’
and ‘Innavation and Fngagement for Carbon Reduction’, setting out the foeur components and corresponding vesting las a % of satary).

Direct Contributors to Carbon Reduction Innovation and Engagement far Carbon Reduction
Scope 1 & 2 reduction Self-generation Roll-out of Net Zero hub Scope 3 supply chain
(% salary] (% salary] (% salary) engagement (% salary]
CEO 10% 10% 10%, 10%
CFO Designate 7.5% 7.5% 7.5% 7.5%

The performance targets/milestones for the 2023 award will be as follows:

Direct Contributors to Carbon Reduction [10%)]

Scope 15 2reduction Achieving a cumulative reduction in our Scope 1 & 2 emissions of 30% against a 2019/20 baseline [of 508.4 kT)
by 31 March 2026,

Self-generation Achieving an outturn of 137 GWh additional generation fram the 2019/20 baseline of 486 GWh, enabling a minimum
total renewable generation of 623 GWh by 31 March 2024.

Innovation and Errgagement for Carbon Reduction [10%]

Roll-cut of Net Zero hub Achieving a cumulative reduction in Scope 1, 2 and 3 emissions by 13 kT by 31 March 2026.
Scope 3 supply chain Ta have suppliers representing 70% of our Scope 3 emissions committed to a Science-Based Target at 31 March 2026.
engagement

The Committee will assess the value of the 2023 LTIP awards at vesting and will ensure that the final outturn reflects all relevant tactors,
including consideration of underlying performance and progress towards the achievement of our Triple Carbon Pledge.

Chair and Non-Executive Directors’ fees (audited)

The Chair, Senior Independent Director and Non-Executive Directors are appointed for a three-year term, subject to annual re-election by
shareholders at the Annual General Meeting following the annual Beard Effectiveness evaluation process. The current Letters of Appointment are
available on the Severn Trent Plc website.

From 1 July 2023, Non-Executive Director fees will be increased by 3.0% from £60,440 to £62,300, and the Chair's fee will be increased by 3.0% from
£314,000 to £323,500. Although negotiations with our Trade Unions for the wider workforce pay increase are ongoing at the time of publication, these rises
are less than half of the current offer that has been tabled. The current fee levels, and those for the future financial year, are set outin the table below.

Dperation Fees 2022/23 Fees 2023/24 Increase %
Chair’s fee £314,000 £323,500 30%
Fee paid to all Non-Executive Directors £60,460 £62.300 3.0%
Supplementary fees:

- Senior Independent Director £15.350 £15.815 3.0%
- Audit and Risk Committee Chair £17.3%0 £17.920 3.0%
- Corporate Sustainability Committee Chair £15,350 £15.815 3.0%
- Remuneration Committee Chair £17,390 £17.920 3.0%
- Treasury Committee Chair £14,370 £16,865 3.0%

CFO Leaver treatment

James Bowling will be retiring from the Company in December 2023, and his remuneration arrangernents will be treated in line with the
shareholder approved Policy. He will not receive any compensation for Loss of office, but as a retiree he will be treated as a good leaver in relation
to his outstanding incentive awards. His bonus far 2023/24 will be pro-rated and paid in cash and he will retain original vesting dates for ABS
deferred awards. He will not be awarded an LTIP in 2023, and his in-flight LTIP awards witl vest in iine with the normal timeline, pro-rated to his
termination date and maintaining the two-year holding peried. His two-year Post Empleyment Shareholding Requirement [[PESR’] period wilt
commence in July 2023, once he steps down from the Severn Trent Plc Board.
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COMPANY REMUNERATION
AT SEVERN TRENT

This section sets out the steps we take

to make sure that our pay and reward
framework is transparent and fair,

beyond Executives and senior management,
in a way that is meaningful and useful.

The table to the right sets out details of how the cascade of the
reward frarmework applies across different levels within the
organisation combined with a summary of the information which the
Committee has received as part of its annual review process.

Pay and alignment across the business

Atongside our thriving culture and inclusive working environment,
our reward framework is designed to attract, motivate and retain
people who are inspired by Severn Trent's Purpase, and who live our
Values every day.

Our reward package recagnises the great performance of our
ernployees, as we deliver pur essential service to customers across
the region, and is designed to reward all celleagues fairly througheut
the organisation. The terms and conditions frerm which our
employees benefit evolve in line with external practice and new
initiatives from within Severn Trent. We pride ourselves on keeping
pace with the focus on the future of work, taleni management and
acquisition, to motivate, develop and retain a positive working
environment and culture.

This section of the report covers:

Pay and alignment across the business

Pay comparisons:

- CEOnpayratios; and
- Gender and ethnicity and pay gap reporting
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Number of
employees
Eligikility covered Remuneration element
Atl employees £
Salary
+
Benefits
+
Pension
7,939
{as at
31 March o~
2023)
Annual bonus
Sharesave
Management ”
and senior
management
LTIP
A proportion of this
421 population participate
in the LTIP by apnual
invitation
Ez(ecutl've Sharehelding requirement
Directors as a % ofsalary
and Executive CEDQ - 300%
Committee CFO - 200%
Executive Committee —
100%
Our supply
chain




Details

Committee focus areas

GOVERNANCE REPORT

Implementation at Severn Trent

Salaries are set te reflect the market vaiue of the role,
and ta aid recruitment and retention. Employees who are
not on a training rate of pay lsuch as apprentices] receive
at least the valuntary real Living Wage. We also monitor
closely the rates of pay ot people who are training with
us to make sure they remain fair and competitive.

Date of annual increase across —

all employee groups.
Wider workforce increases
versus the senior Executive
population.

Differences across
employee groups.

The average annual salary increase acreoss the workforce
in 2022423 was 2.3%.

Annual pay reviews are etfective in July for all

employee groups.

The Company has real Living Wage employer
accreditation and reviews salaries in this context.
Enhanced visibility on salary ranges within the
organisation to enable fairness and transparency.

All employees are eligible to participate in cur flexible
benefits scheme which we believe is one of the best in
the industry and is designed to support physical, mental
and financiat wellbeing.

Types of benefits.
Eligibility across levels.

A consistent approach is applied across the business
for benefits,

We offer a market-ieading defined contribution pension
scherme and doubte any contributicns that employees
make (up to a maximum of 15% of salary}.

When colleagues get closer to retirement, we provide
education and support te help plan for the next stage of
their lives,

We are proud that 99% of our employres are membe s of
the pension scheme and of those, 60% pay cantributions
abave the minimum of 3%.

Empioyer pension
contributions across the
workforce.

- Comparisons of wider

workforce pensian to
Executive pensions.

The majority of employees are eligible to participate
inthe Severn Trent Group Personal Pansion.

Employer pension contributions for Executive Directars
are aligned with the maximum 15% contribution available
ta members of the Severn Trent Graup Personal Penston
[the majority of the workforce].

All of our people share in our success by participating
in our all-employee bonus plan, ensuring all employees
are aligned with the same measures and rewarded for
achieving our key objectives.

Bonus design across
different populations.
Details of performance
measures and targets,
Qutturn during the year.

A consistent design is cperated throughout the business.
At all levels performance cutcomes are measured against
the same metrics (see page 143).

An individual perfermance multiplierisin place

across management grades informed by our

Inspiring Great Performance [{GP’) outcomes.

Qur frontline colleagues and team managers benefit from
an ali-company fixed banus payment.

Bonus opportunities vary by grade.

We zlso operate some sub-schemes in Business
Services, to reflect specific business needs.

Matus and clawback provisions are in place,

Offering the opportunity to participate in our Sharesave
Scherne encourages employee engagement and
reinforces cur strong perfoermance cuiture, enabling all
colleagues to share in the long-term success of the
Cempany whilst also aligning participants with
sharehelder interests.

Our Sharesave Scheme gives employees an opportunity
to save from £5to £500 per month over three or five
years, with the option to buy Severn Trent Ple shares ata
discounted rate at the end of the period.

Participation rates.

All Severn Trent Plc employees can participate
inthe 5ave AsYau Earn scheme - Sharesave.
There is a significant take-up of this benefit with
73.4% of employees actively participating.

Ihe LTIP reinforces delivery of long-term creation of
value and sector outperformance and progress towards
our net zero ambitions. The retention of shares by
Executive Directars for the longer-term also supports a
sharcd ownership culture inthe Group.

Etigihitity.

Cost.

Dilution.

Details of performance
measures and targets.

Eligibulity is reviewed annually.

The LTIP is available to Executive Directors, the Executive
Committee and some members of senior management,
The performance period is three years, with 80% based
on RoRE performance and 20% on sustainability
measures, The Executive Directers are subjectto an
additional two-year post-vesting holding peried for
awards granted from 2018 onwards.

LTIP opportunities vary by role frem 25% of salary

to 200% of salary.

Executive Directors have a UQ stretch performance target.
Malus and clawback provisions are in place.

Supports alignment of Executives’ interests
with shareholders,

Eligibility.
Reguirements versus
actual sharehotdings.

Shareholding requirements are in place for the Executive
Directors and Executive Cormnmittee.

A post-empleyment sharehelding requirement

was introduced for Executive Directors as part

of the 2021 Policy.

All cotleagues across Severn Trent are paid in line with
the real Living Wage, for which we hold accreditation.

We expect this of all new contracts within our supply
chain and detail this within aur Sustainable Supply Chain
Charter.
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COMPANY REMUNERATION AT SEVERN TRENT CONTINUED

The relationship between the remuneration of the CEG and alt employees
The Company’s approach to remuneration is consistent for ail employees, as outlined on pages 152 and 153 and in our 2021 Policy, which can be
found on the Severn Trent Plc website.

The table below shows how the CED's total single figure of remuneration compares with the equivalent figures for employees occupying the 25th,
50th and 75th parcentites.

We have chosen Option A under the Regutations far the calculation, which takes into consideration the full-time equivalent basis of all employees
and provides a representative result of employee pay conditions across the Company.

Total pay and benefits for ali have been calcuiated as at 37 March 2023, in accordance with the single figure methodology, and are based on
full-time equivalent pay and benefits. We have not omitted any pay elements from the calculation. The median CEO ratio is consistent with the pay
and progression policies for the Company’'s UK employees as a whole.

CEQ pay ratio

CED 2020 2021 2022 2023
Total singte figure (£'000}* 27651 30840 39484  3,2093
Annual bonus payment level achieved [% of maximum opportunity) 74.0% 63.8% 81.0% 38.5%
LTIP vesting level achieved (% of maxirmurn opportunityj* 100% 100% 100% 75%
Ratio of CEQ's single total remuneration figure shown:

- To employee at the 25th percentile 84.5 928 1160 93.7
—~ To employee at the 50th percentile £5.7 72.3 208 73.1
- To employee at the 75th percentile 53.9 598 753 60.7
Ratic of CEQ's single total remunaration figure shown to the meadian Executive Committes membear: 4.2

(1 Figures for 2322 have been restated to refllect the updated 2069 LTIP values based on the share price at the date of vesting and inetude dividend equivalentsin respect of vested shares

(i} Thevalue of the U elermnent of the 2019 LTIP award for Z021/22 could hetbe measured unti July 2022, and is therefore included in the total remuneration vatue for 2023. The value of the
2020 LVIP award for 2022/23is based anthe Committee's assessment of the standard elerment of the total potential LTIP vesting, as this measyres the Company’s performance aganst the
RoRE sat by its FD, plus the UQ element of the 2019 LTIP. The UQ elament of the 2020 LTIP cannot be measured until the end of July 2023, such vesting, if any, will therefara be disclosed in
the 2023/24 Directors’ Remuneration Report,

i) The 2023 total rernuneration figure includes £559 8k in respect of UQ parformance for the 2019 LTIP, which is published one year in arrears as explained on page 147 and relates therefore
tothe 2022 remuneration figure.

The median CEQ pay ratio has decreased from 90.8 to 73.1 year-on- year, mainly due to the lower bonus award in 2022/23, as well as a higher
share price appreciation impactin 2021/22. Mare detail on the single figure amount is included an page 160,

The Committee is satishied that the individuals identified within each relevant percentile appropriately reflect the employee pay profiles at those
quartiles and that the overall picture presented by the ratios is consistent with our pay, reward and progression policies. Over the long term, it is
reasonable to expect there to be a degree of volatility year-on-year in the CEQ pay ratio given that the CEO's single figure is made up of a higher
proporiion of performance-related pay than that of our employees, in line with the expectations of aur shareholders and the Company's
remuneration approach. This introduces a higher degree of variability each year which affects the ratio. It should be noted that all employees in
the Company who meet the service requirement are eligible to receive a bonus based on the same broad Company performance conditions. This
ensures all employees share in the success of the Company.

The key factors to note for this year's CEO pay ratio are as follows:
~ For 2022/23, the single figure includes the standard element of the 2020 LTIP award plus the UQ element of the 2019 LTIP award.

- Long-term incentives are provided in shares, and therefore any increase in share price over the three years, as has been observed when
previous LTIP awards have vested, can magnify the impact of a long-term incentive award vesting in a year.

- None of the lower guartile, median or upper quartile employees identified this year are participants in the LTIP. if the value of the LTIP is
exctuded from the CEO total rermuneration pay ratio calculation, the ratios would be as follows:

- To employee at the 25th percentile: 36.9
- To employee at the 50th percentile: 28.8
- To employee at the 75th percentile: 23.9

The table sets out the base salary and total pay benefits details for the CEQ and employees at the 25th, 50th and 75th percentiles.
CEO

2023
Base salary [£'000) 7.9
Total pay and benefits [£'000] 3,209.3
Employees
Base salary (£'000]
- Employee at the 25th percentile 248
- Employee at the S0th percentile 323
- Employee at the 75th percentile 46.8
Total pay and benefits [£'000)
~ Employee at the 25th percentile 34.2
- Employee at the 50th percentile 43.9
~ Employee at the 75th percentile 52.9

The CEQ pay ratio is just one of many factars that we take into considerationin ensuring a just and fair reward framework for all our colleagues.
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GOVERNANCE REPORT

Percentage change in the remuneration of the Executive Directors and Non-Executive Directors

The Nammittee looks t6 ensurce that the approach Lo [air pay is implemented in practice throughout the Group. and monitors year-on-year changes
between the mavement in salary, benelits and annual bonus for the CED between the current and previous financial year compared with that of the
average employee.

The Committee has elected to use the average earnings per employee as this aveids the distortions that can occur to the Group's total wage bill as
a resutt of the movements in the number of employees.

The Committee monitors this information carefully to ensure that there is consistency in the fixed pay of the Executive Directors and Non-
Executive Directors compared with the wider workfarce Alseo, this infermatien demonstrates the Company’'s approach to having an all-employee
bonus throughout the organisation with employees and the CEO benefiting when the Company does well.

% change on last year for % change on last year for % change on last year for % change onlast year for
201%/20 2020/21 2021/22 2022/23
Satary/ Salary/ Salary/ Salary/

Fees Benefits Bonus Fees Benefits Bonus Fees Benefits Bonus Fees! Benetits>  Bonus™
Executive Directors
Liv Garfield
11 April 2014 - present 2.4% 0.6% 295% 23% (1.21% (11.8)% 23% [(3.1)% 30.0% 2.3% 53% {51.3]%
James Bowling
1 April 2015 - present 2.4% 00% 295% 2.3% 0.0% [11.81% 2.3% 0.0% 30.0% 23% 34%  I51.41%
Non-Executive Directors!
Christine Hodgson™
1 January 2020 - present N/A N/A N/A  431.4% N/A N/A 1.7% N/A N/A 2.3% N/A N/A
Kevin Beeston
1 June 2014 - present 2.2% N/A N/A 1.5% N/A N/A 6.8% N/A N/A 49% N/A N/A
John Coghlan
23 May 2014 - present 13.3% N/A N/A 1.0% N/A N/A 3.5% N/A N/A [3.51% N/A N/A
Tom Delay
1 January 2022 - present N/A N/A N/A N/A N/A N/A N/A N/A N/A 19.3% N/A N/A
Sarah Legg
1 November 2022 - present N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Sharmila Nebhrajani
1 May 2020 - present N/A N/A N/A N/A N/A N/A 8.7% N/A N/A 8.3% N/A N/A
Gillian Sheldon
1 November 2021 - present N/A N/A N/A N/A N/A N/A N/A N/A N/A 12.6% N/A N/A

Former Directors

Dominique Reiniche
Resigned effective 8 July 2021 2.4% N/A N/A 1.7% N/A N/A 1.5% N/A N/A N/A N/A N/A

Philip Remnant
Resigned effective

1 November 2021 1.9% N/A N/A 1.4% N/A N/A 3.6% N/A N/A 2.6% N/A N/A
Angela Strank

Resigned effective

31 March 2022 2.0% N/A N/A 1.4% N/A N/A 3.7% N/A N/A N/A N/A N/A
Colleagues

Average per employee'™! 37% [550% 21.8% 22% (711% 13.7)% 21%  03%  9.9% 3.4% 2.8% [41.8)%

lil The salary hgures shown are based on full-time equivalent comparisons.

(il The henefits figures include green travel allowance and fammly level private medicalinsurance for senior and middle managers.
lii) The figures shown are reflective of any banus earned during the respective financial year. Bonuses are paid in the following June.
{iv) Non-Executive Directars receive fees only and do not recerve any additionat benefits ar bonus payments.

[v] 2020721 refiects a change in rate from Non-Executive Director to Chair of the Board on 1 April 2020.

tvi} The average annual pay increase for the wider workforce during the year was 2.3%.

Please see page 144 of last year's Directors’ Remuneration Report for historic details of events that impact the changes in remuneration, such as
reie changes, joiners and leavers.
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COMPANY REMUNERATION AT SEVERN TRENT CONTINUED

GENDER AND ETHNICITY PAY GAP REPORTING

After five years of publishing our gender pay gap data, we are delighted to have published
our first combined gender and ethnicity pay gap report.

Gender pay gap

Gender pay gap reporting legislation came into force in April 2017
and requires all UK employers with 250 or more emplayees to
publish annual information illustrating pay differences between male
and female employees. We reported aur gender pay gap in Navember
2022 in line with statutery requirements.

The data was based on figures from 5 April 2022 and showed a
median gap of 9.4% [last year: 9.1%) and a mean gap of 2.9% [last
year: 3.8%]. Whilst the hourly rates for both male and female
employees have increased, this year there has been a slight increase
in the median gender pay gap due to a number of small fluctuations in
the overall population. At the same time, there has heen a decrease
in the mean gender pay gap, mainly due to small changes within our
executive population. These changes have a larger effect on the
mean bonus gap, and sao this, along with the effect of the UQ element
of the LTIP, has increased the mean bonus gap even further in favour
of fernales at -77%. Our mean gender benus gap is as a result of the
high percentage of women in our Executive and senior management
population.

Gender paygap %

The difference in hourly pay between male and female
employees in 2022 is:

MEDIAN MEAN

9.4% 2.9%

The difference in annual bonus pay between male and female
employees in 2022 is:

MEDIAN

0%

MEAN

-77%
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Ethnicity pay gap

In our first year of publishing our ethnicity pay gap infermation, the
median gap is 4.1% and the mean gap is 5.7%. Around 94% of our
employees have shared their ethnicity information and we continue
ta actively encourage all employees to share their data. Of those who
have declared themselves as being from an ethnic minority
background, around two-thirds are Asian/Asian British.

The difference in hourly pay between white and ethnic-minority
emgloyees in 2022 is:

MEDIAN MEAN

4 1% 5.7%

The difference in annual bonus pay between white and ethnic-
minority employees in 2022)s:

MEDIAN

-1.4%

MEAN

50.4%

The full gender and ethnicity pay gap report
can be found online at severntrent.com,
detailing the methadology and definitions,
including case studies showcasing how

our advisory groups are fostering a working
environment where colleagues trust and
know that opportupities are available to all,
regardiess of an individual's gender,
sthnicity or background,



GOVERNANCE REPORT

COST OF LIVING

As a company, we are acutely aware of the pressures that the cost of living crisis is causing to our customers. But we are also aware that
those same chatlenges face cur colleagues and the communities around them. That is why we regutlariy remind atl of cur colleagues of the
free benefits that are available to all employees:

Financial
support

Offer

- Access to a range of financial wellbeing tools, calculators and -
advice.

- Helping empleoyees find long-term and emergency care solutions -
for elderly loved anes through our Seniorcare benefit

- Discounts en nursery fees with one of the UK's largest nursery -
companies.

- Providing Severn Trent scheme members with tailared financial
advice at retirement.

- Our daily savings website offers a wide range of discounts on food
shopping, technology and entertainment at well-known retailers.

Impact

16 colleagues saved up to £1,000 per year on
their nursery fees.

34 colleagues have engaged with the
Seniarcare service to support elderly relatives.
Employees have saved £75,000 using our
discount offers.

Caring about
health and
wellbeing

- We offer a great Employee Assistance Pragramme available 24/7, -
345 days a year.

- Our Elective Treatment Fund pays for 50% of the treatment costs
for certain pre-existing cenditions where the length of wait for
NHS treatment had been negatively impacted by the COVID-19
pandemic.

- We offer a free physiotherapy service of between four and eight
sessions, to all colleagues. -

- Cur wellbeing app brings a whole load of heatth and wellbeing
benefits, deals and rewards, including unlimited 24/7 access to a -
GP for colleagues and their families.

- We have trained neariy 3,000 of our employees in some form of
Mental Health First Aid.

Nearly 400 active Mental Health First Aiders
and Champicens, who wear a yellow lanyard to
be easily identifiable, able to provide in-the-
moment support.

488 physiotherapy referrats.

50 enquiries to the Elective Treatment Fund,
resulting in 28 applications.

544 employees contacted the Employee
Assistance Programme.

211 uses of our virtual GP service.

36% of our current workforce have received
mental health training.

Focus on
skills

~ Our Societal Strategy aims to help change the lives of 100,000 -
people, by offering work experience placements, free skills and
emnployability training in communities, and ‘pop-up’ academies
reaching thousands of individuals. -

- Every employee can spend two days per year volunteering and
learning new skills in the community.

- We offer a huge range of technical training, such as water and
waste treatment apprenticeships available for employees atany
age, not just those who are fresh out of full-time education,

- We have a huge library of digital resources, called LearnAnytime,
with a catalogue of over 500 eBooks, videos, articles and podcasts.

- Introduction of the Future Leaders Programme.

- We offer one-to-gne interview preparation sessions.

- A new managers induction programme, aiming to help new
managers navigate their way in their rote.

38% of peaple taking the Future Leaders
Programme in the last year have since

been promoted.

Qver 1,100 internal promotions this year.

We have delivered over 71,000 hours against
our 100,000 free employability training hours
target.

A focus on environmental performance

In April 2023, the Committee approved a change {o the
bonus design for 2023/24, to make the link between
environmental performance and remuneration

even stronger.

- We have increased the weighting of the River Health
element from 8% to 12%.

- We have introduced a new measure relating to our EPA
rating, which will have a weighting of 5% of the bonus.
This measure will only pay cut if we achieve the highest

EPA 4* rating.

- The weighting of environmental ORls will increase from
12% to 13% of the bonus.

- The weighting of the Group PBIT element of the budget
will be reduced from 49% to 40%.

In total the envirenmental performance element of
the budget for 2023/24 is worth 30%.

SEVERN TRENTPLC ANNUAL REPORT AND ACCOUNTS 2023

187



COMMITTEE GOVERNANCE

The Committee’s process

Each year, the Cammittee is presented with interim and annual updates that set out developments in Severn Trent's wider workfarce pay pelicies
and practices, The provision of these reports meets the requirements of the 2018 Code. The Committee continues to be engaged on the
mechanisms for how the reward framework is applied acrass different levels within the arganisation, which in turn has been shared with

shareholders in this report.

How does the Committee set performance targets?
The Committee has a well-established process for setting stretching targets to ensure that incentives drive our strategic outcomes and

deliver value for our stakenholders.

1. Review and approve targets
Managermnent proposes targeis for the
bonus and the LTIP, taking into
consideration the AMP7 Business Plan,
long-term strategy lincluding our
sustainability framework], the Board-
approved budget, historical performance,
consensus forecasts, stakeholder
expectations and wider market/economic
conditions. The Committee reviews the
proposed targets (including the underlying
assumptions] to ensure they are suitably
stretching but also realistic, Following this
review, the Committee approves the
targets.

2. Assess performance

At the end of the performance period [one
year for the bonus and three years for the
LTiP], the formutaic outcomes of each
performance measure are assessed ona
standalone basis, including those that are
independently verified by our external
regulator, Ofwat. As stated on page 146,
the UQ element for LTIP awards can only
be measured once data for all WaSCs is
available. A specific Committee meeting is
scheduled for this purpose.

What the Committee has looked at in the past 12 menths
The Committee carries out an annual review of remuneration elements, policies and processes. This process was introduced in 2019 for the
Committee to expand its responsibility to oversee and review wider workiorce pay and policies, and to ensure they are designed to support the

Company's desired culture and Values.

3. Determining final cutcomes

The Committee assesses whether
formulaic outcomes are fair in the context
of everall business perfarmance and
service delivery for customers and the
environment. The Committee has a well-
established process to review formulaic
outcomes and, as part of this process,
independent external advice is sought
whereby the Committee looks at
‘nerformance in the round.” The
Cammittee has the ability to exercise
discretion to adjust formutaic incentive
outcomes.

The Committee believes that the context and knowledge shared is a useful underpin to ensure that our future decision making around Executive
and senior management pay supports fair and equal remuneratian throughout the entire workforce.

Implementation at Severn Trent

Activity Focus Areas

Purpose and Reflection on wider

Values workfarce policies and
practices

Engagement Sharing our guiding

remuneration principles with

the Company Forum

We are a real Living Wage employer, which means we are committed to paying all of our direct
employees and our supply chain a wage based an the cost of tiving today. In 2022/23, we implemented
the increase early with effect from 1 Qctober 2022, resulting in an uplittin salary for a number of our
colleagues.

We launrhed two new employee benefits that help our colleagues care for their families, and assist with
the cost of living: Senforcare, and a discount with one of the UK's largest nursery companies.

This year we have continued to expand and develop our Academy, offering courses covering
professional, technical and personal development

We have introduced new suppaortive guides and training aiming to help both employees and managers to
talk about difficult topics. such as bereavement.

In December 2022, Chnistine Hodgson and Sharmila Nebhrajan attended the Company Forum, with
Grlian Sheldon also attending v March 2023

Topics discussed included the 2022 Gender and Ethnicity Pay Gap Report, Executive remuneration, our
Societal Strategy, and employee angagement

Focus on ESG
measures

Bringing to life how

sustainability is embedded in
our remuneration framework

Review of carban reduction measures in LTIP, with input from the Corporate Sustainabiiity Committee.
Review of River Health measures in the honus

Review of environmental measures within the bonus structure, with the introduction of the EPA rating
measure.
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What the Committee will look at in 2023/24

GOVERNANCE REPORT

REMUNERATION
POLICY REVIEW

Woark on the Remuneration Policy review
will commence later in 2023 and will
incorporate any changes arising as part of
the Price Review. We will maintain an
ongoing and transparent dialogue with
our major sharehalders and actively

FAIR AND
TRANSPARENT
PAY

We will continue to moniter and evaluate
developments in our pay framewark and
review Executive pay with respect to the
wider workforce. We will continue to
clarify the contribution of unigue role
types to ensure an equal and fair reward
package that is representative of roles

COST OF LIVING

As the external economic environment is
expected to be challenging for some time,
we witl continue to review the suppert we
provide to employees across all three
pillars of wellbeing - physical, mental and
financial.

engage with each ef them individually.

with similar skill types.

|

Governance matters

The Committee’s performance was assessed as part of the annual
Board Effectiveness evaluation. t am pleased to report that the
Committee is regarded as operating effectively and that the Board
takes assurance from the quality of the Committee’s work.

2022 AGM shareholder veting outturn

Resolution Votesfor  Votes against Votes withheld
Approve Directors’ 179,181,598 9.316,047 7,605,276
Remuneration Report 95.04% 4.94%

2021 AGM shareholder voting outturn

Cur current Remuneration Palicy received overwhealming shareholder
suppart at the 2021 AGM held on 8 July 2021, with 99.66% approval. The
fuil 2021 Policy can be found on the Severn Trent Pic wehsite and on
pages 145 to 153 of the 2021 Directors’ Remuneration Report.

Resolution VYotes for Votes against Votes withheld
Approve Directors’ 191,642,002 662,228 625,355
Remuneration Policy 99.66% 0.34%

Committee advisers

To ensure that the Company's remuneration practices are in line with
best practice, the Committee has appointed indepengent external
remuneration advisers, PwC. This appointment in 2017 followed a
formal selection process. PwC attends meetings of the Committee.

PwC 7s one of the founding members of the Remuneration Consultants
Group Code of Conduct and adheres to this Code in its dealings with the
Committee. The Committee reviews the appointment of its advisers
annually and is satisfied that the advice it receives is objective and
independent. Fees, on a time-spent basis, for the advice provided by
PwC to the Committee during the year were £92,985 excluding VAT
(2021/22: £75,250). Separate teams within PwC also provided unrelated
tax consulting, pensions, and other assurance and advisory services
during the year. There are no connections between PwC and individual
Directars to be disclosed.

The CEQ, CFO, Director of Human Resources and the Head of Reward
and HR Operations also attend meetings, by invitation, to provide advice
and respend to specific guestions. Such attendances specifically
excluded any matter concerning their own remuneration. The Group
Company Secretary acts as secretary to the Committee.
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ANNUAL REPORT ON REMUNERATION

The Annual Report on Remuneration and the
Annual Statement will be put to an advisory
shareholder vote at the AGM on 4 July 2023.
The information on pages 160 to 143

is audited.

Total single figure of remuneration (audited)

The tables below and on the next page set out the total single figure of
remunearation received by the Executive Directors for 2022/23 {or for
performance periods ending in 2022/23 in respect of long-term
incentives) and 2021/22 for comparisen, and total fees received by
Non-Executive Directors for 2022/23 and 2021/22, for comparison.

Where necessary, further explanations of the values provided are
included below. The tables and the explanatory notes have been
audited.

Fixed pay LTI Yariahle

Financial ahd benefits Annual standard LTIPUQ remuneration Total
Executive year ended Salary Benefits Pension Other sub-total bonus element element LTIP total sub-total remuneration
Directars 21 March {craoapr £ apoi™ eqaa™ terogam {£'000! {£'000)™ {E'000] {E°000) (£ Qoo™ 1eqon) {e’pagp
Liv 2022/23 771.9 18.1 115.8 0.0 905.8 358.8 1,384.9 559.8 1,964.7 2,303.5 3,209.3
Garfield 2021/22 754.5 17.2 138.1 00  909.8 7376 146793 6217 23010 30386 39484
James 2022/23 465.2 17.6 £9.8 0.0 552.5 216.2 556.4 337.0 893.6 1,109.8 1,662.3
Bowling 2021/22 4547 17.0 83.2 4.5 559.4 L4445 67469 361.5 1,036.3 1,480.8 2,040.2

(i} Salaries are shown bafore the deductions of benefits purchased through the Company’s
salary sacrifice scheme, such as pension contributions.

Benefnsnclude a green travel gllowance of £15,000 p.a | family levet private medical
wsurance, life assurance worth six times salary and participation in an incapacity
bencfite scheme. This alsoincludes a benefit-in-kind relating to electric vehicles, which
increased fram 1% in 2021/22 to 2% 0 2022/23.

The Executive Direclors’ pension provision was equal to 18.3% of salary in 2021/22. As of
VY April 2022 their maxunurm cantribution is aligned with the wider warklorce at 15%.
Neither Executive Director accruet benefits under any defined cantributian pension plans
during the year or has participated in a defined benefits scheme while an Executive
Director.

This figure relates ta the difference between the market price and the discounted option
price relating to an SAYE aption granted during the financral year

[n)

Giiil

liv}

Total Non-Executive Directors’ fees (audited]

(v} The annual bonys is paid 90% in cash and 50% in shares, with the portion deferred inta
shares subject to continued employment far three years but with no further pertormance
condihons attached See page 146 for further details of the annual bonus gutturn for
2022/23.
For 2027/23 the value of the LTIP is based on the outcame of the standard clement of the
total potential 2020 LTIP vesting, plus the UQ element of the 2019 LTIP. For 2021/22 the
value of the LTIPis based on the standard etement of the total 2019 LTIP vesting, plus the
U element of the 2018 LTIP. The prier year LTIP iigure has been restated using the share
price at the date of vesting and includes dwidend equivalents in respect of vested shares.,
{vnl The 2022/23 total remuneration figures include £559.B% for the CED and £336 9k for
the CFDn respect of UG performance for the 2019 LTIP, whichis published ane year
inarrears as cxplained on page 144 and relates therefore to the 2021/22 remuneration figure.

[wif

Relative importance of spend on pay
The table below shows the expenditure of the Company on staff costs

2021/22 2022723 against dividends paid to shareholders for both the current and prior
[£'000) (£'000)  financial periods and the percentage change between the two periods.
Fees Fees
Christine Hodgson Relative importance 2021/22 2022/23
1 January 2020 - present 305.2 d12.2 of the spend on pay £m €m  %change
Kevin Beeston Staff costs 36465 382.3 4.3%
1.June 2016 - present 720 755 Dividends 7545 261.3 2. 7%
John Coghlan"
‘7_3 MZV 120”‘ ~present 1008 973 Annual bonus outturn for 2022/23 (audited]
am Uelay Our all-employee Annual Bonus Scheme ensures that all of our prople,
1 January 2022 - present 148 6 from Execuptivz Directors to our frontline employees, are aLignedpwitph
Sarah Legg the same measures and rewarded appropriately for achieving key
1 Novemnber 2022 - present 0.0 252 objectives. Full detail on the Company’s performance during the
Sharmila Nebhrajani financial year can be found in the Strategic Report.
! -M‘ay 2020 - present 624 674 The performance outcomes in respect of financial performance
Gillian Sheldon conditions, and the overall bonus awarded to each Executive Director
1 Novermber 2021 - present 266 447 and our frontline employees, is set out in the Remuneration for the
Former Directors Year in Review section on page 1446.
Dominigque Reiniche
Resigned effective 8 July 2021 15.8 0.0
Philip Remnant
Resigned effective 30 November 2022 75.0 515
Angela Strank
Resigned eftective 31 March 2022 73.0 0.0

0 inclusive of a fee of £10,4701n relation to his Hafren Dytrdwy Cyfyngedig Chaw

responsibilities in 2022/23 and £10.2301n 2021/22
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Remuneration of the CEO
The total remuneration for the CEQ over the last ten financial years is shown in the table below. The annual bonus payout and LTIP vesting levet as
a percentage of the maximum oppartunity 1s atso shown.

Year ended 31 March 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Liv Liv Liv Liv Liv Liv Liv Liv Liv
CEO Tony Wray Garfield Garfield Garfield Garfield Gartield Garfield Garfield Garfield Garfield
Total remuneration [£'000}Y 1.818.4 2197.% 24934 2,424.0 21935 2,478.8 2.765.1 3,084.0 3.948.4 3,209.3
Annual bonus (% of maximum] 78 7% 52.0% 88.2% 75.8% 60.4% 58.5% 74.0% 63.8% 81.0% 38.5%
LTIP vesting (% of maximum] 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% T0U.U%"  100.0%™  75.0%"™
SMP vesting [% of maximum) 64.3% N/A N/A N/A N/A N/A N/A N/A N/A N/A

bill The value of the 2020 LTIR award for 2022/23 is based an the Committee’s assessment of
the vesting of the standard element of the LTIP. The UG element cannct be measurec until
the end of July 2023; such vesting, if any, will farm part of the tatal remuneration value for
2023/24.

i} 2018 enwards includes any SAYE grants made during the year a5 well as dividend
equivalents inrespect of vested LTIP shares.

i Thewvesting of the 2019 LTIP award was reportedin the 2021/22 Directors” Remuneration
Report as 75% af maximum In light of UQ performance being achieved, the UQ element of
the 2019 LTIP award has since vested in full Ta reflect this, the LTIP vesting percentage
for 2022 has been restated. The additional LTIP value arising fram the full vesting of the
UG element [£559.8k) 15 included in the total remuneration value for 2022/23.

CEO remuneration vs returns to shareholders

The graph below shows the value at 31 March 2023 of £100 invested in Severn Trent Plc on 1 April 2013 compared with the value of
£100invested in the FTSE100. The FTSE100 was chosen as the comparator index because the Company is a constituent of that index. The
intermediate points show the value of the intervening financial year ends.

Total shareholder return and total remuneration

Benefits for 2022/23 (audited]

The value of benefits is based on the cost to the Company and there is no pre-determined maximum limit. The range and value of the benefits
offered are reviewed periodically. In line with the Policy cutlined on page 15, we show below the benefits received by the individual Executive
Directers in the year, and their typical annual value where possible.

Benefits for 2022/23 {sudited|

Typical annual value 2021/22

Typical annual value 2022/23

Percentage increase/(decreasel

Green travel allowance £15,000 £15.000 0%
Private medical insurance £1,493 £1.563 4. 7%
Lite assurance Up to 6x salary Up to éx salary 0%
Personal accident cover As per the Group-wide policy As per the Group-wide Palicy 0%
Biennial health screening £671 per health screen £671 per health screen 0%
Incapacity benefits Worth 75% of salary for a period of  Worth 75% of salary for a period of 0%
five years [subject to qualifying five years [subject to qualifying
criterial criteria)
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LTIP awards vesting in relation to performance in 2022/23 (audited)

Under the 2018 Policy, which received very strong shareholder support, we implemented a UQ comparison against other WaSCs under the RoRE
perfoermance measure for all future LTIP awards made to the Executive Directors. This ensures full vesting is only achieved for LQ comparative
performance and it aligns with the Campany’s aspirations to be an upper quartile performer.

The nytcome of the 2020 LTIP is based on perfarmance over the three-year period from 1 April 2028 to 31 March 2023. This is the third LTIP award
vesting that includes a stretch measure relative to the UQ performance of the other WaSCs. The value set out below is based on achievement of
ihe standard element against the total potential LTIP vesting, as this rmeasures the Company’s performance against the RoRE set byits FD.
Achievement under the standard element was 1.95x and this was measured against the target that we set of 1.39x the base RoRE return. This
results in a vesting equivalent to 150% of salary for the CEC and 100% of salary for the CFO. Full detaits are set out in the table below.

Standard proportion of 2020 award {up to 1.39x FD)

Standard value Value Value of Vatue of

Total Value of element of attributable of LTIP dividend standard

number award at End of award Number of to share price shares equivalents elementof LTIP

of shares grant performance vesting shares movement vesting™ due™ [single figure]

granted (E£'000) period (% max) vesting Vesting date (€£'000) {£7000) (€°000} (£7000)

CED 60,483 1,450.0 31/03/2023 75.0% 45362  24/07/2023 180.8 1,268.3 116.6 1.384.%9
CFO 27,336 655.3  31/03/2023 46.7% 18,233 24/07/2023 72.7 5078 446 8 554.4

(il Basedonthe average share price over the final three months of the performance peried of £27.96 as the awards wilt not be released until after the end of the closed peried.

hil Based en dividends paid in the periad since the date of grant to 31 March 2023.

The vesting of the standard element of the 2019 LTIP award was reported in the 2021/22 Directors’ Rernuneration Report, The below reflects the vesting of the
UQ etement of the 2019 LTIP award [as a percentage of the maximum award}. The 2019 LTIP vested at 100% of maximum when these two elernents are cornbined.

UG element of 2019 award
Standard Value Value Value of Value of
Total Yalue of element of attributable of LTIP dividend standard
number award at Eng of award Number ot to share price shares equivalents elemeniofLTIP
of shares grant performance vesting shares movement vesting® duef® ({single figure]
granted {£'aeol periad (% max} vesting Vesting date €000 (£'000) {£'000) {£'000}
CEQ 69,411 14160 31/03/2022 25.0% 17.353 23/07/2022 147.0 501.0 58.8 559.8
CFO 31,3467 6399 31/03/2022 33.3% 10,445  23/07/2022 88.5 301.4 35.4 337.0

[l Based on the three day average share price to 23 July 2023 of £28.87.

() Based on dividends paid in the period since date of grant to 23 July 2023,

The UQ eterment of the 2020 LTIP award cannot be measured, and so the associated vesting will not be known, until the end of July 2023 when comparable
statistics for the other WaSCs are published and provided to Ofwat; such vesting, if any, will therefore be disclosed in the 2023/24 Directors’ Remuneration
Report. The LTIP value in the 2023/24 single figure table witl comprise the UQ element of the 2020 LTIP award [if any] plus the standard element of the 2021 LTIP
award. For full transparency, we set out below the maximum number of additional shares that could vest if UQ performance relative to other WaSCs is achieved.

2020 LTIP - UQ element

Maximum number Value based on share price atgrant Value attributahle to share price Value based on average share price of

of shares that of £23.97 movement £27.96

could vest {00071 (£'004) (€000}

CED 15,121 362.5 60.3 461.6
CFO 2,103 218.2 363 2779

2022 LTIP award {awards granted during the year)

Number of Fate value of End of 3-day average share
Basis of award shares Grant award a2t grant performance Vesting price used for grant
{% of base salary! granted! date (€'000] period date calculations
%
Leo 0 200% SN enerpnzg ——— EVSITE aieanaas pafa7/2025 £28.66
CFO 150% 23,934 £686.0"

il LTIP awards are condrtional share awards subject to perfermance conditions, as set out below
il The in-fught awards for the CFO will vestin ine with the normal timeline, pra-rated to his termination date and maintaining the two-year holding period.

Threshold FD UQ performance Sustainability
baseline 3.89% 1.39xFD5.41% relative to WaSCs performance measure Max outturn
2022 LTIP award {% satary) [% salary) 1% salary) {% salary) % salary)
Vesting for CEQ 30% 120% 160% 40% 200%
performance CFQ 20% 80% 120% 30% 150%

Deferred shares under the Annual Bonus Scheme {including awards granted during the year)
Dne half of the bonus earned in respect of performance during 2021/22 was deferred into shares, as detailed below:
3-day average

Face value of share price used
Basis of Number of Grant award at grant Vesting for arant
Award award shares granted" date (£'000) date calculations
CEO 2022 Annuat Bonus Deferred 12,734 368.8
CFO Scheme relating to 2021/22 bonus 7674 14/06/2022 2227 14/06/2025 £28.96

1} Annual bonus shares are deferred shares which are subject to continyed emplayment, but are not subject ta further perfarmance conditigns.
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Directors’ shareholdings and summary of outstanding share interests laudited)

Page 148 in the Remuneration far the Year in Review section summarises the shareholding reguirements under which Exacutive Directors
are expected to build and maintain a shareholding in the Company, and whether Executive Directors have met the shareholding requirements.
The shareholding requirements for the CEQ and CFO remained unchanged in 2022/23.

The Committee believes that it is an essential part of the Policy that Executive Directors become material shareholders, and this is evidenced by
the number of shares held by both Executive Directors. The retention and build-up of equity is important in a long-term business such as Severn
Trent as it encourages decisions ta be made on a leng-term, sustainable basis for the benefit of all stakehalders.

There has been na rhange in the Directors’ interestsin the v dinary share capital of the Curnipany between those set out below and 23 May 2023.

Shareholding % sharehelding
Beneficially LTIP Annualbeonus SAYE requirementasa Current shareholding requirement
Directyrs owned shares! shareshi! options % of salary asa % of salary achieved™
Liv Garfield
11 April 2014 - present 332,898 148,895 37,619 947 300% 1,309% L36%
James Bowling
1 April 2015 - present 122,579 746,338 22,670 780 200% B828% L14%

Nen-Executive Directors
Christine Hodgson

1 January 2020 - present 5.141 - - - - - -
Kevin Beeston

1June 2016 - present 4,834 - - = - - -
John Coghlan

23 May 2014 - present 2,670 - - " -z - =
Tom Delay

1 January 2022 - present 0 - - - - - =
Sarah Legg

1 Novemnber 2022 - present 750 - - - - - -
Sharmila Nebhrajani

1 May 2020 - present 231 - - - - - -
Gillian Sheldon

1 November 2021 - present 350 - - - - Z -

Former Diractors

Phitip Remnant

Resighed effective 30

November 2022 1,969 - - - - - -

(1) LTIP awards are conditional share awards subject to engoing perfermance conditions.

(0] Additional dividend equivalent shares may be released where provided in the rutes.

{inl Annual bonus shares are deferred shares which are nat subject to further performance conditions.

(iv) The share price usedto calcutate the percentage of the shareholding guideline achieved was £28.79 |as at 31 March 2023]. The guideline figures include unvestad annual bonus sharas [47%

deducted te cover statutory deductions]

Exterpal directorships

Liv Garfield was appointed a member of the Takeover Panel in Novernber 2017. She retains any fees in respect of her appeintment for the year
ended 31 March 2023. In December 2022, she also became a Nen-Executive Directar of Brookfielg Asset Management Limited and retains any
fees associated with this appointment.

Service contracts for Executive Directors
Copies of the service cantracts of the Executive Oirectors and the Letters of Appointment of the Non-Executive Directors are avaitable for
inspeciion at the Company’s registered office during normat business hours, and on the Severn Trent Plc website.

All Directors, with the exception of James Bowling, will retire at this year's AGM and submit themselves for appointment or reappointment by
shareholders at the AGM on 6 July 2023. Liv Garfield, James Bowling and Helen Miles have service contracts which provide for a notice period of
one year. Non-Executive Directors do not have service contracts, their Letters of Appointment can be found on the website.

Name Date of service contract Nature of contract Notice period Termination payments
Liv Garfield 10/04/2014
James Bowling 01/04/2015 Rolling 12 months
Helen Miles 01/04/2023

Payments for lass of office comprise a maximum
of 12 months” salary and benefits only

Sharmila Nebhrajani OBE
Chair of the Remuneration Committee

23 May 2023
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DIRECTORS’ REPORT

The Directors’ Report for the
year ended 31 March 2023
comprises pages 164 to 166

of this report, together with
the sections of the Annual
Report incorporated by
reference. The Governance
Report set out on pages 100

to 163 is incorporated by
reference into this report

and, accordingly, should he
read as part of this report.

As permitted by legislation,
some of the matters required
to be included in the Directors’
Report have instead been
included in the Strategic
Report an pages 1 to 99, as the
Board considers them to be of
strategic importance.

Specifically, these are:

- the Performance Review on pages 14 to 38,
which provides detailed information relating
to the Group, its business model and
strategy, operation of its businesses, future
developments and the results and financial
position for the year ended 31 March 2023;

b

future business developments [throughout
the Strategic Reportl;

1

details of the Group's policy on addressing
the Principal Risks and uncertainties facing
the Group, which are set out in the Strategic
Report on pages 73to 79;

- information on the Group’s greenhouse gas
['GHG'} emissions for the year ended
31 March 2023 on page 61;

haw we have engaged with our people and
stakeholders on pages 84 to 94;

- business relationships [throughout the
Strategic Report]; and

- the Section 172 Statement on pages 95 to 97.

Principal activity

The principal activity of the Group is to treat and
provide water and remove waste water in the
UK. Details of the principal joint venture,
associated and subsidiary undertakings of the
Group as at 31 March 2023 are shown in note 43
to the Group financial statements.

Areas of operation
During the course of 2022/23, the Group had
activities and operations in the UK.

Directors and their interests
Biographies of the Directors currently serving
on the Board are set out on pages 104 to 105,

As set out in the Notice of Meeting, all the
Directors, with the exception of James Bowling,
will retire at this year's AGM and subrnit
themselves for reappointment or, in the case of
Sarah Legg and Helen Miles, appointment, by
shareholders. All Directors seeking
reappointment were subject to a formal and
rigorous performance evaluation, further details
of which can be found on pages 118 to 120.

Details of Directars’ service contracts are set out
in the irectors’ Remuneration Report on page
163. The interests of the Directors in the shares of
the Company are also shown on page 163 of that
report. The Board has a decumented process in
placein respect of conflicts.

Disclosures required under Listing Rule 9.8.4R

The information required to be disclosed in accordance with Listing Rule 9.8 4R of the Financial Conduct Autherity's Listing Rules can be located in
the following pages of this Annual Report and Accounts:

Section

Insurance and indemnities

The Campany maintains Directors” and
Officers’ liability insurance in respect of legal
action that might be brought against its
Directors and Officers. As permitted by the
Company's Articles of Association [the
‘Articles’], and to the extent permitted by law,
the Company indemnifies each of its Directors
and other Officers of the Group against certain
liabilities that may be incurred as a result of
their positions with the Group. The indemnities
were in force throughout the tenure of each
Director during the last financial year and

are currently in force.

Severn Trent Ple does not have in place
any indemnities for the benefit of the
External Auditor.

Employees

The average number of employees within the
Group is shown in note § to the Group financial
statements.

Severn Trent Plc believes a diverse and
inclusive workforce is a key factor in being a
successful business. Through our diversity and
equal opportunities policy, the Company seeks
to ensure that every employee, without
exception, is treated equally and fairly and that
all employees are aware of their
responsibilities. This means more than
ensuring that we do not discriminate in any
way — we want to create and maintain an
inclusive culture which reflects a diverse
population. Savern Trent believes that noone
should be hurt or made unwell by what we do.
We did not experience any major safety
incidents and there were no fatalities during
the year.

We are an equal opportunities employer and
welcome applications from all individuals,
including those with a disability. We are fully
committed to supporting applications made by
disabled persons and make reasonable
adjustments to their environment where
possible thaving regard to their particular
aptitudes and abilities). We are also responsive
to the needs of our employees. As such, should
any employee become disabled during their
time with us, we will actively re-train that
employee and make reasonable adjustments
to their environment where possible, inorder
to keep them in employment with us.

Information to be included Location
4} A statement of the amount of interest capitalised Page 193
(4] Details of long-term incentive schemes Page 151

(2], (5),16),{7), (8) - [14)

Not applicable

Not applicable

The Strategic Report and the Directors’ Repert together form the Management Report for the purposes of the Disclosure Guidance and Transparency Rules { DTR'I 4.1.BR. Information relating
to financial instruments can be found on pages 215 to 222 and 1s incorparated by reference, For infarmation on cur approach to sacial, environmental and ethical matters, please refer to our
Net Zero Transitian Plan and TCF{I disclosures on pages 37 to 43 and our separately pubtished Sustgmability Regort, which will be made available at severntrent.ca.uk.
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Allour training, promotion and career
development processes are in place for all cur
employees to access, regardless of their
gender, ethnicity, age or disability. The
provisian of accupational health pregrammes
is of crucial importance to Severn Trent with
the aim of keeping our employees fit, healthy
and well, We also provide expert counselling
support across a wide range of issues through
our employee assistance programme.

Additiepal information on our diversity aims
and pragress can be found on page 124.

Employee engagement

Due to gur commitment to transparent and
best practice reporting, we have included the
sections on our people on pages 22 to 28 of the
Strategic Report, as the Board considers these
disclosures tu be of slrategicimportance and
they are therefare incorporated into the
Directors’ Report by cross reference. Pages 84
to 85 and 89 to 90 demonstrate how the
Directors have engaged with employees and
how they have had regard to employee
interests and the effect of that regard including
the principal decisions taken by the Company
during the financial year.

The Company is also keen to encourage
greater employee involvement in the Group’'s
performance through share oawnership. To
help align employees’ interests with the
success of the Campany's performance, we
operate an HMRC approved all-employee plan,
the Severn Trent Sharesave Scheme
['Sharesave’], which is offered to UK
employees on an annual basis.

73% of Severn Trent's employees now
participate in Sharesave, with 26% of
participants saving the maximum of £500 per
manth.

During the year, the Company has remained
withinits headroom limits for the issue of new
shares for share plans as set out in the rules of
the abave plan.

Business relationships

Pages 95 and 97 demonstrate how the
Directors have had regard to key stakeholders
and how the effect of that regard had
influenced the principal decisions taken by the
Company during the financial year. The Boarg
considers its Section 172 Statement to be of
strategicimportance and is therefore
incorporated into the Directars’ Report by
cross reference.

Research and development

Innovative use of existing and emerging
technolagies will continue to be crucial to the
successful development of new products and
processes for the Group and our products
must continue to deliver value for custorers.

Expenditure cn research and development far
the year totalled £3.0 million.

Internal controls

Further details of our internal control
framewark can be found in the Audit and Risk
Committee Report on page 130 to 131,

Treasury management

Details on our Treasury Policy and
management are set cut in the Chief Financial
Officer's Review vn payes 6 to 72,

Post balance sheet events
Details of post batance sheet events are set out
in note 40 to the Group financial statements.

Dividends

Aninterim dividend of 42.73 pence per ordinary
share was paid on 11 January 2023. The
Directors recommend a final dividend of 64.09
pence per ordinary share to be paid on 14 July
2023 to shareholders on the register on 2 June
2023. This would bring the total dividend for
2022/23 10 106.82 pence per ordinary share
[2021/22; 102.14 pencel. The payment of the
final dividend is subject to sharehalder
approval at the 2023 AGM.

Dividend Policy

Following publication of the Final
Determination by Ofwat, in 2019/20 the Board
approved its Dividend Policy for the period
2020-25. Dividends during the AMP7 period
willincrease by at least CPIH.

The Dividend Policy reflects our strong
operational delivery and financial
performance, the Final Determination and cur
robust balance sheet and financial resilience.
When determining the Dividend Policy, the
Board considered various scenarios and
sensitivities, and reviewed the impact of
adverse changes in inflation and interest rates
on key metrics. The Board believes that the
Oividend Policy is cemmensurate with a
sustainable investment-grade credit rating.

Capital structure

Details of the Company’s issued share capital
and of the movemnents during the year are
shown in note B to the Company financial
statements. The Company has one class of
ordinary shares which carries no right to fixed
income, Each share carries the right to one
vote at General Meetings of the Company. The
issued nominal value of the ordinary shares is
100% of the total issued neminal value of all
share capital.

There are no specific restrictions on the size of
a holding or en the transfer of shares, which
are both governed by the general provisions of
the Articles and prevailing legislation. The
Directors are not aware of any agreements
between holders of the Company's shares that
may result in restrictions on the transfer of
securities or on voting rights.
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Details of employee share schemes are set nuf
in note 36 to the Group financial statements.
For shares held by the Severn Trent Employee
Share Ownership Trust, the Trustee abstains
from voting.

No person has any special rights of control
over the Company’s share capital and all
issued shares are fully paid.

With regard to the appointment and
replacement of Directors, the Company is
governed by its Articles, the 2018 Code, the
Companies Act 2006 and related legislation.
The Articles may be amended by Special
Resolution of the shareholders. Fhe powers
of Directors are described in the Severn Trent
Plc Matters Reserved to the Board document
and the Articles, both of which can be found
on our website.

Under the Articles, the Directors have
autharity to allot ordinary shares, subject to
the aggregate nominal amount limit set at the
2022 AGM.

Change of control

There are a number of agreements that take
effect after, or terminate upon, a change of
control of the Company, such as commercial
contracts, bank loan agreements, property
lease arrangements and employee share
plans. None of these are considered to be
significant in terms of their likely impact on the
business of the Group as a whole. There are no
agreements between the Company and its
Directors or employees that provide for
compensation for loss of office or employment
because of a takeover bid.

Authority to purchase shares

The Company was given authority at its AGM in
2022 to make market purchases of ordinary
shares up to a maximum number of 25,112,416
ordinary shares. During the year, no ordinary
shares have been repurchased.

Authority will again be saught from
shareholders at this year’'s AGM to purchase
up to a maximum of 24,690,396 ordinary
shares. The Directors believe that it is
desirable to have the general authority to buy
back the Company's ordinary shares in order
to provide maximum flexibility in the
management ¢f the Group's capital resources.
However, the authority would only be used if
the Board was satisfied at the time that to do
so would be in the bestinterests of
shareholders.
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Contributions for political

and charitable purposes

Danations to charitable organisations during
the year armounted to £5,662,557

12022: £5,594,954). Donations are principally
given to charities whose projects align closely
with our aim to promote the responsible use of
water resources and waste water services
which provide the opportunity for longer-term
partnerships. In addition, we provide donations
to employee nominated charities through a
matched funding scheme and health and safety
reward schemes.

We are also committed to supporting
Waterdid, the UK's anly major charity
dedicated to improving access to safe water,
hygiene and sanitation in the world’s poorest
countries. You can read more about the work
of our Community Fund in cur dedicated
Community Fund Report, which can be found
on our website,

Severn Trent's policy is not to make any
donations for political purposes in the UK, or
to donate to EU political parties or incur EU
political expenditure. Accordingly, nefther
Severn Trent Ple nor its subsidiaries made
any political donations or incurred political
expenditure in the financial year under review.

Supplier payment policy

individual operating companies within the
Group are responsible for establishing
appropriate policies with regard to the
payment of their suppliers, in accordance with
the Prompt Payment Code [ PPC’) and, as
such, prompt payment policies are reviewed
on a regular basis.

The companies agree terms and conditions
under which business transactions with
suppliers are conducted. It is Group policy that
provided a supplier is complying with the
reievant terms and conditions, including the

Substantial shareholdings

prompt and complete submission of all
specified documentation, payment will be
made in accordance with agreed terms. ltis
also Group policy to ensure that suppliers
know the terms on which payment will take
place when business is agreed.

You can read more about how we have worked
with our suppliers and contractors on page 33.

For the payment practices reparting peried
ended 31 March 2023, the average time to pay
for Severn Trent Water Limited was 31 days.

Relevant audit information
The Directors confirm that:

- go far as each of them is aware, thereis no
relevant audit information of which the
Company's Auditor is unaware; and

~ each of them has taken all the steps that
they ought to have taken as a Director to
make themselves aware of any relevant
audit information and to establish that
the Company’s Auditor is aware of
that information,

This confirmation is given and should be
interpreted in accordance with the provisions
of section 418 of the Companies Act 2006.

External Auditor

Having carried out a review of its effectiveness
during the year, details of which can be found
in the Audit and Risk Committee Reparten
pages 132 and 134, the Audit and Risk
Committee has recommended to the Board the
reappointment of Deloitte LLP. The
reappointment and a resolution to that effect
will be on the agenda at the 2023 AGM. Deloitte
|_.LPindicated its willingness to continue as
Auditor. The Audit and Risk Committee witl
also be responsible for determining the audit
fee on behalf of the Board.

Carbon footprint

We have committed to achieving net zera
operational carbon emissions by 2030, building
on our long track record of making year-on-
year reductions in our emissions. We alse
committed ta generating or procuring 100%
renewable energy and moving our fleet to
100% electric vehicles by 2030, where
available.

The Beard considers environmental matters to
be of strategic importance and therefore
relevant infermation contained in our Net Zero
Transition Plan and TCFD disclosure on pages
39 to 63 of the Strategic Reportisincorporated
into the Directors” Report by cross reference.
Our TCFD disclosure includes our annual
report an GHG emissions along with details of
our energy consumption across the Group and
how we manage energy use.

Accounts of Severn Trent Water
Limited and Hafren Dyfrdwy
Cyfyngedig

Separate Annual Reports for each of Severn
Trent Water Limited and Hafren Dyfrdwy
Cyfyngedig will be made available on their
respective websites in due course.

Additionally, Annual Performance Reports for
each of Severn Trent Water Limited and Hafren
Oyfrdwy Cyfyngedig are prepared and provided
to Ofwat. Copies will be made available on their
respective websites in due course.

Annual General Meeting

A copy of the Natice of Meeting for the 2023 AGM
can be found on the Severn Trent Plc website.

By order of the Bo.':x?d

L /
Hannah Woodall-Pagan ;;';
Group Company Secretary

23 May 2023

As at 31 March 2023, the Company had been notified in accordance with Chapter 5 of the Disclosure Guidance and Transparency Rules of the

following major shareholdings:

Name of holder Number of ordinary shares Vaoting rights held [%)
BlackRock 29,688,918 11.80
Lazard Asset Management 19,700,492 7.83
Qatar Investment Authority 11,599 565 4.61
Yanguard Group 11,416,035 4.54
Pictet Asset Management 9,837,307 3.91
Legal & General Investment Management 9,225,994 3.67
5SGA 8,236,854 3.27

As at 23 May 2023, the Company had been notified of the following holdings of voting rights in the ordinary share capital of the Company:
BlackRock 29,002,992 shares [11.37%l; Lazard Asset Management 18,946,162 shares [7.43%); Gatar Investment Authority 11,599,565 shares
(4.55%); Vanguard Group 11,504,139 shares [4.51%]; Pictet Asset Management 9.837.307 shares [3.86%}: Legal & General Investment
Managernent 8,741,868 shares (3.43%/; and SSGA 8,199,986 shares {3.21%].

The percentage of voting rights detailed above was calculated at the time of the relevant disclosures were made in accordance with Rule §
of the Disclosure Guidance and Transparency Rules.
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DIRECTORS’ RESPONSIBILITY STATEMENT

The Directors are responsible
for preparing the Annual Report
and the financial statements

in accordance with applicable
law and regulations. Company
law requires the Directors to
prepare financial statements
for each financial year.

The Directors are required ta prepare the
Group financial statements in accordance with
LUnited Kingrdnm adapted international
Financial Reporting Standards ['IFRSs’], and
have elected to prepare the Company financial
statements in accordance with United Kingdom
Generally Accepted Practice (United Kingdom
Accounting Standards and applicable law]
including FRS 101 ‘Reduced Disclosure
Framework’.

Under company law, the Directars must not
approve the Annual Report and financial
statements unless they are satisfied that they
give a true and fair view of the state cf affairs
of the Company and of the profit or loss of the
Company for the year.

in preparing the parent company financial
statements, the Directors are required to:

- select suitable accounting poliries and then
apply them consistently;

make judgments and accounting estimates
that are reasonable and prudent;

state whether applicable UK Accounting
Standards have been followed, subject to any
material departures disclosed and explained
in the financial statements; and

prepare the financial statements on the going
concern basis unless it is inappropriate to
presume that the Company will continue

in business.

in preparing the Group financial statements,
international Accounting Standard 1 requires
that Directars:

- properly select and apply accounting policies;

- present information, including accounting
policies, ina manner that provides relevant,
reliable, comparatle and understandable
information;

- provide additional disclosures when
compliance with the specific requirements
in IFRSs are insufficient to enable users
to understand the impact of particular
transactions, other events and conditions
oh the entity’s financial position and financial
performance; and

make an assessment of the Company's
ability to continue as a going concern.

The Directers are responsible for keeping
adequate accounting records that are
sufficient to show and explain the Company’s
transactions and disclose with reasonable
accuracy at any time the financial pesition of
the Company and enable them to ensure that
the financial statements comply with the
Companies Act 2006. They are also
responsible for safeguarding the assets of the
Coempany and hence for taking reasonable
steps for the prevention and detection of fraud
and other irregularities.

SEVERN TRENT PLC

The Directers are responsible for the
maintenance and integrity of the corporate
and financial information included on the
Company’'s website. Legislation in the UK
governing the preparation and dissemination
of financial statements may differ from
legistation in other jurisdictions.

Each of the Directors canfirm that to the
best of their knowledge:

- the financial statements, prepared in
accordance with the relevant financial
reporting framework, give a true and fair
view of the assets, liabilities, financial
position and profit er loss of the Company
and the undertakings included in the
consolidation taken as a whole;

- the Strategic Repoartincludes a fair review
of the development and performance of the
business and the gosition of the Company
and the undertakings included in the
consolidation taken as a whole, together
with a description of the Principal Risks
and uncertainties that they face; and

the Annual Report and financial statements,
taken as a whole, are fair, balanced and
understandable, and provide the information
necessary for shareholders to assess the
Company’s position and performance,
business model and strategy.

This responsibility statement was approved by
the Board of Directors on 23 May 2023 and is
signed on its behalf by order of the Board:

Qe GAD

Liv Garfield
Chief Executive

23 May 2023

James Bowling
Chief Financial Officer

23 May 2023

ANNUAL REPORT AND ACCOUNTS 2023 167



INDEPENDENT AUDITOR’S REPORT TO
THE MEMBERS OF SEVERN TRENT PLC

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS
1. Opinion

In our opinion:

- the financial statements of Severn Trent Ple (the ‘parent company') and its subsidiaries lthe ‘group’] give a true and fair view of the state of
the group’s 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 financial statements have been properly prepared in accordance with United Kingdom adopted international accounting
standards;

- the parent company financiat statements have been properly prepared in accordance with United Kingdern Generally Accepied Accounting
Practice, including Financial Reporting Standard 101 'Reduced Disclosure Framework’; and

- the financial statements have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements which comprise:

— the consolidated income statement;

- the consolidated and parent company statements of comprehensive income;

- the consolidated and parent company statements of changes in equity;

- the conselidated and parent company halance sheets;

- the consolidated cash flow statement; and

- the related notes 1 to 43 of the consclidated financial statements and notes 1 to 16 of the parent company financial statements.

The financial reporting framework that has been applied in the preparation of the group financial statements is applicable taw and United .
Kingdom adopted international accounting standards. The financial reporting framework that has been applied in the preparation of the parent

company financial statements is applicable law and United Kingdom Accounting Standards, including FRS 101 'Reduced Disclosure Framework’

[United Kingdom Generatly Accepted Accounting Practice].

2. Basis for opinion
We conducted our audit in accordance with International Standards on Auditing [UK] [1SAs [UK)) and applicable law. Our responsibilities under
those standards are further described in the auditor’s respansibilities for the audit of the financial statements section of our report.

We are independent of the group and the parent company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, including the Financial Reporting Council's (the 'FRC's'} £thical Standard as applied to listed public interest entities, and we
have fulfilled our other ethical responsibilities in accordance with these requirements. The non-audit services provided to the group and parent
company for the year are disclosed in note 7 to the financial statements. We canfirm that we have not provided any nan-audit services prohibited
by the FRC’s Ethical Standard to the group or the parent company.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

3. Summary of our audit approach

Key audit matters The key audit matters that we identified in the current year were:
- valuation of the provision for household trade receivables in Severn Trent Water Limited; and
- classification of capital prograrmme expenditure in Severn Trent Water Limited.

Within this report, key audit matters are identified as follows:

©5imilarlevet of risk

Materiality The materiality that we used for the audit of the group financial statements is £18.5m [2022: £13.9m]. This materiality has
been established with regards to a number of metrics and equates to 3.6% (2022; 2.7%) of profit before interest and tax.

Scoping Our scoping has resulted in over 95% [2022: aver 95%] of the group's net operating assets, 96% (2022: 97%] of revenue
and 96% [2022: 100%] of profit before interest and tax, being subject to audit testing.

Significantchanges The materizlity benchmark has been updated in the current year from profit before tax adjusted for gains/ilosses) from
in our approach financial instruments and exceptional items, used in the prior year. The change in the benchmark is reflective of the size
and scale of the business.

4. Conclusions relating to going concern
In auditing the financial staternents, we have concluded that the directors’” use of the going concern basis of accounting in the preparation of the
financial statements is appropriate.
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Our evaluation of the directors’ assessment of the group’s and parent company's ability to continue te adopt the going concern basis of accounting
included:

- reviewing the group’s borrowing arrangements, in particular the assessment of level of committed undrawn facilities including the £1.3 billion
revolving credit and bilateral facilities and the sufficiency of headroom available in the forecasts [cash and covenantsl;

- assessing the assumptions used In the cash flow forecasts for consistency with Baard approved budgets and future plans for AMP [Asset
Management Plan] 7 and performing a sensitivity analysis relating to these assumptions;

- testing the arithmetic accuracy of the model used to prepare the cash flow forecasts and assessing the sophistication of the model used to
prepare the forecasts;

- assessing the impact of risks and uncertainties on the business model and medium-term risks; and
- assessing the appropriateness of management’s going concern disclosures in light of the above assessment.

Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions that, individually or
collectively, may cast significant doubt on the group’s and parent company’s ability to continue as a going concern for a period of at least twelve
months from when the financial statements are authorised for issue.

In relation to the reporting on how the group has 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 appropriate to adopt the going concern
basis of accounting.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant sections of this report.

5. Keyaudit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial staterments of the
current period and include the maost significant assessed risks of material misstatement [whether or not due to fraud] that we identified. These
maiters included those which had the greatest effect on: the overall audit strategy, the allocation of resources in the audit and directing the efforts
of the engagement team.

These matters were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we da not
provide a separate opinion on these matters.

5.1. Valuation of the provision of household trade receivables in Severn Trent Water Limited @

Key audit matter Severn Trent Water supplies water to residential customers in the UK and the provisicn represents the portion of household
description customers who do not, or cannot, pay their bills. Management makes estimates regarding the expected future loss rate for
current receivables when calculating the appropriate level of bad debt pravision.

As at 31 March 2023, the provision recorded was £127.5m [2022: £128.2m) which incorporates management’s estimate of the
future impact of external economic factars on customers’ ability to pay their cutstanding bills to Severn Trent Water Limited.

Provisions are made against Severn Trent Water Limited's trade receivables balance based on the historical cash collection of
debt invaiced seven to nine years ago, which is considered by management to be representative of collection risk onwhole
population of household debtors. This historical collection performance is then adjusted for actual current cash collection.
The final step is to adjust the provision far future economic conditions, for which management has considered the correlaticn
hetween forecast cash collection and gross disposable household income {GDHI).

The key audit matter is focussed on the appropriateness of the assumption that the experience of debt invoiced seven to nine
years ago is a reasonable expectation for the determination of lifetime expected credit losses under IFRS 9 Financial
Instruments, and whether the assumptions used in determining the impact of forecast decreases in GDHI on the expected
credit loss are appropriate. Due to the high degree of estimation uncertainty associated with the recoverability of household
trade receivables, we have determined that there was a potential for fraud through possible manipulation of this balance.

The Audit and Risk committee also considered this as a significant issue as discussed in the Audit and Risk Committee Report
on page 134. The bad debt provision is discussed in note 2 pl and note 21 te the financial statements. Management has included
this as a source of estimation uncertainty in note 4 to the financial statements.

How the scope Our procedures to address the key audit matter included the following:
of our audit

responded to the
key audit matter

- obtaining an understanding of relevant controls over the determination of the bad debt provision, including over the
supporting data and assumptions;

testing the completeness and accuracy of the data included within the bad debt provision calculation;
- testing the allocation of cash received in the current year to debt aged between seven and nine years;

use of data analytics to reconcile the debtor ageing for each debt category used in the bad debt provision model using
source data from the billing system;

- evaluating the reasonableness of economic data [bath forecast and historical) used within the calculation, and
performed a sensitivity analysis;

- evaluating management's assumptions used in the catculation of the bad debt provision and challenged whether this
represents lifetime expected credit loss, including review of cash collection data and historical trends; and

- assessing the appropriateness of the disclosures provided retating to the key assumptions, and the range af
sensitivities disclosed.

Key observations We are satisfied that the assumptions applied in assessing the expected credit losses, are reasonable and that Severn Trent
Water Limited's bad debt provision has been appropriately calculated using relevant data, in accordance with IFRS 9.

SEVERN TRENT PLC ANNUAL REPORT AND ACCOUNTS 2023 169



INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF SEVERN TRENT PLC CONTINUED

5.2.Classification of capital programme expenditure in Severn Trent Water Limited @

Key audit matter Severn Trent Water has a substantial capital programme which was agreed with the regulater ['Ofwat’) and therefore
description incurs significant expenditure in relation to the development and maintenance of both infrastructure and non-
infrastructure assets.

As the determination of whether expenditure is capitalised or expensed in the period directly affects the group’s
reported financial performance, we identified a key audit matter relating to the overstatement of capital expenditure,
whether caused by changes to the group’s capitalisation policy implementation guidance or by incorrect application of
this guidance. Due to the level of judgement involved, we have determined that there was a potential for fraud through
possible maniputation of this balance.

During the year, Severn Trent Water Limited has invested £848.2 miltion (2022:£689.3 million] in capital expenditure
projects out of the total group additions of £898.9 million [2022: £714.3 million] disclosed in note 17, Severn Trent Water
Limited spent a further £223.2 million (2022: £194.1 million) on infrastructure maintenance expenditure out of the total
group expenditure of £238.4 million [2022: £198.2 million] disclosed in nate 7.

The Audit and Risk Committee also considered this as a significant issue as discussed in the Audit and Risk Committee
report on page 134. Further details are included within the critical acceunting judgements note in note 4 to the financial
statements.

How the scope Our procedures to address the key audit matter included the following:
of our audit

responded to the
key audit matter

- assessing management'’s capitalisation and implementation guidance to understand any changes in the current year
and to determine compiliance with the relevant accounting standards;

- testing the relevant controls related to classification of capital programme expenditure;

- obtaining an understanding of, and testing, relevant cantrols over the application of the policy regarding expenditure
incurred an projects within the capital programme during the year; and

- for @ sample of projects, assessing whether the capitalisation policy has been applied to the costs incurred by
reviewing the business cases, making direct enquiries of project managers, and inspecting invoices.

Key observations Management’'s capitalisation policy and implementation guidance is consistent with the prior financial year. We are
satisfied that management has applied its capitalisation policy and implementation guidance appropriately in
determining the expenditure to be capitalised.

6. Our application of materiality
6.1. Materiality

We define materiality as the magnitude of misstaternent in the financial statements that makes it probable that the economic decisions of a
reasonably knowledgeable person would be changed or influenced. We use materiatity bath in planning the scope of our audit work and in
evaluating the results of our work.

Based on ocur professional judgement, we determined the materiality of the financial statements as a whole as follows:

Group financial statements Parent Company financial statements
Materiality £18.5 million (2022: €13.9 million] £17.6 million [2022: £13.2 million}
Basis for The current year materiality has been established with We determined parent company materiality based on 3.0%
determining regards to a number of metrics and equates to 3.6% [2022: 3.0%] of net assets and capped materiality at 5%
materiality [2022: 2.7%] of Profit before interest and tax. (2022: 95%) of group materiality.
Rationale for We consider Profit before interest and tax to be the The parent company does not trade or exist for profit
the benchmark most relevant benchmark to measure the performance generating purposes, so materiality has been determined
applied of the group. using net assets.

The increase in materiality in 2023 represents a change
from the 2022 benchmark to a measure which is reflective
of the size and scale of the business.
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6.2.Performance materiality
We set perfarmance materiality at a level lower than materiality to reduce the probability that, in aggregate, uncorrected and undetected
misstatements exceed the materiality for the financial statements as a whole.

Group financial statements Parent Company financial staternents

Performance 70% [2622: 70%] of group materiality 70% [2022: 70%] of parent company materiatity
materiality

Basis and rationale  The factors we considered in setting performance materiality at 70% of group and parent company materiality included:

for determining — The nverall gualily of the conliul environment and that we were able to rely on contrals in certain of the group's
perforimance businesses
materiality ’

- The small number and low value of uncorrected misstatements identified in previous audits.

6.3.Error reporting threshold

We agreed with the Audit and Risk Committee that we would report to the Committee, all audit differences in excess of £0.9 million

[2022: £0.7 mitlionl], as well as differences below that threshold that, in our view, warranted reporting en qualitative grounds. We also reported to
the Audit and Risk Cemmittee on disclosure matters that we identified when assessing the overall presentation of the financial statements.

7. An overview af the scope of our audit

7.1. Identification and scoping of components

Our audit was scoped by ebtaining an understanding of the group and its environment, including group-wide controls, and assessing the risks of
material misstatement at the group level.

The Regulated Water and Waste Water segment is primarily comprised of Severn Trent Water Limited which was subject to a full scope audit using
materiality of £17.6 million (2022: £12.9 millien). We have audited a further seven components using component materiality which range from

£9.3 million to £17.6 million [2022: nine components using statutory materiality which range from £0.1 million to £13.2 miltion). Audit work to
respond to the risks of material misstatement was performed directly by the group audit engagement team.

This represented over 95% [2022: over 95%) of the group’s net operating assets, 96% (2022: 97%) of revenue and 96% (2022: 100%)] of profit before
interest and tax, being subject to audit testing.

At the group level we also tested the consolidation process and carried out analytical procedures to confirm our conclusion that there were no
significant risks of material misstatement of the aggregated financial information of the remaining components not subject to full scepe audit
procedures.

7.2. Qur consideration of the control envirenment
The group uses SAP, a financial accounting software platform, in all the eight companents where we have performed a full scope audit.
With the invelvement of our Information Technology specialists, we obtained an understanding of, and relied on, relevant General Information

Technology Controls within the group’s financial accounting software platform, including access controls, change management controls and
controls around segregation of duties.

We also tested and relied on the relevant contrels in respect of household and non-household revenue and classification of capital pragramme
expenditure which are supportad by the group’s financial accounting software platform. We tested the relevant controls on a sample basis by
either observing or reperforming each step of the cantrol and obtaining the relevant supporting evidence.
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7.3. Qur consideration of climate-related risks

The group has assessed the risk and opportunities relevant to climate change and has included the risk as a principal risk as set out on page 78,
consistent with previous years. This included assessing the potential impact of the material risks and opportunities and its Net Zero Transition
Plan on both the current balance sheet position and its acceunting policies.

We reviewed managermnent’s climate change risk assessment and evaluated the comipleteness of the identified risks and impact an the financial
staternents. We alsa considered climate change within our audit risk assessment process in conjunction with our assessment of the balances and
dig not identify any additional risks of material misstaternent.

With the involvermnent of our Environmentat, Social and Gavernance { ESG] specialists, we:

- evaluated the financial statement disclosures to assess whether climate risk assumptions underpinning specific account batances were
appropriately disclosed; and

- read the climaie change-related statements (as disclosed in the Strategic Reportl and considered whether the information included in the
narrative reporting is materially consistent with the financial statements and our knowledge obtained in the audit.

8. Otherinformation

The other information comprises the information included in the annual report other than the financial statements and our auditor’s repart
thereon. The directors are responsible for the other information centained within the annual repori.

Our opinion en the financial statements does not cover the other information and, except to the extent otherwise explicitly stated in our report, we
do not express any form of assurance conclusion therean.

Our respansibility is to read the cther inforrnation and, in doing so, consider whether the other information is materially inconsistent with the
financial statements or aur 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 are required to determine whether this gives rise to a
material misstatement in the financial statements themselves. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are reguired to report that fact.

We have nothing te report in this regard.

9. Responsibilities of directors

As explained more fully in the Directors’ responsibilities statement, the directors are responsible for the preparation of the financial statements
and for being satisfied that they give a true and fair view, and for such internal control as the directors determine 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 responsible for assessing the group’s and the parent company’s ahility 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 operatioris, or have no realistic alternative but to do so.

10. Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, butis
not a guarantee that an audit conducted in accordance with 15As [UK] will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered materialif, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken an the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC's website at: www.frc.org.uk/
auditarsrespoensibilities. This description forms part of our auditer’s report.
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11. Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of nan-compliance with laws and regulations. We design procedures in line with our responsibilities,
nutlined above, to detect material misstatements in respect of irregularities, including fraud. The extent to which our procedures are capable of
detecting irregularities, including fraud is detailed below.

111, ldentifying and assessing potential risks related to irregularities
In identifying and assessing risks of material misstatement in respect of irregularities, including fraud and non-compliance with laws and
regulations, we cansidered the following:

~ the nature of the industry and sector, control environment and business performance including the desiqn of the group’s remuneration policies,
key drivers far dircctors’ renuner alion, bonus tevels and pertormance targets;

- the group’s own assessment of the risks that irregularities may occur either as a resuli of fraud or error that was approved by the board on
20 February 2023;

- results of eur enquiries of management, internal audit, the directors and the Audit and Risk Committee about their own identification and
assessment of the risks of irregularities, including those that are specific to the group’s sector;

- any matters we identified having obtained and reviewed the group’s documentation of their policies and procedures relating to:
- identifying, evaluating and complying with laws and regutations and whether they were aware of any instances of non-compliance;
- detecting and responding to the risks of fraud and whether they have knowledge of any actual, suspected or alleged fraud; and
- theinternal cantrols established to mitigate risks of fraud or non-compliance with laws and requlations.

- the matters discussed among the audit engagement team and relevant internal specialists, including tax, valuations, pensions, treasury and |7,
regarding how and where fraud might occur in the financial statements and any potential indicators of fraud.

As aresult of these procedures, we considered the opportunities and incentives that may exist within the organisatian for fraud and identified the
greatest potential for fraud in the following areas:

- valuation of the provision of trade receivables in Severn Trent Water Limited; and
- classification of capital programme expenditure in Severn Trent Water Limited.
In common with all audits under ISAs [UK], we are also required to perform specific procedures te respond to the risk of management override.

We also obtained an understanding of the legal and regulatory framework that the group operates in, focusing on provisions of those laws and
reqgulations that had a direct effect on the determination of material amounts and disclosures in the financial statements. The key laws and
regulations we considered in this context included the UK Companies Act, Listing Rules, pensions and tax legislatien.

In addition, we considered provisions of ather laws and regulations that do nat have a direct effect on the financial statements but compliance with
which may be fundamental to the group’s ability to operate or to avoid a material penalty. These included the licence conditions imposed by The
Water Services Regulation Authority [Ofwat).

11.2.  Audit response to risks identified

We identified the valuation of the provision of trade receivables in Severn Trent Water Limited and the classification of capital pregramme
expenditure in Severn Trent Water Limited as key audit matters related to the potential risk of fraud. The key audit matters section of our report
explains the matters in more detail and also describes the specific procedures we performed in response to those key audit matters.

In addition to the above, our procedures to respond to risks identified included the following:

- reviewing the financial statement disclosures and testing to supporting decumentation to assess compliance with provisions of relevant laws
and regulations described as having a direct effect on the financial staterments;

- enquiring of management, the Audit and Risk Committee, in-house legal counsel concerning actual and potential titigation and claims;

- performing analytical procedures to identify any unusual or unexpected relationships that may indicate risks of material misstatement due to
traud;

- reading minutes of meetings of those charged with governance, reviewing internal audit reports and reviewing correspondence with HMRE,
Ofwat, and other regulatory authorities;

- in addressing the risk of fraud through management override of contrals, testing the appropriateness of journal entries and other adjustments;

assessing whether the judgements made in making accounting estimates are indicative of a potential bias; and evaluating the business rationale
of any significant transactions that are unusual or outside the normal course of business.

We also communicated relevant identified laws and regulations and potential fraud risks to all engagement team members including internal
specialists, and remained alert to any indications of fraud or non-compliance with laws and regulations throughout the audit.
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
12. Opinions on other matters prescribed by the Companies Act 2006

in our epinion the part of the Directors’ Remuneration 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 far the financial year for which the financial statements are prepared
is cansistent with the financial staterments; and

- the Strategic report and the Directors’ Report have been prepared in accordance with applicable legal reguirements.

in the light of the knowledge and understanding of the group and the parent company and their environment obtained in the course of the
audit, we have not identified any material misstatements in the Strategic Report or the Directors’ Report.

13. Corporate Governance Statement
The Listing Rules require us to review the directors’ statement in relation to going cancern, longer-term viability and that part of the Corporate
Governance Statement relating to the group’s compliance with the provisions of the UK Corporate Governance Code specified for our review.

Based on the wark undertaken as part of our audit, we have concluded that each of the following elements of the Corporate Governance
Statement is materially consistent with the financial statements and cur knowledge obtained during the audit:

- the directors’ statement with regards to the appropriateness of adapting the going concern basis of accounting and any material
uncertainties identified set out on page 83;

i

the directors’ explanation as to its assessment of the group's prospects, the period this assessment covers and why the period is
appropriate set cut on page 80;

]

the directors’ statement on fair, baianced and understandabie set out on page 167;

i

the Board's confirmation that it has carried out a robust assessment of the emerging and principal risks set out an page 75;

I

the section of the annual report that describes the review of effectiveness of risk management and internal control systems set out on
pages 130 to 131; and

the section describing the work of the Audit and Risk Committee set out on pages 127 to 134,

14. Matters on which we are required to report by exception

14.1.  Adequacy of explanations received and accounting records
Under the Companies Act 2006 we are required to report to you if, in our opinion:

- we have nat received all the information and explanations we require for our audit; or

- adequate accounting records have not been kept by the parent company, or returns adequate for our audit have nct been received from branches
not visited by us; or
— the parent company financial statements are not in agreement with the accounting records and returns.

We have nothing to report in respect of these matiers.

14.2.  Directors’ remuneration
Under the Companies Act 2006 we are also required to reportif in our opinion certain disclosures of directors’ remuneration have not been made
or the part of the Directors’ Remuneration Report to be audited is not in agreement with the accounting records and returns.

We have nothing to report in respect of these matters.
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15. Other matters which we are required to address

151, Auditor tenure

Following the recommendatien of the Audit and Risk Committee, we were appointed by the shareholders atits Annual General Meeting on 26 July
2005 1o aydit the financial statements far the year ending 31 March 2006 and subsequent financial periods. The period of total uninterrupted
engagement including previous renewals and reappeintments of the firm is 18 years, covering the years ending 31 March 2006 to 31 March 2023.

15.2.  Consistency of the audit report with the additional repor | lo Lhe Audit and Risk Committee
Our audit opinion is consistent with the additional repart to the Audit and Risk Committee we are required to provide in accordance with ISAs (UK].

16. Use of our report

This report is made solely to the parent company's members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006. Qur
audit werk has been undertaken so that we might state to the parent company’s members those matters we are required to state to them in an
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume respansibility to anyone other than
the parent company and the parent company’s members as a body, for cur audit work, for this repart, or for the opinions we have formed.

As required by the Financiat Conduct Autharity [FCA) Disclosure Guidance and Transparency Rule [DTR] 4.1.14R, these financial statements form
part of the European Single Electranic Format [ESEF] prepared Annual Financial Report filed on the National Storage Mechanism of the UK FCAin
accordance with the ESEF Regulatory Technical Standard [['ESEF RTS'). This auditer’s report provides no assurance over whether the annual
financial report has been prepared using the single etectrenic format specified in the ESEF RTS.

Jacquetine Holden FCA [Senior statutory auditor)
For and on behalf of Deloitte LLP

Statutory Auditor

London, United Kingdom

23 May 2023
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CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 MARCH 2023

2023 2022
Note Em £m
Turnoever 54 2,165.1 1,943.3
otherincome 7 7 _ 7 &3
Operating costs before charge for bad and doubtful debts 7 [1,631.8} (1,417.8)
Charge for bad and doubtful debts 7 (24.51 [24.6)
Tatal operating costs {1,656.3 {1,442.4)
Profit before interest and tax 508.8 506.2
Finance income 9 84.1 54.7
Finance costs e (446.7) (3240
Net finance costs (362.5] {269.4]
Reduction in expected credit loss on loan recejvable - 0.2
Net gains on financial instruments " 21.7 393
Share of net gain/{loss] of joint ventures accounted for using the equity method 19 - (2.2]
Profit on ordinary activities before taxation 187.9 2741
Current tax 12 0.2) 4.8
Deferred tax 12 (35.5] 1366.1)
Taxation on profit an crdinary activities 12 (35.7 (361.3)
Profit/(loss) for the year 132.2 187.2}
Earnings/(loss) per share (pence]
Note 2023 2022
Basic 14 52.7 (35.21
Diluted 14 52.5 [35.2)
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 MARCH 2023

2023 2022
Note £m £m
Prulit/[loss) for the year 132.2 {87.2
Other comprehensive {lossl/income
Iterns that will not be reclassified to the income statement:
Net actuarial [lessesl/gains 27 {262.2) 188.5
Deferred tax on net actuarial losses/gains 12 63.0 (47.1)
Deferred tax arising on rate change 12 - 8.4
(189.2) 149.8
Items that may be reclassified to the income statement:
[Lossl/gain on cash flow hedges [2.5] 54.6
Deferred tax on losses/gains on cash flow hedges 12 0.6 [13.0]
Amounts on cash flow hedges transferred to the income statement 11 4.9 6.8
Deferred tax on transfer to the income statement 12 (1.11 (1.7
1.9 46.7
Other comprehensive (loss)/income for the year (187.3) 196.5
Total comprehensive (loss)fincome for the year [55.1) 1093
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 MARCH 2023

Equity attributable to owners of the company

Share Share Other Retained
capital premium resarves earnings Totat

Note £m £m £m £m £m
At 1 April 2021 237.2 148.1 101.7 651.7 1,138.7
Loss for the year - - - 187.2) 187.2
Net actuarial gains 27 - - 188.5 188.5
Deferred tax on net actuarial gains 12 - - 147.1) 167.1)
Deferred tax arising from rate change 12 - - g4 8.4
Gains on cash flow hedges - - 54.6 - 54.6
Deferred tax on gains on cash flow hedges 12 - - {13.00 - {13.0}
Amounts on cash flow hedges transferred to the income statement 1 - - 6.8 - 6.8
Deferred tax on transfer to the income statement 12 - - 1.7 - n7
Totat comprehensive income for the year - ~ 46.7 672.6 169.3
Proceeds from equity placing 29.30 10.2 2351 - - 2453
Share aptions and LTIPs
~ proceeds from shares issued 79.30 0.7 11.2 - - 1.9
- value of employees’ services 36 - - - 83 83
Deferred tax on share based payments 12 - - - 4.9 4.9
Dividends paid 13 - - - [254.5] [254.5)
At 1 April 2022 2481 3944 148.4 473.0 1,263.9
Profit for the year - - - 132.2 132.2
Net actuarial losses 27 - - - 1252.2] [252.2]
Deferred tax on net actuarial losses 12 - - - 63.0 63.0
Loss on cash flow hedges - - {2.5) - {2.5)
Deferred tax on losses on cash flow hedges 12 - - 0.6 - 0.4
Amounts on cash flow hedges transferred te the incorme statement " - - 4.9 - 4.9
Deferred tax on transfer to the income statement 12 - - 1.1} - 11.1)
Total comprehensive loss for the year ~ - 1.9 (57.0 95.1]
Share options and LTIPs
- praceeds from shares issued 29,30 1.0 14.3 - - 15.3
- value of employees’ services 36 - - - 9.5 9.5
- own shares purchased - - - 11.8) [1.8)
Deferred tax on share based payments 12 - ~ - 0.1 0.1
Dividends paid 13 - - -~ 1241.3) [261.3)
At 31 March 2023 2491 408.7 150.3 162.5 970.6
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AS AT 31 MARCH 2023

GROUP FINANCIAL STATEMENTS

2023 2022
Note £m £m
Noh-current assets
Goodwill 15 92.7 91.4
a\er intangible assets 16 185.9 179.6
E’;uperty. plant and equipment 17 10,716.9 10,208.4
EQTQhr-of-use assets 14 129.3 129.9
Eestment in joint venture 19 16.5 16.5
Derivative financial instruments 20 82.3 31.2
Ede and other recelvables 21 88.4 921
Retirement benefit surplus 27 5.7 17.5
o 11,317.7 10,766.6
Current assets
Inventory 35.4 32.0
Ede and other receivables 2% 750.9 606.4
a.l_l'rent tax receivable 9.9 6.2
B-t;rivative financial instruments 20 0.5 27.6
Ciash and cash equivalents 22 34.2 115.4
830.9 787.4
Current liabilities
erowings 23 (317.4} (365.2
Trade and other payables 25 [720.4) |655.5}
Provisions for liabilities 28 [62.4) [38.4)
o (1,090.2) [1,059.1)
Net current liabilities (259.3) [271.5]
Total assets less current Liabitities 11,058.4 10,495.1
Non-current liabilities
Errowfngs 23 (6,986.2) [6,365.9)
Derivative financial instruments 24 (11.3] 143.3]
Trade and other payables 25 [1,479.6] [1,334.0]
Eeferred tax 26 [1,293.5) [1,320.6])
Retirement benefit obligations 27 [285.1] [145.5]
avfsfons for liabilities 28 {22.1} [21.91
[10,087.8} [9.231.2]
;l:t assets 970.6 1.263.9
Euity
Called up share capital 29 249.1 2481
aare premium account 30 408.7 394.4
aler reserves 31 150.3 148.4
E;tained earnings 162.5 473.0
Total equity 970.6 1.263.9
Signed on bebalf of the Board who approved the accoynts on 23 May 2023.
Sefelopsh W,l
Christine Hddgson James Bowling '
Chair Chief Financial Officer
Cempany Number 02366419
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CONSOLIDATED CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 MARCH 2023

2023 2022
Note £€m £m
Cash generated from operations 37 753.3 891.7
Tax received 37 6.1 -
Tax paid 37 (10.1) 1.2
Net cash generated from operating activities 749.3 890.5
Cash flows from investing activities
Purchase of subsidiaries net of cash acquired (0.4} -
Purchases of property, plant and equipment (699.71 1610.3]
Purchases of intangible assets (40.0} [36.3)
;r‘oceeds on disposal of property, plant and equipment 12.9 ?.5
Laoans repaid by jaint venture 55 -
Loans advanced to joint venture - (13.0
Interest received 5.5 19
Net cash outflow from investing activities [716.21 [648.2}
Interest paid (205.3) [182.9]
Interest element of ease payments (3.7 (6.0
Dividends paid to shareholders of the parent [261.3) [254.5)
Repayments of barrowings (982.4] (488.9)
Principal elernents of lease payments 113.1) (12.1)
New loans raised 1,351.4 501.0
Issues of shares net of costs 15.3 257.2
Payments for swap terrninations (11.2} .
Proceeds from swap terminations - 5.6
Purchase of own shares (1.8 -
Net cash outflow from financing activities (1124 (178.6]
Net movement in cash and cash equivalents [79.0) 63.7
Net cash and cash equivalents at the beginning of the year 107.7 44.0
Net cash and cash equivalents at the end of the year 28.7 107.7
Cash at bank and in hand 34.2 40.4
Bank overdrafts (5.5) [7.7)
Short term deposits - 75.0
28.7 107.7
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NOTES TO THE GROUP FINANCIAL STATEMENTS

1 Generalinformation
The Severn Trent Group's operations are described in the segmental
analysis in note 5.

Severn Trent Plc is a company incorporated and demiciled in the United
Kingdom. The address of its registered office is shown on the back of
the cover of the Annual Report and Acceunts.

Severn Trent Plc is {isted on the London Stock Exchange.

2 Accounting policies

a) Basis of preparation

The financial staternents for the Group and the parent company have
heen prepared on the going concern basis [see strategic report on
page 83 which sets out the Group’s considerations relating to viability
and going concern] under the historical cost convention, except for the
revaluation of financial instruments including derivatives (refer to
accounting policy notes t and ul, and accounting for the transfer of
assets from customers [refer to accounting palicy note il.

(il Consolidated financial statements

The consolidated financial statemants have heen prepared in
accordance with International Accounting Standards in conformity with
the requirements of the Companies Act 2006 and United Kingdom
adepted International Financial Reporting Standards.

(ii) Parent company financial statements

The parent comnpany financial statements have been prepared in
accordance with United Kingdom Accounting Siandards and comply
with the Companies Act 2006. The Company meets the definition of
a qualifying entity as defined in FRS 100 ‘Application of Financial
Reporting Requirements’, accordingly the Company has elected to
apply FRS 107 'Reduced Disclosure Framework .

Therefore the recegnition and measurement requirements of United
Kingdom adopted International Financial Reporting Standards have
heenapplied, with amendments where necessary in order to comply
with Companies Act 2006 and The Large and Medium-sized Companies
and Groups [Accounts and Reports] Regulations 2008 [S1 2008/410]

as the parent company financial statements are Companies Act 2006
accounts.

As permitted by FRS 101, the parent company has taken advantage of
the disclosure exemptions available under that standard in relation to
statement of cash flows, share based payment, financial instruments,
capital management, presentation of comparative information in
respect of certain assets, standards not yet eftective and related party
transactions. Where required, equivalent disclosures are given in the
consolidated financial statements.,

As permitted by Section 408 of the Companies Act 2004, no profit or
loss account is presented for the parent company. The profit for the
year is disclosed inthe Company statement of comprehensive income,
the Company statement of changes in equity and the Company balance
sheet.

Severn Trent Plc is a partner in Severn Trent Limited Partnership

and Severn Trent 2017 Limited Partnership ['the partnerships’], which
are registered in Scotland. As the partnerships are included in the
consolidated accounts, the parent company has taken advantage of the
exemption conferred by Regulation 7 of The Partnership [Accounts)
Regulations 2008 from the reguirements of Regulations 4 to é.

The key accounting policies for the Group and the parent company
are set out below and have been applied consistently except where
indicated. Where policies are specific to the Group or to the Company
this is set out in the relevant policy.

bl Basis of consolidation

The consolidated financial statements include the results of Severn
Trenl Ple and its subsidiaries and joint ventures. Results are included
from the date of acquisition or incorporation and excluded from the date
of disposal.

Subsidiaries are consolidated where the Group has the power to control
a subsidiary.

Joint venture undertakings are accounted for an an equity basis where
the Group exercised joint controt under a contractuat arrangement.

Non-controlling interests in the net assets of subsidiaries are identified
separately from the Group's equity. Non-controlling interests consist
of the amount of those interests at the date of the original business
combination and the non-controlling interests’ share of changes in
equity since that date.

Transactions between the Company and its subsidiaries have been
eliminated on consolidation and are not included within the Group
financial statements.

Foreign currency denominated assets and liabilities of the Company
and its subsidiary undertakings are translated into the refevant
functional currency at the rates of exchange ruling at the year end.
Any exchange differences so arising are dealt with through the
income statement.

Foreign currency transactions arising during the year are translated
into sterling at the rate of exchange ruling on the date of the
transaction. All gains and losses on exchange arising during the
year are dealt with through the income statement.

c] Revenue recognition
Revenue includes turnover and interest income.

Turnover represents the fair value of consideration receivable,
excluding value added tax, trade discounts and intercampany sales,
inthe ordinary course of business for geods and services provided.

Turnover is not recognised until the service has been provided to the
customer.

Water and waste water revenue is recognised when the service is
previded and includes an estimate of the amount of water and waste
water charges unbilled at the year end. The accrua! is estimated using
a defined methodology based upon a measure of unbilled water
consumed by tariff, which is calculated from histarical billing
information.

Amounts received from developers for diversions activity is recognised
as turnover when the service to divert the infrastructure has been
completed.

Operating services revenue is recognised in line with the delivery of
each performance obligation. Further details of the performance
obligations are detailed in note 6. The expected turnover over the life
of a contract is allocated to each performance obligation based on the
stand-alone selling price of each performance obligation, which is
based on the forecast costs incurred and expected margin for each
obligation. Any changes to the revenue relating to performance
obligations already delivered are recognised in the period in which
they are identified. Differences between amounts recognised as
revenue and amounts billed are recognised as contract assets

or liabilities.

Renewable energy revenue includes sates of electricity and gas and
the related green energy incentives. Revenue from energy sales is
recognised when the electricity or gas is delivered to the national grid.
Green energy incentives are recognised when the Group becomes
entitled to them.

Interest income is accrued on a time basis by reference to the principal
cutstanding and at the effective interest rate applicable.
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2 Accounting policies [continued)

d) Exceptional items

Exceptionalitems are income or expenditure, which individually or in
aggregate, if of a similar type, should, in the opinion of the directors,
be disclosed by virtue of their size or nature if the financial staterments
are to give a true and fair view. In this context, materiality is assessed
at the segment tevel.

¢] Taxation
Current tax payable is based on taxable profit for the year and is

calculated using tax rates that have been enacted or substantively
enacted by the balance sheet date.

Deferred taxation is provided in full on taxahle temporary differences
between the tax bases of assets and liabilities and their carrying
amounts in the financial statements. Deferred taxation is measured
on a non-discounted basis using the tax rates and laws that have been
enacted or substantively enacted by the balance sheet date and are
expected to apply when the related deferred income tax assetis
realised or the deferred tax liability is settled.

Where there is a change in the tax rate enacted or substantively
enacted, deferred tax assets and liabilities in the opening balance sheet
are remeasured at the new rate. The resulting charge/credit to income
staternent and reserves is recognised in the year that the rate change
0CCUrs.

Current and deferred tax are recognised in profit or loss, except where
they relate to itemns that are recognised in other comprehensive income
or directly in equity, in which case, the current and deferred tax are
also recognised in other comprehensive income cr directly in equity,
respectively. Where current tax or deferred tax arises from the initjal
accounting for a business combination, the tax effect is included in the
accounting for the business combination.

Adeferred tax assetis anly recognised te the extent it is probable that
sufficient taxahble profits will be available in the future to utilise it.

Deferred tax assets and liabilities are offset when there is a legally
enforceable right to set off current tax assets against current
tax liabilities,

f]  Goodwill

Goodwill represents the excess of the fair value of purchase
consideration over the fair value of the net assets acquired. Goodwill
arising on acquisition of subsidiaries is included in intangible assets,
whilst goodwill arising on acquisition of assaciates or joint ventures
isincluded ininterests in associates or joint ventures respectively.

if an acquisition gives rise to negative goodwill this is credited directly
to the income statement. Fair value adjustments based on provisional
estimates are amended within one year of the acquisition, if required,
with a corresponding adjustment ta geodwill,

Goodwill and indefinite life intangibles are tested for impairment in
accordance with the palicy set out in note 2 1| below and carried at
cast less accumulated impairment losses. Goodwilt is altocated to
the cash-generating unit that derives benefit from the goadwill far
impairment testing purposes.

Where goodwill forms part of a cash-generating unit and all or part
of that unit is disposed of, the associated goodwill is included in the
carrying amount of that operation when determining the gain or loss
on dispasat of the operation.
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g] Otherintangible non-current assets

Intangible assets acquired separately, or internally generated where
a separate resource that is controlled by the Group is created, are
capitalised at cost. Fallowing initial recognition, finite life intangible
assets are amortised on a straight-line basis aver their estimated
useful economic lives as follows:

Years
Software 3-10
Otherintangible assets 15-25

Amortisation charged on intangible assets is taken to the income
statement through operating costs.

Finite life intangible assets are reviewed for impairment where
indicators of impairment exist [see 2 1),

Intangible assets with indefinite useful lives are carried at cost
less accumulated impairment tosses, Such assets are reviewed for
impairment at least annually and where indications of impairment exist.

Development expenditure is capitalised as an intangible asset and
written off over its expected useful economic life where the following
criteria are met;

— itis technically feasible to create and make the asset available for use
or sale;

there are adequate resources available to complete the development
and to use or sell the asset;

there is the intention and ability to use or sell the asset;

it is probable that the asset created will generate future economic
benefits; and

the development costs can be measured reliably.
Research expenditure is expensed when it is incurred.

h] Pre-contract costs

incremental costs incurred in obtaining centracts with customers are
recognised as a prepayment and written off to the income statement
over the life of the contract where it is expected that the costs will be
recovered.

All ather costs of obtaining contracts are written off to the income
statement as incurred.

i) Property, plant and equipment

Property, plant and eguiprment is held at cost {or at deemed cost

for infrastructure assets on transition to IFRS] less accumulated
depreciation and impairment. Expenditure on development projects is
capitalised and depreciated over the expected useful life of those
assets.

The costs of like-for-like replacernent of infrastructure components
are recognised in the income statement as they arise. Expenditure
which results in enhancements to the operating capability of the
infrastructure networks is capitalised.

Whereitems of property, plant and egquipment are transferred to

the Group from customers or developers, the fair vatue of the asset
transferred is recognised in the balance sheet, Fair value is determined
based on estimated depreciated replacement cost. The transferis
considered to be linked to the provision of ongoing services therefore
the corresponding credit is recorded in deferred incorne and released
to turnover over the expected useful lives of the related assets. Further
details regarding the judgment applied is detailed in note 4.

Where assets take a substantial period to get ready for their intended
use, the borrowing costs directly attributable te the acquisition,
construction or production of these assets are added to their cast.



2 Accounting policies [continued)

il Property, plant and equipment (continued)

Property, plant and equipment is depreciated, using the straight-line
method, to its estimated residual value over its estimated useful life,
with the exception of freehold land, which is not depreciated. Assets in
the course of construction are not depreciated until commissioned.

The estimated useful lives are:

Years
infrastructure assets
Impounding reservoirs 250
Raw water agueducts 250
Mains 80-150
Sewers 150-200
Other assets
Buildings 30-80
Fixed plant and equipment 20-40
Vehicles and mobile plant 2-15

j)  Leased assets

Where the Greup enters a contract that contains a lease, it recognises
a right-of-use asset and a lease liability. The right-of-use assetis
measured at cost, which includes: the amount of the initial
measurement of the lease liability (see below!; any lease payments
made at or before the commencement date less any lease incentives
received: any initial direct casts incurred by the Group; and an estimate
of any remediation or similar costs required by the lease contract.

At the commencement date, the lease liability is measured at the
present value of the future lease payments discounted using the
interest rate implicit in the lease or, if that cannot be readily
determined, the Group's incremental borrowing rate. Lease liabilities
are included in borrowings.

Lease payments are treated as consisting of a capital element and a
finance charge; the capital element reduces the lease tiability and the
finance charge is written off to the income statement at a constant
rate over the period of the lease in proportion to the capital amount
outstanding. Depreciation of the right-of-use asset is charged over
the shorter of the estimated useful life and the lease period unless
ownership is expected to transfer to the Group at the end of the lease,
in which case the right-of-use asset is depreciated to the end of the
useful life of the underlying asset.

Extension and termination options are included in a number of property
and equipment leases across the Group. These terms are used to
maximise operational flexibility in managing contracts.

Most extension and termination ogtions held are exercisable only by
the Group and not by the respective lessor. {n determining the lease
term, the Group considers all facts and circumstances that create an
economic incentive te exercise an extension ogtion, or not exercise
atermination option. Extensien options [or periods after termination
options] are anly included in the lease term if the lease is reasonably
certain to be extended {or not terminated). The assessment is reviewed
it a significant event or a significant change in circumstances occurs
which affects this assessment and is within the control of the Group.

Where the lease term is less than one year or the underlying asset is
low value, the Greup does not recognise a right-of-use asset or lease
liability. Payments under such leases are charged to operating costs.

GROUP FINANCIAL STATEMENTS

k] Grants and contributions

Grants and contributions received in respect ot non-current assets,
including certain charges made far new connections to the water and
sewerage networks, are treated as deferred income and released to
turnover over the useful economic life of those non-current assets.

Grants and contributions which are given in compensation for expenses
incurred with no future related costs are recognised in turnover inthe
period that they become receivable.

J Impairment of non-current assets

If the recoverable amount of goodwill, anitem of property, plant and
equipment, or any cther nen-current asset is estimated to be less than
its carrying amount, the carrying armount of the asset is reduced to its
recoverable amount. Where the asset does not generate cash flows that
are independent from other assets, the Group estimates the
recoverable amount of the cash-generating unit to which the asset
belongs. Recoverable amount is the higher of fair value less costs to
sell or estimated value in use at the date the impairment review is
undertaken. Fair value less costs to sell represents the amount
obtainable from the sale of the asset in an arm’s length transaction
between knowledgeable and willing third parties, less costs of dispasal.
Value in use represents the present value of future cash flows expected
to be derived from a cash-generating unit, discounted using a pre-tax
discount rate that reflects current market assessments of the cost of
capital of the cash-generating unit cr asset.

The discount rate used is based on the Group's cost of capital adjusted
far the risk profiles of individual businesses. For regulated businesses
we use the WACC fram Ofwat’s latest price review adjusted for market
changes since this date where apprepriate.

Goodwill is tested for impairment annually. Impairment reviews are
also carried out if there is an indication that an impairment may have
occurred, or, where otherwise required, to ensure that non-current
assets are not carried above their estimated recoverable amounts.

Impairment losses are reccgnised in the income statement.

m] Parent company investments

The parent company recognises investments in subsidiary undertakings
at historical cost. Impairment losses are recognised in line with the
policy set out in Ul above.

n] Inventory

inventories are stated at the lower of cost and net realisable value.
For properties held for resale, the cost includes the cost of acquiring
and developing the sites.

Net realisable vatue is the estimated selling price less all estimated
costs of completion and costs to be incurred in selling and distribution.

ol Loans receivable

{ nans receivable are measured at fair value on initial recognition, less
issue fee income received where the fee is integral to the yield on the
loan_ All toan receivables are held for collection of contractual cash
flows, which represent solely payments of principal and interest. After
initial recognition, loans receivable are subsequently measured at
amortised cost using the effective interest rate method whereby
interest and issue fee inceme are credited to the income statement
and added to the carrying value of loans receivable at a constant rate
in propartion te the lean amount cutstanding.

The Group recognises a loss allowance for expected credit losses [ECL)
on its loans receivable from jaint ventures. The amount of expected
credit losses is updated at each reporting date to reflect changes in
credit risk since initial recognition.

The Group recognises lifetime ECL when there has been a significant
increase in credit risk since initial recognition. If the credit risk has

not increased significantly since initial recognition, the Group measures
the loss allowance at an amount equat to the 12 month ECL.
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NOTES TO THE GROUP FINANCIAL STATEMENTS CONTINUED

2 Accounting policies (continued)

o]l Loans receivable (continued]

Lifetime ECL represents the expected credit losses that will result
from all possible default events over the expected life of the loans.
In contrast, 12 month ECL represents the portion of lifetime ECL that
is expectad to result from default events that are possible within

12 months after the reporting date.

Significant increase in credit risk

In assessing whether the credit risk has increased significantly since
initial recognition, the Group compares the risk of defautt over the
remaining life of the asset at the reporting date with the risk of default
for the same period at initial recognition. in making this assessment,
the Group considers both quantitative and qualitative infermation about
the risk of default that js reasonable and supportable, including
forward-looking information that is available. This includes assessment
of a deterioration in: actual or expected business; financial or economic
conditions of the borrower; actual or expected operating results, cash
flows and financial position of the borrower; and the regulatary,
economic, or technological environment faced by the borrower.

Irrespective cof the outcome of the above assessment, the Group
presumes that the credit risk on a financial asset has increased
significantly since initial recognition when contractual payments
are more than 30 days past due, unless the Group has reasonable
and supportable information that demonstrates otherwise.

Definition of default

The Group considers that a default has taken place where information
developed internally indicates that the berrower is unlikely to pay its
creditors, including the Group, in futl.

Irrespective of the above analysis, the Group considers that default has
occurred when a loan receivabie is more than 90 days past due unless

the Group has reasonable and supportable information to demonstrate
that a more lagging default criterion is more appropriate.

p) Trade receivables and accrued income

Trade receivables and accrued income are measured at fair value on
initial recognition, and subsequently measured at amortised cost using
the effective interest rate method, less loss allowance. If there is
objective evidence that the asset is impaired, it /s written down to its
recoverable amount and the irrecoverable amount is recognised as

an expense in operating costs.

The Group applies the simplified approach permitted by [FRS 9 for
estimating expected credit losses on trade and other receivables.

For trade receivables that are assessed not to be impaired individually,
expected credit logsses are estimated based on the Group's histerical
experience of trade receivable write-offs and reasonable, supportable
forward-looking information which is available without undue cost

or effort.

gl Retirement benefits

(il Defined benefit schemes

The difference between the value of defined benefit pension scheme
assets and defined benefit pension scheme liabilities is recorded on
the balance sheet as a retirement benefit asset or abligation.

Defined benefit pension scheme assets are measured at fair value
using bid price for assets with quoted prices. For scheme assets with
no quoted price, the fair value is derived by using quotations from
independent third parties or by using applicable valuation techniques
atthe end of each reperting period. Defined benefit pension scheme
liabilities are measured at the balance sheet date by an independent
actuary using the projected unit methed and discounted at the current
rate of return on high-quality corporate bonds of equivalent term and
currency to the liability.

Service cost, representing the cost of employee service in the year, is
included in aperating costs. Net finance cost is calculated by applying
the discount rate used for the scheme liahilities to the net abligation.
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Changes in the retirement benefit obligation that arise from:

- differences between the return on scheme assets and interest
incomne included in the income statement;

- actuarial gains and losses from experience adjustments; and
- changes indemographic or financial assumptions,

are classified as remeasurements, charged or credited to other
comprehensive income and recorded in the statement of
comprehensive income in the period in which they arise.

Thereis no contractual agreernent, or stated policy, for charging the net
defined benefit cost to participating Group companies. Therefere, the
parent recognises a charge in the income statement which is equal to
the contributions payable in the year. The net defined benefit cost for
these schemes is recognised by the sponsoring employers, Severn
Trent Water Limited and Hafren Dyfrdwy Cyfyngedig.

(ii) Defined contribution schemes
Contributions te defined contribution pension schemes are charged to
the income statement in the period in which they fall due.

rl  Provisions
Provisions are recognised where:

- there is a present obligation as a result of a past event;

- itis prabable that there will be an outflow of economic benefits to
settle this abligation; and

- areliable estimate of this amount can be made.

Insurance provisions are recognised for claims notified and for claims
incurred but which have not yet been notified, based on advice from
the Group’s independent insurance advisers,

Provisions are discounted to present value using a pre-tax discount
rate that reflects the risks specific to the liability where the effect
is material.

s] Purchase of own shares

Where market purchases of Severn Trent ordinary shares are made
through an abligating contract, a liability for the present value of the
redemption amount is recognised and charged to retained earnings.
Payments fer the purchase of shares are charged to the liability
when made.

Shares held by the Severn Trent Employee Share Ownership Trust that
have not vested unconditionally by the balance sheet date are deducted
from shareholders’ funds until such time as they vest.

t]  Borrowings

The accounting policy for borrowings that are the hedged item in a fair
value hedge is set outin note 2 u) and the accounting policy for lease
liabilities is set out in note 2 j}.

All other borrowings are initially recognised at fair value less issue
costs. After initial recognition, borrowings are subsequently measured
at amortised cost using the effective interest rate method whereby
interest and issue costs are charged to the income staterment and
added to the carrying value of borrowings at a constant rate in
proportion to the capital amount outstanding.

Index-linked debt is adjusted for changes in the relevant inflation
index and changes invalue are charged to finance costsin the
income statement.

Borrewings dengminated in foreign currency are transtated to sterling
at the spot rate on the balance sheet date. Exchange gains or losses
resulting from this are credited or charged to gains/losses on financial
instruments in the income statement.



2 Accounting policies {continued)

ul Derivative financial instruments

Derivative financial instruments are stated at fairvalue, including
accrued interest. Fair value is determined using the methodology
described in note 34 al. The accounting policy for changes in fair
value depends on whether the derivative is designated as a hedging
instrument. The various accounting policies are described below.

Interest receivable or payable in respect of derivative financiat
instrurmnents is included in finAnre incamg or costs [ Ui
mncome statement.

Derivatives not designated as hedging instruments

Gains or losses arising an remeasurement of derivative financial
instruments that are not designated as hedging instruments are
recognised in gains/losses on financial instruments in the
incomne statement,

Derivatives designated as hedging instruments

The Group uses derivative financial instruments such ag cross rurrency
cwaps, forward currency contracts, energy swaps and interest rate
swaps to hedge its risks associated with fareign currency, interest rate
and energy price fluctuations.

At the inception of each hedge relationship, the Group documents:

- the economic relationship between the hedging instrument and the
hedged item;

- its risk management objectives and strategy for undertaking the
hedge transacticon; and

- whether changes in fair value or the cash flows of the hedging
instrument are expected to offset changes in fair values or cash flows
{as appropriatel of the hedged item.

Hedge accounting is discontinued when the hedging instrument
expires, is sold, terminated or exercised, or no longer qualifies for
hedge accounting.

Fair value hedges

Where a loan or borrowing is in a fair value hedging relationship it is
remeasured for changes in fair value of the hedged risk at the balance
sheet date, with gains or losses heing recognised in gains/losses on
financial instruments in the incame statement. The gain or loss an the
corresponding hedging instrument is also taken to gains/losses on
financial instruments in the income staternent so that the effective
portion of the hedge will offset the gain or loss on the hedged item.

If hedge accounting is discentinued, the fair value adjustment arising
from the hedged risk ¢n the hedged item is amortised to the income
statement over the anticipated remaining life of the hedged item.

Cash flow hedges

The portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge is recognised in equity and the
ineffective partion is charged to gains/losses on financial instruments
in the income statement. When the gain or loss frem the hedged
underlying transaction is recognised in the income statement, the
gains or losses on the hedging instrument that have previously bean
recognised in equity are recycled through gains/losses on financial
instruments in the income statement.

If hedge acceunting is discontinued, any cumulative gainor loss on the
hedging instrument previously recognised in equity is held in equity
until the forecast transaction cccurs, or transferred to gains/losses
on financial instruments in the income statement if the forecast
transaction is no longer expected to occur. From this point the
derivative is accounted for in the same way as derivatives not
designated as hedging instruments. If the hedging instrument is
terminated, the gains and lesses previeusly recognised in equity

are held in equity until either the forecast transaction occurs or

the farecast transaction is no longer expected to occur.
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Embedded derivatives

Where a contract includes terms that cause some of its cash flows to
vary in a similar way to a derivative financial instrument, that part of the
contractis considered to be an embedded derivative.

Embedded derivatives are separated from the contract and measured
at fair value with gains and losses taken to the income statement if the
hast contract is not an asset within the scope of IFRS % and:

- the risks and characteristics of the embedded derivative are ant
closcly relaled W Lthose of the contract;

- aseparate instrument with the same terms as the embedded
derivative would meet the definition of a derivative; and

- the contract is not carried at fair value with gains and losses reported
in the income statement,

In all other cases embedded derivatives are accounted for in line with
the accounting policy for the contract as a whole.

vl Share based payment

The Group operates a number of equity settled share based
compensation plans for employees, The fair value of the employee
services received In exchange for the grant is recognised as an expense
over the vesting peried of the grant.

The fair vaive of employee services is determined by reference to the
fair value of the awards granted, calculated using an appropriate pricing
model, excluding the impact of any non-market vesting conditions.

The number of awards that are expected to vest takes into account
non-market vesting conditions including, where appropriate, continuing
employment by the Group. The charge is adjusted to reflect shares that
do not vest as a result of failing to meet a non-market condition.

Share based compensation plans are satisfied in shares of the parent
company. Where the fair value of the awards is not recharged to
participating Group companies, the parent company records the fair
value of the awards as an increase inits investment in the subsidiary.
The investment is adjusted to reflect shares that do not vest as a result
of failing to meet @ non-market based condition.

w} Cash flow statement

For the cash flow statement, cash and cash equivalents include highly
liquid investments that are readily convertible to known amounts of
cash and which are subject to an insignificant risk of change in value.
Such investments are normally those with less than three months
maturity from the date of acquisition and include cash and bank
balances and investments in tiguid funds.

Net cash and cash equivalents include overdrafts repayable on demand
and amounts drawn under the Group's revolving credit facility.

Interest paid in the cash flow statement includes amounts charged to
the income statement and amounts included in the cost of property,
plant and equipment.
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2 Accounting policies {continued]

x] Business combinations

Acauisitions of subsidiaries and businesses are accounted for using
the acquisition method. The consideration transferred in a business
combination is measured at fair value. The identifiable assets acquired
and the Liabilities assumed are recognised at their fair value at the
acquisition date except that:

- deferred tax assets or liabilities and retirement benefit assets or
obligations are recognised and measured in accordance with the
policies set out unser notes 2 e} and 2 g} above; and

- assels or disposal groups that are classified as held for sale are
measured in accordance with the policy set out below.

Where an asset or group of assets (a disposal group) is available for
immediate sale and the sale is highly probable and expected to cccur
within one year, then the disposal group is classified as held for sale.
The dispesal group is measured at the lower of the carrying amount
and the fair value less costs to sell. Depreciation is not charged on
such assets.

Where the initial accounting for a business combination is incomplete
at the end of the reporting period, the Group reports provisional
amounts and finalises these within one year of the acquisition date
[the ‘measurement period |,

Contingent consideration is measured at fair value at the
acguisition date.

Ouring the reasurement peried, changes in provisional fair values
of assets and Liabilities acquired, or of contingent consideration,

are recognised as adjustments to goodwill or bargain purchase gain.
Cutside the measurement period, changes in fair value of contingent
consideration that is not classified as equity are recognised in profit
or (oss.

3 New accounting policies and future requirements
Atthe balance sheet date, no Standards or Interpretations were in
issue but not yet effective that are expected to have a material impact
on the Group's financial position.
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4 Critical accounting judgments and key sources of
estimation uncertainty
in the process of applying the Group’s accounting policies, the Group is
required to rmake certain judgments, estimates and assumptions that it
believes are reasonable based on the information available. Although
these estimates are based on management’s best knowledge of the
amount, event or actions, actual results may ultimately differ from
those estimates.

al Critical accounting judgments

(il Classification of costs between operating expenditure and
capital expenditure
Severn Trent Water's business invalves significant constructionand
engineering projects. Assessing the classification of costs incurred on
such projects between capital expenditure and operating expenditure
requires judgments to be rnade. The judgments are made based on
objective criteria that the Group has developed to facilitate the
censistent application of its accounting policies. The costs of like-for-
\ike replacement of infrastructure components are recognised in the
income statement as they arise. Total infrastructure renewal
expenditure during the year was £238.4 million [2022: £198,2 millicn].
Expenditure which results in quality or capacity enhancements to the
operating capability of the infrastructure networks is capitalised and
armounted to €898.9 riltion [2022: £714.3 million}.

(iil Income from connections to the water and waste

water networks
The Group receives incame from developers and domestic customers
for new connections to the water and waste water networks eitherin
the form of infrastructure assets or cash. The more significant
examples of these transactions are:

- Developers transfer te the Group infrastructure assets that
they have installed in a new development. Usually there is no
monetary consideration exchanged when the Group adopts assets
i1 this manner.

-~ When new properties are connected to the network, the Groupiis
permitted, under the Water Industry Act, to obtain a contribution from
the developer towards the cost of reinforcing its network to meet
the additional demands arising from the new cannections. These
are referred to as Infrastructure charges. The charges are a
standard amount per property and are not linked to specific
reinforcement expenditure.

When develapers require properties to be cannected to the
Group’s network, the Group installs a meter and connection to each
praperty but retains ownership of the assets and responsibility for
their maintenance.

Assessing whether this income is receivad In relation to the provision
of the connection te the Group's infrastructure networks oris to
facilitate the ongoing provision of water and waste water services to
the preperties in question requires judgment about the nature of the
ongoing relationship between the Group and the customer. During the
period the Group received infrastructure assets with a fair vatue of
€105.0 mitlion [2022: £69.0 miliionl, infrastructure charges amounting
to £21.8 million (2022: £25.0 million] and other charges relating to

the provision of infrastructure ameunting to £20.2 million

(2022: £17.0 million).

The Group considers that the purpose of these transactions is to
facilitate the ongoing provision of water and waste water services {o the
properties in question and they are inextricably linked to that ongoing
service. There is a transferable right to receive an ongoing water and
waste water service that passes from customer te customer when the
property is bought and sold during the life of the praoperty and, without
the ongoing water and waste water service, the transactions have no
value. Therefore, in line with our accounting policies the amounts
received are held on the balance sheet and released to turnoverin

the income statement aver the Life of the related assets.



4  Critical accounting judgments and key sources of
estimation uncertainty [continued)

al Critical accounting judgments [continued)

(iii] Climate change

The Group continues to develop its assessment of the impact that
climate change may have on the amounts recognised in the financial
staternents. The natural environment in which the Group operates is
continually changing, and the expected impact on the Group from
climate change is set out within the ‘Our approach to climate change’
section of the Strategic Report'on page 39.

We have considered the impact of the climate change related risks
to which the Group is exposed in the preparation of these financial
statements. The risks are long term in nature, and whilst they will
provide a need for investment in the future, we conclude that there
1s no material impact on the carrying amount of assets or liabilities
recognised in the financial statements, nar do they lead to any
additional key sources of estimation or judgment.

bl Sources of estimation uncertainty

(il Depreciation and carrying amounts of property, plant

and equipment
Calculating the depreciation charge and hence the carrying value for
property. plant and equipment reguires estimates te be made of the
useful lives of the assets. The estimates are based on engineering data
and the Group's experience of similar assets. Details are set outin note
2il. The average useful Life of property, plant and equipment by asset
category is detailed as follows:

Average

usaful

economic life

[years]

Land and buildings 421
Infrastructure assets 135.2
Fixed plant and eguipment 243
Maveable plant 1.4

The impact on the annual depreciation expense of a 10 per cent increase
and decrease in useful economic life [UEL) of property, plant and
equipment by asset category is detailed as follows:

10 per cent 10 per cent

increase in decrease in

UEL UEL

Impact on annual depreciation (Em) Em £m
Land and buildings (9.3) 113
Infrastructure assets 9.1 5.1
Fixed plant and eguipment [20.5) 25.0
Maveable plant (0.8) 0.8

(i} Retirement benefit obligations

Determining the amount of the Group's retirement benefit obligations
and the net costs of providing such benefits requires assumptions to be
made concerning long-term interest rates, inflation and longevity of
current and future pensioners. Changes in these assumptions could
significantly impact the amount of the ehligations or the cost of
providing such benefits. The Group makes assumptions concerning
thase matters with the assistance of advice from independent qualified
actuaries. Details of the assumptions made and associated sensitivities
are set out in note 28 to the financial statements.
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(iii] Expected credit losses on trade receivables

Expected credit losses for trade receivables are based on the historical
credit losses experienced over the last nine years and reascnable
farecasts of the future impact of external ecanomic facters an the
Group's collection of trade receivables. A number of economic factors
such as high inflation, rising interest rates and reduction of Government
support for domestic energy bills might impact household disposable
income and therefore the expected credit losses en trade receivables.

The gross carrying amounts and expected credit loss allowances far
trade receivables and accrued income were as follows:

2023 2022
£m €m
Gross carrying amount T4L6.7 630.9
Provision for bad and douktful debts (135.1) (135.0)
Net carrying amount 611.6 4959
Movements in the expected credit loss allowance are as follows:
2023 2022
£m £m
At 1 April 135.0 137.1
Charge for bad and doubtful debits 24.5 24.6
Amounts written off during the period (24.4) (26.7]
At 31 March 1351 135.0

The average expected credit loss for the outstanding trade receivables
and accrued incoeme was 2.25% at 31 March 2023. A change of 10bps in
the expected credit loss would increase the charge and provision for
bad and doubtful debts by £10.3 million.

5 Segmental analysis

a] Background
The Group is organised into two main business segments:

Regulated Water and Waste Water includes the activities of Severn
Trent Water Limited, except hydro-electric generation and property
sates, and Hafren Dyfrdwy Cyfyngedig.

Business Services includes the Group’s Operating Services businesses,
the Green Power business including Severn Trent Water's hydro-
electric generation, the Property Development business and our ather
non-regulated businesses including affinity products and searches.

The Severn Trent Executive Committee [STEC'] is the Group's chief
operating decision maker. The reports provided to STEC include
segmental information prepared on the basis described above.

Results from interests in our joint venture are not included in the
segmental reports reviewed by STEC.

Goodwill is allocated and monitored at the segment level.

Transactions between reportable segments are included within
segmental results, assets and liabilities in accordance with Group
accounting policies. These are eliminated on consolidation.

The measure of profit or loss that is reported to STEC for the segments
is PBIT. A segmental analysis of turnover and PBIT is presented below.
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5 Segmental analysis [continued]

b] Segmentat results
The following table shows the segmental turnover and PBIT:

2023 2022
Regulated Regulated
Water and Business Water and Business
Waste Water Services Waste Water Services
£m £Em £m £m
External turnover 1,995.0 170.1 1,803.9 139.4
Inter-segment turnover 0.4 7.0 0.5 4.7
Total turnover 1,.995.4 1771 1,804.4 143.4
Prafit befare interest and tax 467.5 49.2 4763 364
Profit before interest and tax is stated after:
2023 2022
Regulated Regulated
Water and Business Water and Business
Waste Water Services Waste Water Services
£m £m Em Em
Depreciation of praperty, plant and equipment 367.6 121 350.4 111
Depreciation of right-of-use assets 2.2 1.7 1.0 28
Amortisation of intangible agsets 30.8 28 33.4 29
[Profit}/loss on disposal of fixed assets (0.2 {2.01 25 {7.9)
The reportable segments’ turnaver is reconciled to Group turnover as follows:
2023 2022
£m £m
Regulated Water and Waste Water 1,995.4 18044
Business Services 1771 143.6
Corporate and other 1.4 11
Consolidation adjustments {8.5) [5.8)
2,165.1 1.943.3

Included in the revenues of Regulated Water and Waste Water of £1,995.4 million (2022: £1,804.4 million] is £259.5 mitlion [2022: £259 .8 millien]
which arose from sales to Water Plus Group. No other single customer contributed 10% or more to the Group's revenue for either 2023 or 2022.

Segmental PBIT is reconciled to the Group’s profit before tax as follows:

2023 2022

£m £m

Regulated Water and Waste Water 467.5 4763
Business Services 49.2 364
Corporate and other [8.0) 16.9)
Consolidation adjustments 0.1 0.4
PBIT 508.8 506.2
Net finance costs (362.8] [269.4)
Reduction in expected credit loss on loan receivahle - 6.2
Net gains on financial instruments 21.7 393
Share of net gain/(loss] of joint ventures accounted for using the equity method - 2.2}
FProfit on ordinary activities before taxation 167.9 2741

The Group's treasury and tax affairs are managed centrally by the Group Treasury and Tax departments. Finance costs are managed on a Group
basis and hence interest income and costs are not reported at the segmental tevel. Tax is not reported to STEC on a segmental basis.
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5 Segmental analysis (continued)
¢l Scgmental capital employed
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Separate segmental analyses of assets and liabilities are not reviewed by STEC. The balance sheet measure reviewed by STEC on a segmentat

basis is capital employed.

2023 2022

Regulated Regulated
Water and Business Water and Business
Waste Water Services Waste Water Services
£m £m Em £m
Operating assets 11,498.4 34%.5 10.869.7 337.4
Goodwil| 43.5 30.5 63.5 29.2
Segment assets 11,5619 380.0 10,933.2 366.6
Segment operating liabilities {2,507.4) 33.3) (2,158.8) [29.6]
Capital employed 9,054.5 346.7 8,774.4 337.0

Operating assets comprise ather intangible assets, property, plant and eyuipment, right-of-use assets, retirement benefit surpluses, inventory

and trade and other receivables.

Operating liabilities comprise trade and other payables, retirement benefit obligations and provisions.

The reportable segments’ assets are recanciled to the Group's total assets as follows:

2023 2022
£m £m
Segment assets
Regulated Water and Waste Water 11,5619 10,933.2
Business Services 380.0 366.6
Corporate and other 53 4.5
Other financial assets 117.0 174.2
Investment in joint venture 16.5 16.5
Loan receivable from joint venture 75.3 79.6
Current tax receivable 9.9 6.2
Consolidatien adjustments (17.3] 126 4]
Total assets 12,148.6 11,554.2
The consolidation adjustments comprise elimination of intra-group debtors and unrealised profits on fixed assets.
The reportable segments’ liabilities are reconciled to the Group's total liabilities as follows:
2023 2022
£m Em
Segment liabilities
Regulated Water and Waste Water (2,507.4) [2,158.8)
Business Services (33.3) (29.6)
Corporate and other (47.4) {38.2)
Other financial Liabilities (7,314.9] [6,774.2)
Deferred tax {1,293.5) [1,320.8)
Consolidation adjustments 18.5 31.1

Total liabilities

{11,178.0) [10,2%0.3)

The consatidation adjustments comprise elimination of intra-group creditors.
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5 Segmental analysis (continued)

¢) Segmental capital employed [continued)
The fallowing table shows the additions to ather intangible assets, property, plant and equipment and right-of-use assets:

20623 2022
Regulated Regulated
Water and Business Water and Business
Waste Water Services Waste Water Services
£m £m £m £m
Other intangible assets 39.5 0.5 35.9 04
Property, plant and equipment 885.5 14.3 694.3 20.0
Right-of-use assets 3.0 - 2.7 15
d] Geographical areas
All of the Group's sales were derived from the UK in 2023 and 2022,
6 Revenue from contracts with customers
Revenue recagnised from contracts with customers is analysed by type of revenue and by business segment below:
Regulated
Water and Business Corporate Cansolidation
Waste Water Services and other  adjustments Group
Year ended 31 March 2023 £m £m £m £m £m
Water and waste water services 19329 ~ - [0.4) 1,932.5
Operating services - 84.7 - - B84.7
Renewable energy 57.2 78.6 - 7.0 128.8
Other sales 5.3 138 1.1 (1.1] 19.1
1,995.4 177.1 1.1 {8.5] 2,165.1
Regulated
Water and Business Corporate Consolidation
Waste Water Services and other  adjustments Group
Year ended 31 March 2022 £Em £m £m £€m £m
Water and waste water services 1,767.5 - - [0.5] 1,767.0
Operating services - T4 - - 744
Renewable energy 328 55.5 - [4.2) 84.1
Other sales I 13.7 1.1 (.13 17.8
1,804.4 143.6 11 5.8 19433

Revenue from water and waste water services provided to custorners with meters is recognised when the service is provided and is measured
based on actual meter readings and estimated consumption for the period between the last meter reading and the year end. For customers who
are not metered, the performance obligation is to stand ready to provide water and waste water services throughout the period. Such customers
are charged an an annual basis, coterminous with the financial year and revenue is recognised on a straight-line basis over the financial year.

Deferred income arising from connections te the Group's water and waste water networks represents a contract liability and is recognisedin line
with the Group's accounting policy set out in note 2 and the judgment described in note 4. Changes in the Group’s contract liabilities from deferred

inceme in relation to cennections were as follows:

2023 2022

£m £m

At 1 April 1,353.4 1.259.1
Contributions and grants recejved 40.2 428
Assets transferred at no cost 105.0 67.0
Amounts released to income statement (16.4) (17.5)
At 31 March 1,482.2 13534

Revenue amounting to £16.4 million [2022: £17.5 million] that was included in the opening balance of the contract liability was recognised in the
income statement during the year. No revenue was recognised in the year from performance obligations relating to connections to the Group's

water and waste water networks that were satisfied or partially satisfied in previous years [2022: nill

Payments for infrastructure charges and other charges relating to connection to the networks occur when the connections are made. The

performance obligations, including provision of an ongoing water and waste water service, are provided over the life of the relevant property.
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& Revenue from contracts with customers [continued)
Revenue from the remaining perfarmance obligations is expected to be recognised as follows:

2023 2022
£m £m
In the next year 16.2 29.5
Between one and five years 64.8 118.0
After more than five years 1.401.2 1,205.9
1,482.2 1,353.4
Payments received from custormers in advance of the service period regresents a contract liability. Changes in the Group's contract liabilities from
payments received in advance were as follows:
2023 2022
£m Erm
Contract Liability at 1 April 144.8 132.5
Revenue recognised [1,394.9] [1,291.1]
Cash received 1,396.6 1.303.4
Contract liability at 31 March 146.5 144.8
The Operating Services business includes a material 25-year contract with multiple performance obligations. Under this contract with the
Ministry of Defence ['MoD’], the Group bills the customer based on an inflation-linked volumetric tariff and invoices are payable on normal
commercial terms. The performance obligations, which are satisfied as the services are perfermed, are:
- operating and maintaining the customer’s infrastructure assets;
- upgrading the customer’s infrastructure assets;
- administrating the services received from statutory water and sewerage undertakers; and
- administrating billing services of the customer's cormnmercial and Non Base Dependent customers.
Revenue has been allocated to each performance obligation based on the stand-alone selling price of each performance obligation, which is based

on the forecast costs incurred and expected margin for each obligation. Changes to projected margins are adjusted on a cumulative basis in the

period that they are identified.

Other than the provision of water and waste water services, there is no direct correlation between the satisfaction of the performance obligations
and the timing of billing and customer payments. The estimated transaction price for the contract is derived from estimates of the customer’s

cansumption at the contract tariff rate, adjusted for inflation. This estimate is updated on an annual basis. The estimated transaction price
increased from 31 March 2022 as a result of increased inflation and consumption. At 31 March 2023 the aggregate amount of the estimated

has

transaction price allocated to performance obligations that were not satisfied was £372.5 million [2022: £396.3 million]. This amount is expected

to be recognised as revenue as follows:

2023 2022

£m £m

Inthe next year 52.1 49.0
Between one and five years 2123 197.4
After more than five years 108.1 149.9
3725 3963

The assumptions and oiher sources of estimation uncertainty in relation to this contract do not present a significant risk of a material adjustment to the
carrying amounts of assets and liabilities in the next financial year and therefore are not included as a source of estimation uncertainty in note 4 b).

Revenue recegnised in excess of amounts billed is recorded as a contract asset and amounts billed in excess of revenue recognised are recorded

as contract liabilities. Changes in contract assets in the year were as follows:

2023 2022

£m £€m

Contract asset at 1 April 39.9 38.2

Amaunts billed [52.6] 149.9}

Revenue recognised 57.0 51.6

Contract asset at 31 March 44.3 39.9
No contract Liabilities arose from the Group’s Operating Services contract with the MoD.
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7 Netoperating costs

2023 2022
£m £m
Wages and salaries 315.1 299.1
Social security costs 35.3 30.9
Pension costs 22.4 282
Share based payments .5 8.3
Total employee costs 382.3 366.5
Power 198.3 1109
Raw materials and consumables 115.2 81.3
Rates 84.4 843
Charge for bad and doubtful debts 24.5 246
Services charges 41.6 365
Depreciation of tangible fixed assets 379.7 361.5
Depreciation of right-of-use asseis 39 38
Amartisation of intangible fixed assets 3.7 383
Hired and contracted services 291.46 256.9
Rental charges
- land and buildings 0.3 0.1
~ other - - 0.5
Hire of plant and machinery 9.1 ?.3
Profit on dispesal of tangible fixed assets (2.2) (5.4)
Exchange fgains)/losses (0.8} 05
infrastructure maintenance expenditure 238.4 198.2
Ofwat licence fees 5.5 4.9
Other operating costs 7.a 43.3
Gther operating income (3.1 (3.3)
1,873.7 1,630.7
Own work capitalised 1217.4) {188.3)
1,656.3 14424
During the year the fallowing fees were charged by the auditor:
2023 2022
£m E€m
Fees payable to the Company’s auditor for:
- the audit of the Company's annual accounts 0.3 0.3
- the audit of the Company’s subsidiary accounts a.7 0.6
Total audit fees 1.0 0.9
Fees payable to the Company’s auditor and its associates for other services to the Group:
- audit related assurance services 0.2 0.2
- ather assurance services 6.1 0.1
Total non-audit fees 0.3 0.3

Other assurance services include certain agreed upon procedures performed by Deloitte in connection with financing documents.

Details of the Group policy on the use of the auditor for non-audit services and how auditor independence and objectivity are safequarded are set

outin the Audit and Risk Committee report on pages 127 and 134, No services were provided pursuant to contingent fee arrangements.

Details of directors’ remuneration are set out in the Directors’ Remuneration Reporton pages 141 to 144,
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8 Employee numbers

Average numbper of employees [including Executive Directors) during the year:

GROUP FINANCIAL STATEMENTS

2023 2022
By business segment
Regulated Water and Waste Water 7,176 6,612
Business Services 461 492
Corporate and gther 14 14
7,651 7.118
9 Finance income
2023 2022
£m Em
Interest income earned on bank deposits 33 0.1
Other financial income 2.2 1.8
Total interest receivable 5.5 1.9
Interest income an defined benefit scheme assets 78.6 52.8
84.1 54.7
10 Finance costs
2023 2022
£m £m
Interest expense charged on:
Bank loans and overdrafts 30.¢9 14.7
Other loans 3286 2435
Lease liabilities 3.7 4.0
Total barrowing costs 363.2 262.2
Other financial expenses 1.3 2.4
Interest cost on defined benefit scheme liabilities 82.2 5%.5
L46.7 3241

Borrowing costs of £56.6 million [2022: £34.5 million] incurred on funding eligible capital projects have been capitalised at an interest rate of 5.4%
[2022: 4 11%). Tax relief of £10.7 million (2022: £6.5 million] was claimed on these costs which has created tax losses carried forward, offset by a

retated deferred tax asset of £14.1 million [2022: £8.6 million).

11 Net gains/(losses) on financial instruments

2023 2022

£m Em

Loss on swaps used as hedging instruments in fair value hedges 1.31 (1.0
[Lessl/gain arising on debt in fair value hedges (0.31 1.6
Exchange loss on other loans (7.4] [6.6)
Net loss on cash flow hedges transferred from equity 4.91 [6.8]
Hedge ineffectiveness on cash flow hedges (1.3 (0.4]
Gain arising on swaps where hedge accounting is not applied 35.7 515
Amoartisation of fair value adjustment on debt 1.2 1.2
21.7 393

The gains from financial assets and liabilities mandatorily measured at fair value through prafit or lass was £34.4 million [2022: £50.5 million].
There were ne financial assets or liabilities designated as at fair value through the profit or loss [2022: nil].

The Graup's hedge accounting arrangements are described in note 35.
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12 Taxation

al Analysis of tax charge in the year

2023 2022
£m Em
Currenttax
Current year at 19% (2022: 19%) - -
Prior years a.2 {4.8]
Total current tax charge/(credit) 0.2 (4.8
Deferred tax
Origination and reversal of temporary differences:
Current year 36.0 66.7
Prior years {0.5] 5.0
Exceptional charge on rate change - 294.4
Tatal deferred tax charge 35.5 3461
35.7 3613

An exceptional deferred tax charge of £294.4 million arose fram recalculating opening deferred tax Uabilities at 256% in 2022 [see note 26).

bl Facters affecting the tax charge in the year

The tax expense for the year is higher {2022 higher) than the standard rate of corporation tax in the UK of 19% (2022: 19%!}. The differences are
explained below:

Total tax

2023 2022

£m £m

Profit hefore taxation 167.9 2741
Tax at standard rate of corporation tax in the UK 19% [2022: 19%)] N9 52.1
Tax effect of depreciation on non-qualifying assets 2.2 1.9
Permanent difference from super deductions [4.6) 15.3]
Other permanent differences (2.0) 2.1
Current year impact of rate change 8.5 159
Adjustments in respect of prior years (0.3) Q.2
Exceptional deferred tax arising from rate change - 294.4
Totak tax charge 35.7 3613
Current tax

2023 2022

£m fm

Profit before taxation 167.9 2741
Tax at standard rate of corporation tax in the UK 19% (2022: 19%] 31.9 52.1
Tax effect of depreciation on non-gualifying assets 2.2 1.9
Permanent ditference from super deductions (4.6} [5.3)
Other permanent differences {2.0] 2.1
Tax effect of accelerated capital allowances (33.1} {40.8)
Other temporary differences 5.6 [10.01
Adjustments in respect of prior years 0.2 14.8]
Total current tax charge/{credit} 0.2 {4.8}

The most significant factor impacting the Group's current tax charge is the difference between the depreciation charged on property, plant and
equipment in the financial statements and the amaount deductible from taxable profits in the form of capital allowances. Where the assets qualify
for capital allowances this creates a temporary difference and deferred tax is recognised on the difference between the carrying amount of the
asset and the amount that will be deductible for tax purposes in future years. Changes in the amount of deferred tax recognised on these assets
are charged or credited to deferred tax in the income statement. Where the amount of the capital allowances received is greater than the
depreciation charged this is referred to as accelerated capital allowances.
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12 Taxation (continued)

bl Facters afferting the tax charge in the year {conlinued]

On 3 March 2021, the UK Government announced the introduction of a capital allowance 'super deduction’ which gave an in-year capital allowance
of 130% on the cost of plant and machinery qualifying for the relief hetween 1 April 2021 and 31 March 2023 and an acceleration of capital
allowances on the cost of assets qualifying for special rate allowances. The introduction of these changes meant the Group was eligible to claim
more capital allowances in the last two years to the extent that the Group was not liable to pay corporatien tax for those years.

Certain of the Group's property, plant and eguipment assets are not eligible for capital allowances under current legislation. Therefore there is
no tax deduction that corresponds to the depreciation charged on these assets and deferred tax is not recognised in respect of this permanent
difference.

The 30% allowance in excess of the cost of assets gualifying for the super deduction will never be charged as depreciation in the financial
statements and therefore this represents a permanent difference between profits recognised in the income statement and taxable profits.

Other permanent differences comprise expenditure that is not deductible for tax purposes or income that is not taxable.
Other temporary differences comprise items other than depreciation of property, plant and eguipment where the amount is included in the

tax computation in & different period from when it is recognised in the income statement. Deferred tax is provided on these items.

The amounts included for tax assets in the financial statements include estimates and judgments relating tc uncertain tax positions. If the
computations subsequently submitted to HMRC include different ameounts then these differences are reflected as an adjustment in respect
of prior years in the subsequent financial statements.

Deferred taxis provided at 25%, the rate that is expected to apply when the asset or liability is expected to be settled. Further details are
provided in note 26,

¢l Taxlcredited)/charged directly to other comprehensive income or equity
No current tax has been charged or credited to other comprehensive income or equity. The following amounts of deferred tax have been {credited)/
charged to other comprehensive income er equity:

2023 2022
£m Em
Deferred tax on:
Actuarial losses/gains (63.0 47.1
Cash flow hedges (0.6} 13.0
Share based payments (0.1) 14.91
Transfers to the income statement 0.1 1.7
Effect of change in tax rate - 8.4}
Total deferred tax (credited])/charged to other comprehensive income or equity (62.6) 48.5
13 Dividends
Armounts recognised as distributions to owners of the Company in the year:
2023 2022
Pence per Pence per
share £€m share £m
Final dividend for the year ended 31 March 2022 (2021) 61.28 153.9 4£0.95 152.2
Interim dividend for the year ended 31 March 2023 (2022) 42.73 107.4 40.86 102.3
Total dividends paid 104.01 261.3 101.81 2545

Praposed final dividend for the year ended 31 March 2023 64.09 163.1

The proposed final dividend is subject to approval by shareholders at the Annual General Meeting and has not been included as a liability in these
financial statements.
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14 Earnings/lloss) per share

a) Basic and diluted earnings per share

Basic earnings per share s calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number of ordinary
sharesinissue during the year, excluding treasury shares and those held in the Severn Trent Employee Share Ownership Trust, which are treated
as cancelled.

For diluted earnings per share, the weighted average number of ardinary shares in issue is adjusted to assume conversion of all dilutive potential
ordinary shares. These represent share options granted to employees where the exercise price is less than the average market price of the
Company’s shares during the period. Potential ordinary shares are not treated as dilutive if their conversion does not decrease earnings per share
or increase loss per share.

Basic and diluted earnings per share are calculated on the basis of profit attributabie to the owners of the Company.

The calculation of basic and diluted earnings per share is based on the following:

il Earnings for the purpose of basic and diluted earnings per share

2023 2022

£m £m

Profit/[loss| for the periad 132.2 87.2]

iil Number of shares

2023 2022

£m £€m

Weighted average number of ordinary shares for the purpose of basic earnings per share 250.8 2479
Etfect of dilutive potential ordinary shares:

‘Vshare options and LTIPs 1.1 -

Weighted average number of ordinary shares far the purpose of diluted earnings per share 2519 247.9

Unvested share options and LTIPs have not been treated as dilutive potential ordinary shares in 2022 because their conversion would decrease the
loss per share.

bl Adjusted earnings per share

2023 2022

pence pence

Adjusted basic earnings per share 58,2 961
Adjusted diluted earnings per share 58.0 95.6

Adjusted earnings per share figures are presented for continuing operations. These exclude the effects of net gains/losses on financial
instruments, current tax on net gains/losses on financial instruments, and deferred taxin both 2023 and 2022. The Directars consider that the
adjusted figures provide a useful additional indicator of performance. The denominataers used in the calculations of adjusted basic and diluted
earnings per share are the same as those used in the unadjusted figures set out above except that the number of ordinary shares for the purpose
of the adjusted diluted earnings per share for the year ended 31 March 2022 is 249.3 million as this includes 1.4 million dilutive potential ordinary
shares from share options and LTiPs,

The adjustments to earnings that are made in calculating adjusted earnings per share are as follows:

2023 2022
£m £m
Earnings for the purpose of basic and diluted earnings per share 132.2 87.21
Adjustments for:
- net gains on financial instruments (21.71 (39.3
—current tax en net gains on financial instruments - (1.4]
- deferred tax 35.5 3661
Earnings for the purpose of adjusted basic and diluted earnings per share 146.0 238.2

The comparative earnings for the purpose of adjusted basic and diluted earnings per share excluded an amount relating to amortisation of
acquired intangibles. We have restated this comparative measure to include the effect of amortisation of acquired intangibles so that it is
calculated on a3 consistent basis with the current year.
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15 Goodwill
2023 2022
£m £m
Cost
At 1 April 91.4 91.4
Acquisition of subsidiary 1.3 -
At 31 March 2.t Y14

On 8 February 2023, Severn Trent Services Operations UK Limited acquired 100% of the issued share capital of M A solutions [Lindum} Ltd for a
total consideration of £1.6 million, of which £0.8 million is cash consideration and the remainder deferred consideration.

The acquisition has been accounted for using the acquisition method. Goodwill of £1.3 miltion was recognised, attributable to the anticipated future
opportunities and autperformance arising as a result of the acquisition. The goodwill valuation was based on management’s best estimates of the
fair values of the assets and liabilities acquired, which was estimated at £0.3m.

Goodwill relates to specific cash-generating units [CGUs) hence no allocation of goodwill is required. A summary of the carrying amount of
goodwill by CGU is presented below.

2023 2022

£m £m

Regulated Water and Waste Water 62.2 62.2
Green Power 29.2 29.2
Operating Services 1.3 -
92.7 91.4

Regulated Water and Waste Water also has an intangible asset with indefinite useful life amounting te £4.3 million (2022: £4.3 million]. This is
reviewed for impairment as part of the Regulated Water and Waste Water impairment review, set out in note 15 a] below.

al Regulated Water and Waste Water

On 1 July 2018 Instruments of appointments of Severn Trent Water Limited and Hafren Dyfrdwy Cyfyngedig {formerly Dee Valley Water Limited]
were amended to align the areas for which the appointments were made with the national border of England and Wales. As a result, the business
that the goodwitl relates to 's now partly in Severn Trent Water and partly Hafren Dyfrdwy conseguently this goodwill is allocated to the Regulated
Water and Waste Water cash-generating unit.

The Group has reviewed the carrying value of goodwill for impairment in accordance with the policy stated in note 2. The carrying value of the
Regulated Water and Waste Water CGU was determined an the basis of fair value, through  level 3 valuation, less costs to sell.

The fair value, determined using a discounted ¢ash flow calculation for the Regulated Water and Waste Water segment is based on the mostrecent
financial projections available for the business, which cover the five-year period to 31 March 2028.

The key assumptions underlying these projections are the cash flows in the projections and the following:

Discount rate 8.5
RPIlong-term inflation 3.0
CPl lang-term infiation 2.0
Growih rate in the period beyond the detailed praojections 1.5

The discount rate is an estimate for the weighted average cast of capital at the year end date based on the post-tax WACC detailed in the Ofwat
PR19 final determination adjusted for market changes. The rate disclosed above is the eguivalent pre-tax nominal rate.

Inflation has been included in the detailed projections at 3.0% and 2.0% for RPl and CP| respectively, based on the Bank of England’s target rate
for CPJ.

Cash flows beyond the end of the five-year period are extrapolated using an assumed real growth rate of 1.5% in the Group's regulatory capital
base. based on past experience and external factars likely to drive long-term growth in the regqulatory capital base.

The fair value less costs to sell for the CGU exceaded its carrying value by £2,534.4 million. An increase in the discount rate to 7.1% or a reductian
in the growth rate in the period beyond the detailed projections to 0.7% would reduce the recoverable amount to the carrying amount of the CGU.
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15 Goodwill {continued)
b) Green Power

On 30 November 2018, the Greup acquired Agrivert Holdings and its subsidiary undertakings resulting in goodwill of £29.2 millian. This goodwill
has been allocated to the Green Power South cash-generating unit which is determined to be the lowest level of independent cash flows relating ta
the goodwill. Green Power South is included within the Green Power part of the Business Services segment.

The Group has reviewed the carrying value of goodwill for impairment in accordance with the policy stated in note 2. The carrying value of the

Green Power South CGU was determined on the basis of a value in use calculation.

The value in use determined using a discounted cash flow calculation for the Green Power South CGU is based on the most recent financial

projections available for the business to 2028.

The key assurnptions underlying these projections are the cash flows in the projections and:

Key assumption

Discount rate

Growth rate in the period beyond the detailed projections

7.8
2.0

The discount rate was based on a review of a range of external sources of information about the cast of capital for the Severn Trent energy

business. This rate was then converted to the equivalent pre-~tax discount rate disclosed above.

Cash flows beyond the end of the five-year period are extrapolated using assumed growth of 2.0% in the Group’s free cash flows, informed

through external market trends.

The value in use for the CGU exceeded its carrying value by £19.2 million. An ingrease in the discount rate to 9.0% or reduction in the growth rate in
the period beyond the detailed projections to 1.2% would reduce the recoverable amount to the carrying amount of the CGU.

16 Other intangible assets

Computer software

Capitalised
development Other
tnternally cosis and intangible
generated Purchased patents assets Total
£m £m £m £m £m

Cost
At 1 April 2021 303.9 162.5 128 358 515.0
Additions 218 14.5 - - 363
Oisposals - - {12.8] - (12.6
Transfers from property, plant and equipment "3 3.0 1.3 - 15.6
At 1 April 2022 337.0 180.0 1.3 358 554.1
Additions 22.1 12.2 - 5.7 40.0
At 31 March 2023 359.1 192.2 1.3 41.5 594.1
Amortisation
At 1 April 2029 [216.4) [116.9) 2.8 (4.9} [3531.00
Amortisation for the year (25.5) {8.7] - (2.1] (363
Disposals - - 128 - 128
At 1 April 2022 (241.9) [125.6] - (7.0 [374.5]
Amortisation for the year (20.6) [10.9) 0.1) (2.1] (33.7)
At 31 March 2023 (262.5) (136.5) (0.1 (9.1 (408.2)
Net book value
At 31 March 2023 96.6 55.7 1.2 32.4 185.9
At 31 March 2022 95.1 54.4 1.3 288 179.6

Dtherintangible assets include the instrument of appointment acquired with Dee Valley Water, custorner contracts and energy subsidy contracts
both acquired with Agrivert and rights obtained under contracts for biclogical assets. The instrument of appointment has an indefinite useful life

and as such the carrying value has been included in the impairment assessment performed for the Regulated Water and Waste Water CGU

described in note 15. As at 31 March 2023 no impairment was recorded [2022: nil.
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Landand [Infrastructure planFtl::: Moveahle Assets under
buildings assets equipment plant construction Total
£m £m £m £m £m £m
Cost
At 1 April 2621 4,015.0 57732 4,792.8 72.3 1,095.3 15,748.6
Additions 591 136.4 132.9 0.7 385.2 714.3
Transfers on commissioning 131.5 97.0 3133 12.3 (554.1} -
Transfers to intangible assets - - - - {15.6 [15.4)
Disposals [3.9] - (8.6] [4.9 (3.0) [20.4)
At 1 April 2022 4,201.7 6,008.6 5,230.4 80.4 907.8 16,4269
Additions 35.9 1614 77.6 08 623.2 898.9
Transfers an commissioning 74.5 1.2 180.7 1.3 (257.7) -
Disposals 10.8] (73] [3n.81 (2.51 (9.3) (55.7)
At 31 March 2023 4,301.3 6,166.9 5,457.9 80.0 1,264.0 17,2701
Depreciation
At 1 April 2021 (1,542.2) (1,434.7) (2,858.1) [38.4] - (5,873.4]
Charge for the year [100.9} [40.7) [212.7] [7.2) - [361.5]
Disposals 35 - 83 4.6 - 16.4
At 1 April 2022 {(1,639.6) (1,475.4] [3.062.5] [41.0] - 16,218.5)
Charge far the year [162.1) [45.6] [225.0] [7.0] - {379.71
Disposals 10.8 0.2 321 1.9 - 45.0
At 31 March 2023 (1,730.9] (1,520.8) [3,255.4) [46.11 - [6,553.2)
Net book value
At 31 March 2023 2,570.4 4,646.1 2,202.5 33.9 1,264.0 10,716.9
At 31 March 2022 2,562.1 4,531.2 21679 39.4 907.8 10,208.4
Additions include assets transferred from developers at no cost, which have been recognised at their fair value of £105.0 miltion
[2022: £69.0 mitlion) and provisions for works in response to legally enforceable undertakings to regulatars amounting to £34.2 million
[2022: £15.3 million).
The net book value of land and buildings is anatysed as follows:
2023 2022
£m £m
Freehold 2,5701 2561.8
Shert leasehold 0.3 03
2,570.4 2,562.1
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18 Leases

al The Group's leasing activities

The Group leases various properties, equipment and vehicles. Lease agreements are typically made for fixed periods of up to 999 years but may
have extension options as described in note 2 j1.

Lease contracts are negotiated on an individual basis and include a wide range of terms and conditions. The contracts do not include covenants
oiher than securily interests in the leased assets thal are held by the lessor and leased assets may not be used as security for other borrowing.
The contracts do not impose any restrictions on dividend payment, additional debt ar further leasing. There were no sale and leaseback
transactions in the period.

bl Income statement
The income statement includes the following amounts relating to leases:

2023 2022
tm £m
Depreciation charge of right-of-use assets:
Land and buildings 0.9 1.4
Infrastructure assets 1.1 11
Fixed plant and equipment 0.z 0?2
Moveable ptant 1.7 1.1
Totat depreciation of right-of-use assets 3.9 38
Interest expense included in finance cost 3.7 40
Expense relating to short-term leases included in operating costs - 0.5
Expense relating to leases of low value assets included in operating costs 0.3 0.1
¢} Balance sheet
The balance sheet includes the foltowing amounts relating to leases:
2023 2622
£fm Em
Right-of-use assets:
Land and buildings 12.5 12.3
Infrastructure assets 110.4 111.5
Fixed plant and equipment &1 4.1
Moveable plant 23 2.0
129.3 129.9

Additions to right-of-use assets were £3.0 million [2022: £4.2 mitlion]. Disposals were £nil (2022: £6.2 million]. Extension of lease terms during
the year has resulted in a reduction in ditapidation provisions included in right- of-use assets of £0.8 miltion {2022: £1.1 miltion).

2023 2022
£m £m

Lease liabilities:
Current 8.3 7.1
Non-current 102.4 183
110.9 117.4
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18 Leases lcontinued)
c] Balance sheet (continued)

Obligations under lease liabilities were as follows:

GROUP FINANCIAL STATEMENTS

2023 2022

£m £m

Within 1 year 123 11.0
1-7?years 12.2 1.2
2-5years 3%.6 3.5
After more than 5years 80.4 95.0
Gross obligations under leases 144.5 152.7
Less future finance charges [33.6) [35.3]
Present value of lease obligations 110.9 117.4

Net obligations under leases were as follows:

2023 2022

£m Em

Within 1 year B.3 7.1
1-2years 8.4 7.4
Z-5years 29.6 25.9
After more than S years 4.6 77.0
Included in non-current Liabilities 102.6 110.3
110.9 17.4

dl Cash flow

The total cash outflow for leases in the year was £16.8 million [2822: £16.1 millien] which consists of £3.7 millien [2022: £4.0 million] payments
of interest and £13.1 million [2022: £12.1 million] repayment of principal elements. This is inctuded in financing cash flows.

19 Interestsin joint ventures
Particulars of the Group's principal joint venture undertaking at 31 March 2023 were:

Proportion of

Country of Class of share ownership
Name Type incerporation capital held interest
Water Plus Group Limited Joint venture Great Britain  Ordinary B 50%

Water Plus is the largest business retailer in the non-household retail water market in England and Scotland. Its principal activities are core retail
services including billing, meter reading, call centre support and water efficiency advice as well as key account management services and value
added solutiens.

Water Plus competes in England and Scotland for customers ranging from small and medium-sized enterprises through to large corporate
entities in both the private and public sectors.

Movements in the investment were as follows:

2023 2022

£m £m

Carrying value of joint venture investment at 1 April 165 -
Reclassification on subscription for equity - 18.7
Group's share of profit/[loss! after tax and comprehensive income/(loss] - (2.2]
Carrying value of joint venture investment at 31 March 16.5 16.5

On 23 April 2021, the Group extinguished the £32.5 million Revolving Credit Facility [ RCF'] previously extended to Water Plus, and replaced this
with a subscription for £32.5 million of equity shares in Water Plus Group Limited at par. The carrying value of the loan receivable was reclassified
to investment in joint venture.

During the current year, Water Plus broke even [2022: loss of £4.4m].

As at 31 March 2023 and 2022 the joint venture did not bave any significant centingent liabilities to which the Group was exposed and, other than
those set out below, the Group did not have any significant contingent liabilities in relation to its interests in the joint venture. The Group had no
capital commitments n relation to its interests in the joint venture at 31 March 2023 or 2022.
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19 Interests in joint ventures [continued)

The Company has given guarantees in favour of Water Plus Limited in respect of the joint venture’s Liabilities to wholesalers in the Open Water

market. The guarantee is capped at £43.5 million [2022: £54.1 million].

The registered office of Water Plus Group Limited is South Court Riverside Park, Campbell Road, Stoke-0n-Trent, United Kingdom, 5T4 4DA.

Balance sheet and income statement extracts can be found below for Water Plus:

2023 2022
At 31 March £m Em
Non-current assets 40.0 41.6
Current assets’ 300.9 367.3
Current liabilities? [112.4) {154.5]
Non-current liabilities? (214.8) [241.4)
Net assets/liabilities 13.9 13.0
1 Inctudes cash of £12.2 million (2022: £24 4 reallion]
2 Inciudes current financial liabilities lexcluding trade and other payables and prowsians| of £1.2 mstlian (2022 £0 1 millien)
3 Includes non-current financial Uabilities of £213.1 millien {2022: £240.3 mitlion)

2023 2022
For the year ended 31 March £m £m
Revenue 731.7 750.9
Depreciation and amortisation (6.2] (6.8)
Finance income 3.7 4.0
Finance costs (11.3) (7.7
Tax credit/Icharge) 11.6] 4.2
Comprehensive gain/(loss] for the year - [3.5]
The below shows a reconciliation from the net assets of Water Plus to the carrying value as above:

2023 2022

£m £m

Net assets of Water Plus at 31 March 13.9 13.0
Severn Trent's share of net assets 7.0 6.5
Water Plus financial liabilities classified as part of netinvestrment in joint venture 9.8 2.8
Other (0.3) 0.2
Carrying value of joint venture investment at 31 March 16.5 1465

The net assets position of Water Plus is derived from the best infermation available at the time the financial statements of the Group are approved.

The impact on the Group of any subsequent changes in the net assets of Water Plus will be reflected in the financial statements prepared to

31 March 2024.
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20 Categories of financial assets

2023 2022
Note £m Em
Fair value through profit and loss
Cross currency $waps - not hedge accounted 20.5 13.7
Interest rate swaps - not hedge accounted - 29
Inflation swaps  nat hedge accounted 7.3 -
27.8 16.6
Derivatives desighated as hedging instruments
Cross currency swaps - fair value hedges 14.0 14.6
Interest rate swaps - cash flow hedges 40.5 -
Energy hedges - cash flow hedges 0.5 27.4
55.0 42.2
Total derivative financial assets 82.8 58.8
Financial assets at amortised cost
Trade receivables 21 294.4 217.7
Accrued income 21 317.2 278.2
Other amounts receivable 21 73.4 58.8
Loan receivable from joint venture 21 75.3 79.6
Short-term deposits 22 - 750
Cash atbank andin hand 22 34.2 40.4
Total financial assets at amortised cost 794.5 749.7
Total financial assets 877.3 808.5
Disclosed in the balance sheet as:
Non-current assets
Derivative financial assets 82.3 31.2
Trade and other receivables 33 6.7
Loan receivable from joint venture 75.3 79.6
140.% 117.5
Current assets
Derivative financial assets 0.5 27.6
Trade and other receivables 681.7 548.0
Cash and cash equivalents 34.2 115.4
716.4 491.0
877.3 808.5
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21 Trade and other receivablies

2023 2022
£m Em
Current assets
Net trade receivables 294.4 217.7
Other amounts receivable 701 521
Contract assets 44.3 39.9
Prepayments 249 18.5 1
Net accrued income 317.2 278.2
750.9 606.4
Non-current assets
Other amounts receivable 3.3 6.7
Prepayments 2.8 5.8
Loan receivable from joint venture 75.3 7%.6
88.4 92.1
839.3 698.5

Prepayments include unamortised success fees paid s a result of winning the MoD contract [see note 6] amounting to £4.3 million
{2022: £4.8 million). The costs are being amortised on a straight line basis over the life of the contract.

The carrying values of trade and ather receivables are reasonable approximations of their fair values.

al Creditrisk !

{il Trade receivables and accrued income

Credit control policies and procedures are determined at the individual business unit lavel. By far the most significant business unit of the Group is
Severn Trent Water Limited, which represents 91% of Group turnover and 89% of net trade receivables. Severn Trent Water has a statutory
obligation to provide water and waste water services to domestic customers within its region. Therefore there is no concentration of credit risk
with respect to its trade receivables from these services and the credit quality of its customer base reflects the wealth and prosperity of all of the
domestic househalds within its region.

In the current and prior year, the Group's joint venture, Water Plus, was the largest retailer for non-domestic customers in the Severn Trent
region. The trade receivables and amounts shown as loans receivable from joint ventures are disclosed within note 41, Related party transactions.
Creditrisk is considered separately for trade receivables due from Water Plus and is considered immaterial as amounts outstanding are paid
within 3C days.

The Group applies the IFRS ¢ simplified approach to measuring expected credit losses, which uses a lifetime expected credit loss allowance for all
trade receivables, contract assets and accrued income.

A collective provision is recaorded for expected credit losses against assets for which ne specific provision has been made. Expected credit losses
for trade receivables are based on the historical credit losses experienced over the last nine years and reasonable forecasts of the future impact
of external economic factors on the Group's collection of trade receivables.

Debts are written off when there is no realistic expectation of further collection and enforcement activity has ceased. There were no amounts
outstanding on receivables written off and still subject to enforcement activity {2022 nil].

lii} Contract assets
The contract assets represent the Group’s right to receive consideration from the MeD for services provided. On that basis the Group considers
that the credit risk in relation to these assets is immaterial and therefore no provision for expected credit losses has been recognised (2022: nill.

{iiil Loan receivable from joint venture
As well as trade receivables from Water Ptus the Group has advanced loans to its joint venture. These loans are assessed for impairment under
the two stage impairment modelin IFRS 9.
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21 Trade and other receivables lcontinued)

h] Expected credil loss allowance

il Trade receivables and accrued income

The gxpected credit lass at 31 March 2023 and 20227 was as set out below. The (oss allowance is based on historical credit losses adjusted for
expected changes in cash collection. The loss rate disclosed is caiculated by applying the loss allowance to the gross carrying amount for each
age cateqory.

Expected loss Bross carrying Loss Net carrying
rate amaunt allowance amount
2023 Ya Em £m £€m
Not past due 3 415.3 [13.4) 401.9
Upto 1 year past due 21 109.2 (22.8) 86.4
E years past due 32 66.2 21.4) 44.8
2 - dyears past due 38 46.6 117.5) 29.1
ayears pastdue 41 29.6 (12.0] 17.6
4 - Byears past due 52 26.5 (13.9] 12.6
£5 years past due 56 18.8 (10.5] 8.3
E years past due 55 128 (7.0} 5.8
7 - Byears past due 64 8.3 (5.3) 3.0
E? years past due 69 5.9 (4.1) 1.8
More than 9 years past due 96 7.5 (7.2) 0.3
7467 [135.1) 611.6
Expectedloss Gross carrying Loss Net carrying
rate amount allowance amount
2022 % Em £m £€m
Not past due 4 333.1 (11.7) 321.4
Eo 1 year past due 25 93.8 [23.1) 70.7
1-2years past due 39 63.3 [24.6) 38.7
2-3years past due 43 39.0 [16.7] 223
3 - 4 years past due 55 32.2 [17.6] 14.6
E years past due 49 262 [12.8] 13.4
5 -4 years past due 54 16.2 (8.7 7.5
6 - 7years past due 63 1.2 [7.1] 4.1
Ejyears past due 69 7.4 [5.1] 2.3
8 - 9 years past due 73 3.3 (2.4] 0.9
Mare than 9 years past due 100 5.2 [5.2] -
430.9 [135.0] 4959

Movements on the expected credit loss allowance were as follows:
2023 2022
€m £m
At 1 April 135.0 1371
Erge for bad and doubtful debts 245 246
Amaunts written off during the year 24.4) {(28.7)
551 March 135.1 135.0

liil Loan receivable from joint venture

In previous years, the Group has determined that there has been a significant increase in the credit risk since inception relating to its loans
receivable of £76.4 million (2022: €80.7 millian] from Water Plus, in the light of significant losses incurred by Water Plus. Following a breakeven
position from Water Plus in the current year, the Group determines that there continues to be credit risk since inception on the lean receivable
balance from Water Plus. The Group has therefore assessed the lifetime expected credit loss of its loans to Water Plus at 31 March 2023 based on
Water Plus’s financial projections. The Groug has maintained the expected credit loss provision at £1.1 million (2622: £1.1 million] resutting in a net
loan receivable of £75.3 million [2022: £79.6 mittion].
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22 Cash and cash equivalents

2023 2022

Em £m

Cash at bank and in hand 34.2 40.4
Short-term deposits - 75.0
34.2 15.4

£18.4 million [2022: £24.6 million) of cash at bank and in hand is restricted for use on the MoD contract and £0.6 millian (2022: £0.5 million] is held

as security for insurance obligations. Neither are available for use by the Group.

23 Borrowings

2023 2022
£m £m
Current liabilities
Bank overdraft 5.5 7.7
Bank (bans 3.6 37
Other toans 300.0 346?
Lease liabilities 8.3 7.
317.4 365.2
Non-current liabilities
Bank loans 709.4 778.8—
Other loans 6,174.2 54768
Lease liabilities 102.6 103
6,986.2 65,3659
7,303.46 67311

See note 34 for details of interest rates payable and maturity of borrowings.
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2023 2022
Nate £m £m
Fair value thraugh profit and loss
Herest rate swaps - not hedge accounted 10.0 37.0
inflation swaps — not hedge accounted - 3.7
10.0 0.7
Derivatives designated as hedging instruments
Eoss currency swaps - fair value hedges 0.9 -
Interest rate swaps - cash flow hedges 0.4 2.6
1.3 2.6
Total derivative financial Liabilities 1.3 433
Other financial liabilities
Borrowings 23 7.303.6 6,731.1
Trade payables 25 122.7 89.1
Other payables 25 15.6 13.4
Total other financial liabilities 7.441.9 £,833.6
Total financial liabilities 7,453.2 68769
Disclosed in the balance sheet as:
Nan-current Liabilities
arivative financial liabilities 11.3 433
Borrowings 6,986.2 £.365.9
6,997.5 6,409.2
Current liabilities
Borrawings 317.4 365.2
Trade payables 122.7 89.1
Other payables 15.6 13.4
455.7 467.7
7,453.2 6,876.9
25 Trade and other payables
2022 2022
£m £m
Current liabilities
Trade payables 122.7 89.1
Social security and other taxes 10.% 111
aher payables 15.6 13.4
Ecruats and receipts in advance 555.0 512.4
Deferred income 16.2 29.5
720.4 655.5
Nan-current liabilities
Accruals and receipts in advance 13.6 101
Deferred income 1,466.0 1,323.9
1,679.6 1,334.0
2,200.0 1,9895
The aceruals balance above includes £146.5m of contract liagilities [2022: €144.8m]. Movements in this balance are set out in note & of the
financial statements.
Movements in the deferred incame balance are set out in nate 4 to the financial statements
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24 Deferred tax
An analysis of the movernents in the major deferred tax liabilities and assets recognised by the Group is set out below:

Accelerated Retirement  Fair value of

tax bhenetit financial
depreciation obligations  instruments Other Total
£m £m Em £€m £m
At 1 April 2021 9721 (27.8) (39.0} 0.7 206.0
Charge/lcredit] to income 57.8 9.0 1.5 [6.6) 71.7
Charge/lcreditl to income arising from rate chénge 307.0 i2.6) (10.5) 05 294.4
Charge/[credit] to equity - 474 14.7 (4.9 56.9
Charge/[credit] to equity arising from rate change - i6.2) 1.8} (0.4) 8.4}
At 1 Aprii 2022 1,336.9 i9.5 (25.1] 110.71 1,.320.6
Charge/leredit) to income 492 15.5 FIA [43.6) 355
Charge/lcredit) to equity - (63.0 05 0.1 (62.6]
At 31 March 2022 1,386.1 (28.0] {10.2 (S4.4] 1,293.5

Deferred tax assets and liabilities have been offset. The offset amounts, which are to be recovered/settled after more than 12 months, are
as follows:

2023 2022

£m £m

Deferred tax asset 192.6] [35.8]
Deferred tax liability 1,386.1 1.356.4
1,293.5 1.320.6

Deferred tax is provided at the rate that is expected to apply when the asset or liability is expected to be settled. On 3 March 2021, the UK
Government announced an increase in the rate of corporation tax from 19% to 25%, effective 1 April 2023. Deferred tax assets and liabilities were
therefore remeasured at 1 April 2021 at the new rate of 25%. This resulted in an exceptional deferred tax charge in the income statement for 2022
of £2%4.4 million and a credit to reserves amounting to £8.4 mitlion.

27 Retirement benefit schemes

a} Defined benefit pension schemes

{il Background

The Group operates a number of defined benefit pension schemes. The Severn Trent Pension Scheme and the Severn Trent Mirror image Pension
Scheme closed to future accrual on 31 March 2015, while the Dee Valley Water Limited Section of the Water Companies Pension Scheme, which is
a secticnalised scheme, currently remains open to accrual.

The defined benefit pension schemes cover increases in accrued benefits arising fram inflation and pension increases. Their assets are held in
separate funds administered by Trustees. The Trustees are required to act in the best interests of the schemes’ beneficiaries. A formal actuarial
valuation of each scheme is carried out on behalf of the Trustees at triennial intervals by an independent professionally qualified actuary. Under
the defined benefit pension schemes, members are entitled to retirement benefits calculated by reference to their pensionable service and
pensionable salary history, with inflationary pension increases applying in line with the scherne rules. The defined benefit pensien schemes and
the dates of their last completed farmal actuarial valuations as at the accounting date are as follows:

Date of last fermal
actuarial valuaticn

Severn Trent Pension Scheme [STPS)®

Severn Trent Mirror image Pension Scherme (STMIPS]

Water Companies Pension Scheme — Dee Valley Water Limited Section [DVWS]

31 March 2022

31 March 2022

371 March 2020

»

The STPS 15 by far the largest of the Group s UK defined benefit schemes, comprising over 0% of the Group’s overall defined benefit abligations

The defined henefit scheme assets have been updated to reflect their market value at 31 March 2023. Actuarial gains and losses on the scheme
assets and defined benefit obligations have been reported in the statement of comprehensive incame. Service cost, and the costs of administrating
the scheme, are recognised in aperating costs and interest cost is recognised in net finance costs.

208

SEVERN TRENT PLC

ANNUAL REPORT AND ACCOUNTS 2023



GROUP FINANCIAL STATEMENTS

27 Retirement benefit schemes [continued])

al Defined benefit pension schemes [continued)

(il Amountincluded in the balance sheet arising from the Group’s obligations under the defined benefit pension schemes

2023 2022
£m £m
Fair value of assets 1,785.3 2,65%.4
Present value of the defined benefit obligations [2,0464.7) (2,787.4)
1279.41 [128.0]
Presented on the balance sheet as:
Retirernent benefit obligation - funded schemes in surplus 5.7 17.5
Retirement benefit obligation - funded schemes in deficit (278.6) (137.6}
Retirement benefit obligation - unfunded schemes (6.5) [7.9]
Retirerent benefit obligation - total (285.1) {145.5)
Netretirement benefit abligation 1279.4) {128.0]
2023 2022
STPS, STMIPS, and DVW5S £m £m
Fair value of scheme assets
Equities 188.4 478.1
Annuity peticies 1222 104.6
Corporate bonds 237.0 953.0
Liability-driven investment funds {‘'LD!s’) 259.2 642.4
Property 23%.6 2968
Buy and maintain credit - 22.5
High-yield bonds - 25.8
Cash 738.9 136.2
1,785.3 2,659.4

*  InJune 2021, the STMIPS Trustees completed the purchase of a bulk annuity cantract with JUST, aninsurance company, to secure the benefits of all members of the STMIPS. The Trustees
continue to pay benefits to members as before the transaction, but these cashflows are now matched exactly by income from JUST. In Mareh 2023, the VWS also entered inte a bulk

annuity buy-ininvestment policy with JUST that covers the majority of the scheme obligations.

Most of the assets have quoted prices in active markets, but there are equities, annuity policies, corporate bonds and LDi investments which are
unquoted amounting ta £419.0 million [2022; £494.0 million].

Mavements in the fair value of the scheme assets were as follows:

2023 2022

£m £m

Fair value at 1 April 2,659.4 2.600.4
Interest incame on scheme assets 78.6 52.8
Contributions from the sponsoring companies 100.5 61.9
Return on plan assets [excluding amounts included in finance incomel (922.0] 68.9
Scherne administration costs {4.31 (3.8
Benefits paid (126.9 (120.8]
Fair value at 31 March 1,785.3 2,6589.4
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27 Retirement benefit schemes [continued)
a) Defined benefit pension schemes [continued)

{iil Amountincluded in the balance sheet arising from the Group's obligations under the defined benefit pension schemes [continued)

Movements in the present value of the defined benefit obligations were as follows:

2023 2022

£Em Em

Present value at 1 April (2,787.4) [2,948.1]
Current service cost (0.1 [0.21
Past service credit 8.3 -
interest cost (82.2) {59.51
Actuarial llosses)/gains arising from changes in demographic assumptions (16.2) 5.6
Actuarial gains arising from changes in financial assumptions 744.7 192.9
Actuarial losses arising from experience adjustments (58.7} 178.9]
Benefits paid 126.9 1208
Presentvalue at 31 March (2,064.7 (2.787.4)

The Group has an obligation to pay pensions to a number of former employees, whose banefits would otherwise have heen restricted by the
Finance Act 1989 earnings cap. Provision far such benefits amounting to £6.5 million (2022: £7.9 million} is included as an unfunded scheme within
the retirement benefit obligatian.

The Group has assessed that it has an unconditional right to a refund of any surplus assets in each of the Schemes following settlement of all
obligations to Scheme members and therefere the surplus in the DVWS has been recognised in full.

(iiil Amounts recognised in the income statementin respect of these defined henefit pension schemes

2023 2022
£m £m
Amounts credited/(charged) tc operating costs:
Current service cost (0.1) (0.2)
Past service credit 8.3 -
Scheme administration costs (4.3 [3.8)
3.9 (4.0}
Amounts charged to finance costs:
interest cost (82.2) [59.5
Amounts credited to finance income:
Interest income an scheme assets 78.6 52.8
Total amount credited/(charged) to the income statement 0.3 {10.7)

The actual return on scheme assets was a loss of £843.4 million |2022: gain of £121.7 million].

Actuarial gains and losses have been reported in the statement of comprehensive income.
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27 Retirement benefit schemes (continued)
al Defined benefit pension schemes [continued)

(iv] Actuarial risk factors
The schemes typically expose the Group to actuarial risks such as investment risk, inflation risk and longevity risk for so long as the benefits are

notinsured.

Investment risk

The Greup's contributions to the schemes are based on actuarial calculations which make assumptions about the returns expected fram the
schemes’ investments. [f the investments nnderperform thesc asswaplivins it the long term then the Group may need to make additional
contributions to the schemes in order to fund the payment of accrued benefits.

Each scheme’s investment strategy seeks to balance the level of investment return sought with the aim of reducing volatility and risk. In
undertaking this approach, reference is made to both the maturity of the liabilities and the funding level of that scheme. A number of further
strategies are employed to manage underlying risks, including liability-matching asset strategies, diversification of asset portfolios and interest
rate hedging.

Currently the STPS has a balanced approach te investment in equity securities. debt instruments and real estates. Due to the long-term nature of
the scheme liabilities, the Group and the STPS Trustees consider it appropriate to invest a portion of the scheme assets in equity securitiesand in
real estate to leverage the return generated by the fund. The STMIPS and DVWS are now primarily invested in bulk annuity insurance rontracts
with JUST, with a smazll residual amount of invested assets remaining.

Inflation risk

The benefits payable to members of the schemes are linked to inflation measured by the RP! or CPI, subject to caps. The Group’s contributions te
the schemes are hased on assumptions about the future levet of inflation. If infiation is higher than the levels assumed in the actuarial catculations
then the Group may need to make additional cantributions to the schemes in arder to fund the payment of accrued benefits.

The schemes use LDIs within the asset portfolios to hedge against the value of liabilities changing as a result of mavements in long-term interest
rate and inflation expectations. This structure atlows the schemes to both hedge against these risks and retain capital investment in assets that
are expected to generate higher returns.

Longevity risk
The Group's contributions to the schemes are based on assumptions akout the life expectancy of scheme members after retirement. If scheme
members live longer than assumed in the actuarial calculations then the Group may need to make additional contributions to the schemes inorder

to fund the payment of accrued benefits.

(vi Actuarial assumptions
The major financial assumptions used in the accounting valuation of the obligatiens for the STPS which represents by far the largest defined
benefit obligation for the Group were as follows:

2023 2022

% pa % pa

Price infiation - RPI 3.3 3.6
Price inflation - CPI Pre 2030:2.3 2.6
Post 2030: 3.2 3.5

Discount rate 4.8 2.8
Pension increases in payment 3.3 3.6
Pension increases in deferment 3.3 3.4

The assumption for RPlinflation is derived with reference to the difference between the yields on longer-term fixed rate gilts and on index-linked
gilts. RPlis expected to be more closely aligned with CPi from 2030 onwards, which is reflected in the corresponding assumption for CPlinflation.

In setting the discount rate, we construct a yield curve. Short dated yields are taken from market rates for AA corporate bonds. Long-dated yields
for the curve are based on the average yield available on all long-dated AA corporate bonds. We project the expected cash flows of the schemes
and adopt a single equivalent cash flow weighted discount rate taking account of this constructed yield curve.
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27 Retirement henefit schemes {continued}

a) Defined benefit pension schemes [continued)

(v) Actuarial assumptions (continued)
The mortality base table assumptions are based on those used in the latest triennial funding valuation of the STPS. The mortality assumptions
adopted at the year end for accounting purposes and the Llife expectancies at age 60 implied by the assumptions are as follows:

2022 2022

Men Women Men Women
Mortality table used SIPMA S3PFA_M S3PMA_L SAPFA_M
Moartality table compared with standard table 98% ?1% 112% ?5%
Mortality projections CMI 2021 CMi 2021 CM1 2021 CMi 2021
Long-term rate of future improvement per anpum 1.0% 1.0% 1.0% 1.0%
Weighting factor given to data for 2021 &0% 40% - 20% 20%
Remaining life expectancy for members currently aged 40 [years) 258 28.6 26.5 285
Remaining life expectancy at age 60 for members currently aged 40 [years) 26.9 29.8 27.6 29.7

The calculation of the scheme obligations is sensitive to the actuarial assumptions and in particular to the assumptions relating to discount rate,
price inftation {capped, where relevant] and mortality. The following table summarises the estimated impact on the Group's obligatiens from
changes to key actuarial assumptions whilst holding all other assumptions constant.

Assumption Change in assumption Imnpact on disclosed obligations
Discount rate’ Increase/decrease by 0.1% pa Decrease/increase by £24 million
Price inflation? Increase/decrease by 0.1% pa Increase/decrease by £21 million
Mortality? Increase in life expectancy by 1 year Increase by £72 million

1 Achange in discount rate s likely to occur as a resull of changes inbond yields and as such would be expected to be offset to a sigrmificant degree by a change in the value ef the bond assets
held by the schemes,

2 The projected ympact resulting from a change in RP! reflects the underlying cffect an pensions in payment, perswons i deferment and resultant pension increases This would be expected
1o be affset by returns an LDl assets within the asset partfolios used to hedge against the value of habilities, as set out in the inflanen risk section of note 341dl.

3 Thechangeinthis assumption reflects the risk that life expectancy rates might increase, !

In reality inter-relationships exist between the assumptions, particularly between the discount rate and price inflation. The above analysis does

not take into account the effect of these inter-relationships. Also, in practice any movement in obligations arising from assumption changes are

likely to be accompanied by movements in asset vatues - and so the impact on the accounting deficit may be lower than the impact on the

obligations shown above.

In presenting the above sensitivity analysis, the present value of the defined benefit obligation has been calculated using the projected unit credit
methed at the end of the reporting period, which is the same as that applied in calculating the defined benefit obligation liability recognised in the
balance sheet.

[vi] Effectan future cash flows
Contribution rates are set in consultation with the Trustees for each Scherne and each participating employer,

The average duration of the benefit obligation at the end of the year is 13 years for STPS, 10 years for STMIPS and 12 years for DVWS,

The most recently completed formal triennial actuarial valuations and funding agreements were carried out as at 31 March 2022 for the STPS and
STMIPS and 31 March 2020 for DVWS. As a result of the STPS actuarial valuation, annual deficit reduction contributions of £34.2 million were
agreed, with the March 2023 payment having been increased in line with the annual increase in CPl to Novernber 2022. Thereafter, future
contributions for the STPS will also increase in line with CPlinflation until March 2027, The first two contributions in March 2023 and March 2024
are payable directly into the STPS and it is expected that payments in future years will be payable to a limited liability partnership that the Group
and Trustee are in the process of setting up.

Payments of £8.2 million per annurn through an asset backed funding arrangement will also continye to 31 March 2032 for the STPS. Further
inflation linked payments of £15.0 mitlion per annum are being made threugh an additional asset backed funding arrangement, with payments
having started in the financial year ending 31 March 2018 and continuing to 31 March 2031. These contributions will cease earlier should a

subsequent valuation of the STPS show that they are no longer needed. There are no deficit reduction contributions payable by the Group for
S5TMIPS and OVWS.

bl Defined contribution pension schemes
The Group also operates the Severn Trent Group Perscnal Pension, a defined contribution scheme, for its UK employees.

The total cost charged to operating costs of £22.4 million 2022: £28.1 million) represents contributions payable to these schemes by the Group at
rates specified in the rules of the scheme. As at 31 March 2023, no contributions [2022: nill in respect of the current reporting period were awed to
the schemes.

Hafren Dyfrdwy operates two defined contribution pension schemes, neither of which were material in either the current ar prior year.
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28 Provisions

Insurance Regulatory Other Total
£m £m £m Em
At 1 April 2022 19.8 23.1 17.4 60.3
Charged to income statement 53 1.1 0.7 7.1
Other net additions - 342 - 34.2
Utilisation of provision 9 9} [7.4) - [17.4)
Uniwinding ot discount - - 02 02
At 31 March 2023 15.2 51.0 18.3 845
2023 2022
£m £m
Included in:
Current liabilities 52.4 38.4
Non-current liabilities 32.1 21.9
B4.5 60.3

Insurance includes provisiens in respect of Lyra insurance Guernsey Limited, a captive insurance company and a wholly owned subsidiary of the
Group, and insurance deductions in Severn Trent Water Limited. The associated autflows are estimated to arise over a period of up to five years
from the balance sheet date.

Regulatory comprises provisions for works in response to legally enforceable undertakings to regulators, some of which are capital projects. The
associated outflows are estimated to arise over a period of up to five years from the balance sheet date.

Other provisions include provisions for ditapidations, commercial disputes, either from continuing or discontinued operations, and potential
environmental claims. The associated outflows are estimated to arise over a peried up to ten years from the balance sheet date.

29 Share capital

2023 2022
Number Number

Total issued and fully paid share capital
254,425,641 ardinary shares of 97sp (2022: 253,410,074) 249.1 2481

At 31 March 2023, 2,843,716 treasury shares (2022: 3,116,57%) were held at a nominal value of £2,803,427 (2022: £3,051,131).

On 25 May 2021 the Company issued 10,420,000 crdinary shares of 97'7sp at 2,400p per share, threugh a placing, raising £245.3 million net of
issue costs.

Changes in share capital were as follows:

Number £m
Ordinary shares of $7"/.p
At 1 April 2021 242,25%.862 2372
Shares issued under the Employee Sharesave Scheme 730,212 0.7
Shares issued from equity placing 10,420,000 10.2
At 't Aprit 2022 253,410,074 2481
Shares issued under the Employee Sharesave Scheme 1,015,567 1.0
At 31 March 2023 254,425,641 249.1
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30 Share premium

2023 2022
£m £m
At 1 April 3%4.4 148.1
Share premium arising on issue of shares for Employee Sharesave Scheme 14.3 11.2
Share premium arising from equity placing - 2351
At 2% March 408.7 3944
31 Other reserves
Capital
redemption Hedging

reserye reserve Totat
£m £m £m
At 1 April 2021 1571 {55.4] 101.7
Total comprehensive income for the year - 46.7 46.7
AL 1 Aprit 2022 157.1 8.7 148.4
Total comprehensive income for the year - 1.9 1.9
At 31 March 2022 157.1 16.8) 150.3

The capital redemption reserve arose con the redemption of B shares.

The hedging reserve arises from gains or (osses on interest rate swaps and energy swaps taken directly to equity under the hedge accounting
provisians of [IFRS 9.

32 Capital management
The Group’s principal objectives in managing capital are:

~ to maintain a flexible and sustainable balance sheet structure;
- to maintain an investment grade credit rating;

- to access a broad range of sources of finance to obtain both the quantum required and lowest cost compatible with the need for continued
availability;

- to manage exposure to movements in interest rates to provide an appropriate degree of certainty as to its cost of funds;
- to minimise exposure to counterparty credit risk; and
- to provide the Group with an appropriate degree of certainty as to its foreign exchange exposure.

The Group seeks to achieve a balance of lang-term funding or commitment of funds across a range of funding sources at the best possible
economic cost. The Group monitars future funding requirements and credit market conditions to ensure continued availahility of funds.

The Group has continued to monitor market conditions and lirit its exposure ta floating interest rate debt, which comprises 5% [2022: 4%)] of
our gross debt portfolio at the balance sheet date, with a further 28% (2022: 27%) of index-linked debt and 67% (2022: 69%)] of fixed rate debt.

Exposure to credit risk lexcluding credit risk relating to amounts receivable from contracts with custamers) is set out in nate 34 bl.
Foreign exchange risk is set aut in note 34 al (il

The Group has the following credit ratings:

Standard
Mocdy's and Poor’s Fitch
Severn Trent Plc Baa2 BBB BBB
Severn Trent Water Baal BBB+ BBB+

The ratings were stable.

A key metric in measuring financial sustainability and capital efficiency for cornpanies in the water sector is RCV gearing. This is measured as
Severn Trent Water Group’s net debt plus Hafren Dyfrdwy Cyfyngedig's net debt divided by their combined RCV. Amongst other considerations, the
Group takes into account Ofwat assumption at the Price Review [60% for AMP 7). At 31 March 2023 the Group's RCV gearing ratio based on the RCV
in the Final Determination for AMP7 (FD RCV! was £0.7% (2022. 59.5%] The FD RCVY excludes expenditure that was not in the PR19 Business Plan
such as our Green Recovery Programme, This expenditure will be included in the opening RCV for AMP8. Where the expenditure has been
incurred but is nat yet included in the RCY, there is @ mismatch in the RCV gearing ratic. We therefare alse manitor eur shadow RCY gearing ratic
which adjusts the RCV for expenditure already incurred but not yet included in the RCY. The shadow RCV gearing ratio at 31 March 2023 was 60.0%
(2022: 59.2%).

The Group's dividend policy is a key tool in achieving its capital management objectives. This pelicy is reviewed and updated in line with Severn
Trent Water's five year price control cycle and takes into account, inter alia, the planned investmant programme, the appropriate gearing level
achieving a balance between an efficient cost of capital and retaining an investment grade credit rating and delivering an attractive and
sustainable return to shareholders. The Board has decided to set the 2022/23 dividend at 106.82 pence, an increase of 4.6% compared to the
total dividend for 2021/22 of 102.14 pence. Our policy is to grow the dividend annually at ne less than CP{H until March 2023,
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32 Capital management (continued)

The Group's capital at 31 March was:

GROUP FINANCIAL STATEMENTS

2023 2022
£m Em
Net cash and cash equivalents 28,7 107.7
Bank loans (713.0) {782.5]
Other loans 16,474.2] (5,823.5]
Lease liabilities (110.9] [117.4]
Cross currency swaps 33.8 283
Loans receivatle from joint venture 75.3 79.6
Net debt [7,160.5} [6,507.8)
Equity attributable to owners of the company 970.8) (1,263.9]
Total capital (8,131.1) [7,771.7)

33 Fair values of financial instruments

a) Fair value measurements

The valuation technigues that the Group applies in determining the fair values of its financial instruments on a recurring basis are described
below. The technigues are classified under the hierarchy defined in IFRS 13 which categorises valuation technigues inte Levels 1 - 3 based on the
degree to which the fair value is observable. The Group's valuation techniques are Level 2 unless otherwise stated below:

2023 2022
£m £m VYaluation techniques and key inputs
Cross currency swaps Discounted cash flow
Assets 34.5 28.3 Future cash flows are estimated based on forward interest rates from
Liabilities 0.9] _ abservableyield curves at the period end and contract interest rates
) discounted at a rate that reflects the credit risk of counterparties. The
currency cash flows are translated at spot rate.
Interest rate swaps Discounted cash flow
Assets 40.5 2.9 Future cash flows are estimated based on forward interest rates from
e observable yield curves at the period end and contract interest rates
bilit . o )
Habilities (10.4) 139.6] discounted at a rate that reflects the credit risk of counterparties.
Energy swaps Discounted cash flow
Assets 0.5 27.6 Future cash flows are estimated based on forward electricity prices from
observable indices at the period end and contract prices discounted at a rate
that reflects the credit risk of counterparties.
Inflation swaps Qiscounted cash flow
Assets 7.3 - Future cash flows on the RPI leg of the instrument are estimated based on
L ohservable forward inflation indices.
Liabilities - (3.7

Future cash flows on the CPl leg of the instrument are estimated based on the
future expected differential between RP| and CPI {"the CP| wedge”].

Both legs are discounted using cbservable swap rates at the period end, ata
rate that reflects the credit risk of counterparties. This is considered to be a
Level 3 valuation technique.

Changes in the carrying values of instruments that are measured using a Level 3 technique were as follows:

Inflation swaps
£m

At Aprit 2021

[32.1}

Net gains recognised in profit or loss

8.4

At 31 March 2022

3.7

Net gains recognised in profit or loss

11.0

At 31 March 2023

7.3

These Level 3 instruments are valued using unchservable inputs, In valuing the inflation swaps, we have identified the unobservable input
as the CPlwedge. A change of 10bps in the CPlwedge would result in a change in the carrying value of £4.5 million.
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32 Fair values of financial instruments (continued)

bl Comparison of fair value of financial instruments with their carrying amounts

The Directors consider that the carrying amounts of all financial instruments, except those disclosed in the table betow, approximate to their fair
values. The carrying values and estimated fair values of other financial instrurnents are set out below:

2023 2022

Carrying vaiue Fairyalug Carrying value Fairvalue
£m £m £m €m

Floating rate debt
Bank loans 569.0 551.0 652.4 652.6
GOther loans 144.8 157.¢ 147.8 161.4
Overdraft 5.5 8.5 7.7 7.7
721.3 4.4 8081 8217

Fixed rate debt

Qther loans 444613 4,177.0 3,984.3 4.253.0
Lease liabilities 110.9 110.9 1174 126.4
4,552.2 4,287.9 4,101.7 4,379.6

Index-linked debt
Bank loans 144.0 1371 129.9 149.5
Gther loans 1,886.1 1.798.0 1.691.4 24581
2,030.1 1,935.1 1.821.3 2,605.6
7,303.6 6,937.4 67311 7.806.9

The above floating, fixed or index-linked classification does not take into account the impact of interest rate swaps or ¢ross currency swaps.
Fixed rate loans are valued using market prices for similar instruments, which is a Level 2 valuation technigue.

Index-linked loans are rarely traded and quoted prices are not censidered a reliable indicator of fair value. Therefore, these loans are valued using
discounted cash flow models with discount rates derived from abserved market prices for a sample of bonds, which is a Level 2 valuation
technigue.

Fair values of the other debt instruments are also calculated using discounted cash flow medels with discount rates derived from observed
market prices, whichis a Level 2 valuation technique.

34 Risks arising from financial instruments

The Group's activities expose it to a variety of financial risks:

- market risk [including interest rate risk, exchange rate risk and other price risk];
- credit risk;

- liquidity risk; and

- inflation risk.

The Group’s overall risk management pragrarmme addresses the unpredictability of financial markets and seeks to reduce potential adverse
effects on the Group’s financial performance or pasition.

Financial risks are managed by a central treasury department [ Group Treasury'l under policies approved by the Board of Directors. The Board
has established a Treasury Committee to monitor treasury activities and to facilitate timely responses ta changes in market canditions when
necessary. Group Treasury operates under the Group's Treasury Procedures Manual and Policy Statement and identifies, evaluates and hedges
financial risks in close co-operation with the Group's operating units, The Board defines written principles for overall risk management, as well as
written policies covering specific areas such as exchange rate risk, interest rate risk, credit risk and the use of derivative and non-derivative
financial instruments. The Group's policy is that derivative financial instruments are not held far trading but may be used to mitigate the Group’'s
exposure to financial risk. The types of derivative instruments held and the retated risks are described below.

interest rate swaps are held to mitigate the Group's exposure to changes in market interest rates. Further details are set out in section al {i] and
note 35 b (i].

Crass currency swags are held to mitigate the Group's exposure ta exchange rate movements on amounts borrowed in foreign currencies.
Further details are set out in section al [iij and note 35 al [i}.
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34 Risks arising from financial instruments [continued}
Energy swaps are held to mitigate the Group's exposure to changes in wholesale energy prices. Further delails are provided in note 35 b) [ii}.

Severn Trent Water, the Group's most significant business unit, operates under a regulatory environment where its prices are linked to inflation
measured by CPIH. In order to mitigate the risks to cash flow and earnings arising from fluctuations in CPIH, the Group holds debt instruments

where the principal repayable and interest cost is linked to RPI/CPI/CPIH and the Group holds RPIfCPI swaps to mitigate the risk of divergence

between RP) and CPIH.

a] Market risk
The Group is exposed to fluctuations in interest rates and, to a lesser extent, exchange rates. The nature of these risks and the steps that the
Group has taken to manage them are described below.

(il Interestrate risk
The Group’s annual income and its operating cash flows are substantially independent of changes in market interest rates, The Group’s interest

rate risk arises from long-term borrowings.
Borrowings issued at variabte rates expose the Group to the risk of adverse cash flow impacts fram increases in inferest rates.
Borrowings issued at fixed rates expose the Group to the risk of interest costs above the market rate when interest rates decrease.

The Group’'s pelicy is to maintain 40% to 70% of its interest-bearing liabilities in fixed rate instruments during AMP7. In measuring this metric,
management makes adjustments to the carrying value of debt to better reflect the amount that interest is calculated on. Details of the
adjustments made are set aut below:

2023 2022

£m Em

Net debt [note 37) 7,160.5 4,507.8
Cash and cash equivalents 34.2 115.4
Loans receivable from joint venture 75.3 79.6
Crass currency swaps inciuded in net debt at fair value 33.6 28.3

Fair value hedge accounting adjustments [20.1] (21.1]

Exchange on currency debt not hedge accounted (22.3] [14.9]
Interest bearing financial liahilities 7.261.2 6,695.1

The Group manages its cash flow interest rate risk by borrowing at fixed or index-linked rates or by using interest rate swaps. Under these swaps
the Group receives variable rate interest and pays fixed rate interest calculated by reference to the agreed notional princigal amounts. In practice
the swaps are settled by transferring the net amount. These swaps have the economic effect of converting borrowings from variable rates to fixed
rates. The Group has entered into a series of these interest rate swaps to hedge future interest payments beyond 2030.
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34 Risks arising from financial instruments (continued]
al Market risk (continued)
(i} Interest rate risk [continued)

The following tables show analyses of the Group's interest bearing financial liabilities by type of interest. Debt which is hedged by interest rate
SWaps or cross currency swaps is included in the category after taking account of the Impact of the swap. Debt raised in foreign currencies has
been included at the notianal sterting value of the payable leg of the corresponding cross currency swap since this is the amount that is exposed to

changes in interest rates.

Valuation adjustments that do not impact the amount on which interest is calculated, such as fair vaiue hedge accounting adjustments, are

excluded from this analysis.

The net principal amount of unhedged swaps is shown as an adjustment to floating rate and fixed rate debt to dermonstrate the impact of the swaps

on the amount of liabilities bearing fixed interest.

Floating Fixed

rate rate Index- linked Total

2023 £m £m £m £m

Cverdraft (5.5) - - i5.5)

Bank loans {543.6) {25.4) 1144.0) [713.0)

Other taans {83.0] [4,462.7) 11,8846.1} [6,431.8}

Lease liabilities - t110.91 - {1199}

(63211 {4,599.01 (2,630.1} 7,261.21

Impact of swaps not matched against specific debt instruments 275.0 (275.0 - -

interest bearing financial liabilities {357.11 (4,874.0 (2,030.1) 17,261.2)
Proportion of interest bearing financial liabilities that are fixed 67%
Weighted average interest rate of fixed debt £ 1%
Weighted average period for which interest is fixed lyears! 9.7
Floating Fixed

rate rate  Index- Linked Total

2022 £€m £m £m £m

Overdraft (7.7] - - 17.7}

Bank loans [625.4) 27.2) [129.9] [782.5)

Other loans (104.3) 13,991.8 {1,691.4] {5,787.5)

Lease liabilities - [117.4) - {117.4)

[737.4) [4,136.4] 1,821.3] [6,695.1)

Impact of swaps net matched against specific debt instruments 475.0 (475.0] - -

Interest bearing financial Liabilities [262.4] 14,611.4) 11.821.3) 16,695.1)
Propartion of interest bearing financiat liabilities that are fixed 66%
Weighted average interest rate of fixed debt 3.84%
Weighted average period for which interast is fixed (years} 9.2

Interest rate swaps not hedge accounted

The Group has a number of interest rate swaps which are not accounted for as cash flow or fair value hedges. This has led to a credit of

£25.9 million [2022: £25.2 million) in the income statement.

Average contract fixed

interest rate Notional principal amount Fair value

2023 2022 2023 2022 2023 2022
% % £m £m £m £m

Pay fixed rate interest
1-2 years - 4.98 - {50.0) - 2.2
2-5years - 5.14 - {150.0) - 13.6]
5-10 years 5.46 5.46 [75.0 [75.0) (10.0} (21.2
5.46 5.20 [75.0) [275.0 (10.0} {37.0

in addition to the above the Group has cross currency swaps that also swap fixed rate interest to floating {see below]
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34 Risks arising from financial instruments [continued)
al Market risk (continued]

(i) Interestrate risk [continued)

Interest rate sensitivity analysis
The sensitivity after tax of the Group's profits, cash flow and equity, incluging the impact on derivative financial instruments, to changes in interest
rates at 31 March is as follows:

2023 2023
+1.0% -1.0% +1.0% +1.0%
£m £m £m Em
Profit or loss 2.3 [2.8) 2.7 [10.6]
Cash flow {2.8] 2.8 [1.5) 1.5
Equity 2.3 [2.8) 9.7 (10.6]

{iil Exchange rate risk

Except for debt raised in foreign currency, which is hedged, the Group’s business does not involve significant exposure to foreign exchange
transactions. Substantially all of the Group’s profits and net assets arise from Severn Trent Water, which has very limited and indirect exposure to
changesin exchange rates, and therefore the sensitivity of the Group’s results to changes in exchange rates is not material.

Certain of the Group's subsidiaries enter into transactions in currencies other than the functional currency of the operation. Exchange risks
relating to such operations are not material but are managed centrally by Group Treasury through forward exchange contracts to buy or sell
currency. These contracts led to nil charge (2022: nil) in the income statement.

The Group has raised debt denominated in currencies other than sterling to meet its objective of accessing a broad range of sources of finance.
The Group mitigated its expasure to exchange rate fluctuations by entering into cross currency swaps at the time that the debt was drawn down to
swap the proceeds into sterling debt bearing interest based on SONIA.

Where the terms of the receivable leg of the swap closely match the terms of the underlying debt, the swaps are expected to be effective hedges,
hence the swaps have been accounted for as fair value hedges. The notional value and fair value of these swaps is shown in note 35 al [i).

The Group also has cross currency swaps with a sterling notional value of £98.3 million [2022: £98.3 million] which are not accounted for as fair
value hedges. Ecenomically these swaps act to mitigate the exchange rate risk of debt within the Group which is denominated in fareign currency
and also swap the interest from fixed rate to floating, but they are not designated hedges under IFRS 9. This has led to income of £7.1 million
(2022: charge of £2.3 million] in the income statement, as well as an exchange loss of £7.4 million (2022: loss of £6.4 million] on the underlying
debt.

The Group's gross and net currency exposures arising from currency borrowings are summarised in the tables below. These show, inthe relevant
currency, the amount borrowed and the notienal principal of the related swap or forward contract. The net position shows the Group’s exposure to
exchange rate risk in relation ta its currency borrowings.

Euro Us Dellar Yen
2023 £€m $m ¥bn
Borrowings by currency (19.9] (180.0) (10.3)
Cross currency swaps - hedge accounted 19.9 30.0 10.3
Cross currency swaps ~ not hedge accounted - 150.0 -
Met currency exposure - - -

Eurc Us Dollar Yen
2022 £€m $m ¥bn
Borrowings by currency (19.9] (180.0] (2.0]
Cross currency swaps — hedge accounted 19.9 30.0 2.0
Cross currency swaps — not hedge accounted - 150.0 -

Net currency exposure - - _
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34 Risks arising from financial instruments [continued)
b) Credit risk

Cperationally the Group has no signiticant cencentrations of credit risk, It has policies in place to ensure that sales of products are made te
customers with an appropriate credit history, other thanin Severn Trent Water Limited and Hafren Dyfrdwy Cyfyngedig, whose operating licences
oblige them to supply domestic customers even in cases where bills are not paid. Amounts provided against accounts receivable and movements
on the provision during the year are disclosed in note 21.

Cash depaosits and derivative contracts are only placed with high credit quality financial institutions, which have been approved by the Board.
Group Treasury menitors the credit quality of the approved financial institutions and the list of financial institutions that may be used is approved
annually by the Beard. The Group has poelicies that limit the amount of credit exposure te any one financial institution.

Credit risk analysis
At 31 March the aggregate credit limits of authorised counterparties and the amounts held on short term deposits were as follows:

Credit Limit Amount deposited
2023 2022 2022 2022
£m £m £m £m
Double A range 150.0 150.0 - -
Single Arange 770.5 710.5 - 75.0
Triple B range - 10.0 - -
920.5 870.5 - 75.0

The fair values af derivative assets analysed by credit ratings of caunterparties were as fallows:

Derivative assets

2023 2022

€m £m

Single A range 82.8 52.6
Trigle B range ‘ - 62
82.8 588

c] Liquidity risk

(il Committed facilities

Prudent liguidity management requires sufficient cash balances to be maintained; adequate committed facilities to be available; and market
position to be closed out when required. Group Treasury manages liguidity and flexibility in funding by monitering forecast and actual cash flows
and the maturity profile of financial assets and liabilities, and by keeping committed credit lines available.

At the balance sheet date the Group had committed undrawn barrowing facilities expiring as follows:

2023 2022

£m Em

2-~5years 800.0 1,100.0
5years 100.0 -
900.0 1,100.0

fii} Cash flows from non-derivative financial instruments

The following tables show the estimated cash flows that will arise from the Group's nen-derivative net financial liabilities. The information
presented is based on the earliest date on which the Group can be required to pay and represents the undiscounted cash flows including principal
and interest,
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34 Risks arising from financial instruments (continued)

¢} Liguidity risk [continued)
Interest and intlation assumptians are based on prevailing market conditions at the year end date.

Tradeand Paymentson

Floating Fixed gther financial

2023 rate rate index-linked payables liabilities
Undiscounted amounts payable: £m £m £m £m £m
Within 1 year [16.7) [£73 A1 [3¢.1) [149.2) i4'75.5)
1 Zycans [10.4] [153.7] [89.3] - [253.6)
2-Gyears [141.8] (904.6] (113.8) - {1,162.2)
5-10years [211.9] [2,002.1) [(714.3) - [2,928.3)
10 - 15years - [905.4) [168.0) - [1,073.4)
15 - 20 years - (1.064.8) (304.4) - (1,369.2]
20-25years - [152.9) 1326.2] - 479.1)
25 - 30years - - 1738.5 - (738.5)
30 - 35 years - - {2,909.0 - (2,909.01
35-40years - - (917.5) - 917.5)
40 - 45 years - - [613.3) - (413.3)
Total [381.0) (5,659.0) [6,730.4) {149.2] (12,919.6]
Loans due Trade and Cashand Receipts from

from joint other short-term financial

ventures receivables deposits assets

Undiscounted ameunts recejvable: £m €m £m £m
Within 1 year 2.4 681.7 34.2 718.3
1-2vyears 7.3 33 - 10.6
2 - Syears 87.0 - - 87.0
Total 6.7 £85.0 34.2 815.9
Tradeand Paymentson

Floating Fixed ather financial

2022 rate rate  Index-linked payables liabilities
Undiscounted amounts payabte: £m £m Em Em £m
Within 1 year [4.1] t404.4] [133.1] [113.5) [655.1]
1 - 2years [317.3] {44697 [32.7 - [799.7}
2 - Syears [407.7) (1,175.7] [154.4] - [1,737.8}
5- 10years (111.4] (1,591.1] {593.11 - (2,295.6}
10 - 15 years - (731.7) (255.1] - (986.8)
15 - 20 years - (1.070.7] (280.5] - [1,351.2)
20 - 25 years - - (211.6] - (211.6)
25 - 30 years - - [727.21 E [(727.2)
30 - 35years - - (1,713.3} - (1.713.3)
35 - 40years - - [2,082.4) - (2,082.4)
40 - 45 years - - (417.91 - {£11.9]
Total [840.5] [5,423.3] (6,595.5} (113.5] (12.972.8)
Loans due Trade and Cashand Receipts fram

from joint other shart-term financial

ventures receivables deposits assets

Undiscounted amounts payable: Em £m £m £m
Within 1 year 33 547.9 115.4 b666.6
1-2years 102.3 6.6 - 1089
2-5Syears 125 - - 125
Total 1181 554.5 115.4 788.0
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34 Risks arising from financial instruments [continued]

¢l Liguidity risk [continued)

Index-linked debt includes loans with maturities up to 50 years. The principal is revalued at fixed intervals and is linked to movements in the RPI,
CPlor CPIH. Interest payments are made biannually based on the revalued principal. The principal repayment equals the revalued amount at

maturity. The payments included in the table above are estimates based on the forward inflation rates published by the Bank of England at the
balance sheet date.

liil) Cash flows from derivative financial instruments

The following tables show the estimated cash flows that will arise from the Group's derivative financial instruments. The tables are based on the
undiscounted net cash inflows/loutflows] on the derivative financial instruments that settle on a net basis and the undiscounted gross inflows/
loutflows) on those derivatives that require gross settlement. When the amount payable or receivable is not fixed, the amount disclosed has been
determined by reference to the projected interest and foreign currency rates derived from the forward curves existing at the balance sheet date.
Actual amounts may be significantly different from those indicated helow.

Cross currency sywaps

Interest Inflation Energy Cash Cash

rate swaps sSwaps swaps receipts payments Total

2023 £m £Em £m £m £m £m
Within T year 13.9 0.5 a.5 7.4 (6.3} 16.2
1-2years 2.3 0.5 - 15 16.01 11.3
2 -5years 121 2.0 - 157.2 (125.1) 6.2
5-10years 0.4 7.2 - 47.7 (45.11 16.2
10 - 15 years - 1.9 - 82.8 {5%.01 21.9
35.7 8.3 0.5 302.6 [241.3) 105.8

Cross currency swaps
Interest {nflation Energy Cash Cash

rate swaps swaps swaps recejpts payments Total

2022 £€m £m Em £m £m £m
Within 1year [14.5) 0.2 28.0 6.2 [3.5) V4.4
1-2years (16.6] 03 - 6.2 {3.5) [13.6)
? - Gyears [29.4) 13 - 146.3 (120.3) (2.1
5- 10 years (25.0) 3.0 - 39.3 33.2) 15.9)
10 - 15 years - (5.7} - - - (5.7
15 - 20 years B 8.2 - - - (8.2)
(87.5) 9.1} 280 198.0 1160.5) [31.1)

d] inflation risk

The Group's principal operating subsidiary, Severn Trent Water, operates under a regulatory environment where its prices are linked to inflation
as measured by CPIH. Its operating profits and cash flows are therefore exposed to changes in inflation. In order to mitigate and partially offset
this risk, Severn Trent Water has raised debt that pays interest at a fixed coupon based on a principal amount that is adjusted for the change in
inflation during the life of the debt instrument (' index-linked debt']. The amount of index-linked debt at the balance sheet date is shown in section

al {i) Interest rate risk, and the estimated future cash flows relating to this debt are shown in section c] lii} Cash flows from non-derivative
financial instrurnents.

Ofwat is moving the measure of inflation used in the economic regutatery model from RP| to CPIH over a period of time. In anticipation of this the
Group has entered into CPI/RP| swaps with a notional value of £350 million (2022: £350 millian) in order to mitigate the risk of divergence between
inflation measured by CPIH and that measured by RPL.

tnflation rate sensitivity analysis
The finance cost of the Group's index-linked debit instruments varies with changes in CPY/CPIH/RPI rather than interest rates. The sensitivity at
31 March of the Group's profit and equity to changes in CPI/CPIH/RPI s set out in the follewing table. This analysis relates to financial instruments

only and excludes any CPI/CPIH/RPI impact on Severn Trent Water's revenues and Regulatory Capital Value, or accounting for defined benefit
pension schemes.

2023 2022
+1.0% -1.0% +1 0% -1.0%
£€m £Em £m £m
Profit or loss (16.4) 16.4 (14.8) 14.8
Equity [15.4] 16.4 114.8) 14.8
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35 Hedge accounting
The Group uses derivative financial instruments to hedge exposures te changes in exchange rates and interest rates. Hedge accounting is adopted
for such instruments where the criteria set out in IFRS % are met. Hedge ineffectiveness arises trom credit risk, which 1s not hedged.

al Fair value hedges

(i} Crosscurrency swaps

The Group raises debt denominated in currencies other than sterling. Cross currency swaps are entered into at the time that the debt is drawn
down to swap the proceeds into sterling debt bearing in order to mitigate the Group’s exposure to exchange rate fluctuations. Where the terms of
the receivable leg of the swap closely match the terms of the underlying debt, the swaps are expected to be effective hedges.

At the year end the amounts of cross currency swaps designated as fair value hedges were as follows:

Notional principal amount Fairvalue
2023 2022 2023 2022
£m Em £m £m
Euro 1.4 114 6.4 7.4
US doller 23.2 232 31 0.9
Yen 59.9 8.5 3.6 6.3
4.5 43.1 13.1 14.6

b) Cash flow hedges

[i] Interest rate swaps

The Group has entered into interest rate swaps under which it has agreed to exchange the difference between fixed and floating interest rate
amounts calculated on agreed natienal principal amounts. Such contracts enable the Group to mitigate the risk of changing interest rates on
future cash flow exposures arising from issued variable rate debt. Where the hedge Ts expected to be highly effective these interest rate swaps are
acceunted for as cash flow hedges.

Details of interest rate swaps that have been accounted for as cash flow hedges are summarised below:

Average contract fixed

interest rate Notional principal amount Fairvalue
2023 2022 2023 2022 2023 2022
Period to maturity % % £m £m £m Em
2-5 years 2.43 1.70 125.4 50.0 2.5 1.0
5-10 years 1.83 210 248.0 325.2 30.6 0.7
2.03 2.05 373.4 375.2 40.1 03

The Group recognised a loss on hedge ineffectiveness of £1.3 million [2022: loss of £0.6 million) in gains/losses on financialinstruments in the
income statement in relation to interest rate swaps.

(ii) Energy swaps

The Group enters into a series of energy swaps under which it agrees to exchange the difference between fixed and market prices of electricity at
six-monthly intervals. No such energy swaps are currently active and the risk of changes in wholesale energy prices in the next year is managed
through physical contracts.

Details of energy swaps that have been accounted for as cash flow hedges are summarised below:

Average contract price Notienal contracted amount Fair value
2023 2022 2023 2022 2023 2022
Period to maturity £/MWh E/MWh MWh MWh £m £m
Less than 1 year 447 38.5 43,680 131,520 0.5 27.6
44.7 385 43,680 131,520 05 27.4
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35 Hedge accounting [continued!)

cl

Cumulative fair value adjustments
At the year end the cumulative fair value adjustments arising from the corresponding continuing hedge relationships were as follows:

Carrying amount
of hedged items

Cumulative amount of fair
value adjustments on the
hedged items

Assets Liabilities Assets Liabilities

2023 £m £m £m £€m
Cress currency swaps - [109.9] - (14.01
Interest rate swaps - [171.4] - -
- [281.3] - [14.0}

Carrying amount
of hedged iterns

Cumulative amount aof fair
value adjustments an the
hedged items

Assets Liabitities Assets Liabilities

2022 £m £Em €m £m
Cross currency swaps - 158.2| - [13.7)
Interest rate swaps - [374.9) - -
- [433.1] - (13.71

£109.9 million {2022: £58.2 million] of the carrying amount of hedged items and £14.0 million [2022: £13.7 million) of the cumulative amount of fair
value adjustments on the hedged items relates to fair value hedges. The remainder relates to cash flow hedges.

36 Share based payment

The Group operates a number of share based remuneration schemes for employees. During the year, the Group recognised total expenses of
£2.5 million [2022: £8.3 million] related to equity settled share based payment transactions.

The weighted average share price during the period was £27.45 {2022: £27.30).

At 31 March 2023, there were no options exercisable (2022: none) under any of the share based remuneration schemes

al Long Term Incentive Plan [LTIP]
Under the LTIP, conditional awards of shares may he made to executive directors and senior staff. Awards are subject to performance conditions
and continued employment throughout the vesting period.

(il  Awards made under the LTIP

The 2019, 2020, 2021 and 2022 LTIP awards are subject to Severn Trent Water's achievernent of Return on Regulatory Equity in excess of the base
return included within the Final Determinations over a three year vesting period. It has been assumed that performance against the LTIP
non-rmarket conditions will be 100% {2022: 100%].

[iiy Awards outstanding
Details of changes in the number of awards outstanding during the year are set out below:

Number of

awards

Outstanding at 1 April 2021 692,189
Granted during the year 203,756
Vested during the year (230,003]
Lapsed during the year (26,744
Outstanding at 1 April 2022 639,198
Granted during the year 215,103
Vested during the year (226,429]
Lapsed during the year (14,713]
Qutstanding at 31 March 2023 413,159
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36 Share based payment (continued)
al Long Term Incentive Plan (LTIP] {continued)
Details of LTIP awards outstanding at 31 March were as follows:

Number of awards

Normal Date

Date of grant of Yesting 2023 2022
July 2019 2022 - 231,442
July 2020 2023 202,547 205,651
July 2021 2024 196,129 202,105
July 2022 2025 214,483 -

613,159 §39,198

The awards outstanding at 31 March 2023 had a weighted average remaining contractual life of 1.5 years [2022: 1.1 years].
Oetails of the basis of the LTIP scheme are set out in the Directors’ remuneration report on pages 141 to 163.

bl Employee Sharesave Scheme

Under the terms of the Sharesave Scheme, the Board may grant the right to purchase ordinary shares in the Company ta those employees who
have entered into an HMRC approved Save As You Earn contract for a period of three or five years.

Options autstanding
Details of changes in the number of aptions outstanding during the year are set out below:

Weighted

Number of average

share options exercise price

Outstanding at 1 April 2021 4,102,760 1.688p
Granted during the year 884,726 2,307p
Forfeited during the year [74,463) 1,734p
Cancelled during the year (135,804) 1811
Exercised during the year [730,212) 1.611p
Lapsed during the year 14,608] 1,682p
Outstanding at 1 April 2022 4,042,399 1.824p
Granted during the year 1,112,373 2,183p
Forfeited during the year [72,506] 1,968p
Cancelled during the year (216,312 2,113p
Exercised during the year [1,015,547) 1,502p
Lapsed during the year [7,749) 1,772p
Outstanding at 31 March 2023 3,842,638 1,994p

Sharesave options outstanding at 31 March were as follows:

Number of awards

Normal Date  Normal Date

Date of grant of Vesting of Vesting 2023 2022
January 2017 2022 1,633p - 123,540
January 2018 2023 1,652p 111,115 112,993
January 2019 2022 or 2024 1.474p 214,309 1,101,868
January 2020 2023 or 2025 1,787p 829,908 885,178
January 2021 2024 or 2026 1,860p 855,384 943,311
January 2022 2025 or 2027 2,307p 732,604 875,509
January 2023 2026 or 2028 2,183p 1,097,318 -

3,842,638 4,042,399

The options outstanding at 31 March 2023 had a weighted average remaining contractual life of 1.8 years (2022: 1.7 years}.
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36 Share based payment [continued)

cl Fairvalue calculations

The fair values of the share awards made and share options granted during the year were calculated using the Black Scholes method. The

principal assumptions and data are set out below:

2023 2022
LTIP SAYE LTIP SAYE
3year 6 year 3year 5year
scheme scheme scheme scheme
Share price at grant date [pencel 2,858 2,674 2,674 2,676 2,939 2,937
Option life [years] 3 3.3 5.3 3 3.3 53
Vesting period tyears) 3 3 5 3 3 5
Expected volatility (%} 18.2 18.2 18.2 18.2 18.2 18.2
Expected dividend yield [%]) 3.7 4.0 4.0 3.9 3.5 35
Risk free rate (%) n/a 3.5 3.6 n/a 0.1 0.1
Fair value per share {pence]) 2,842 526 542 2,659 543 521
Expected valatility is measured over the three years prior to the date of grant of the awards or share opticns.
Volatility has been calculated based on historical share price movermnents.
The risk free rate is derived from yields at the grant date of gilts of similar duration to the awards or share options.
The dividend yield is calculated using the expected dividend for the year divided by the share price at the date of grant.
37 Cash flow statement
al Reconciliation of operating profit to operating cash flows
2023 2022
£m £m
Profit before interest and tax 508.8 506.2
Depreciation of property, plant and equipment 379.7 3615
Depreciation of right-of-use assets 3.9 3.8
Amortisation of intangible assets 33.7 363
Pension service lcredit)/cost 8.2 0.2
Defined benefit pension scheme administration costs 43 3.8
Defined benefit pension scheme contributions (100.5) [61.9]
Share based payment charge 9.5 83
Profit on sale of property, plant and equipment and intangible assets (2.2] (5.4
Release from deferred credits {16.4) {17.5)
Contributions and grants received 40.2 428
Previsions charged to the income statement 7.1 14.8
Utilisation of provisions for Liabilities (17.3) (12.3)
Operating cash flows betore movements in working capital 842.6 880.6
Increase ininventory (3.4 1.2)
Increase in amounts receivable (146.2] {87.4
Increase in amounts payable 0.3 9.9
Cash generated from operations 753.3 897
Tax received 6.1 -
Tax paid (10.1) .21
Net cash generated frorm operating activities 749.3 890.5
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bl Non-rash transactions

Non-cash investing and financing transactions disclosed in other notes were:

GROUP FINANCIAL STATEMENTS

~ Acguisition of infrastructure assets from developers at no cost and provisions in response to legally enforceable undertakings to regulators

[note 17].

— Acquisition of right-of-use assets [note 18].

- Shares issued to employees for na cash consideratien under the LTIP [note 38].

c] Reconciliation of movement in cash and cash equivalents to movement in net debt

Net cash Cross Loans due
and cash Bank Other Lease currency fram joint
equivalents loans loans liabilities swaps venture Net debt
£m £Em £m £m £m £m £Em
_At 1 April 2022 107.7 (782.5] {9,823.5] [117.4] 283 79.6 (6,507.8)
Cash flow {79.0] 83.7 [452.7] 13.1 [5.5) [440.4)
Fair value adjustrments - - 0.9 - - - 0.9
Inflation uplift on index-linked debt - [13.5) [193.9 - - - (207.4]
Foreign exchange - - (7.4} - - - (7.4}
Other non-cash movements - 0.7 2.4 [6.6] 5.3 12 1.6
At 31 March 2023 28.7 {713.00 (6,474.2) (110.91 33.6 75.3 [7,160.5)
d] Liabilities from financing activities
Bank Other Lease
loans loans liabilities Total
€m £m £m £m
At 1 April 20217 [1,011.1) (5.471.3]) (121.3} [6,603.7)
Cash flow 238.5 (250.6 12.1 -
Fair value adjustments - 29 - 2.9
Inflation uplift en index-linked debt [6.9] (99.4] - (106.5]
Foreign exchange - [6.4] - 16.6]
Other non-cash movements (3.0 1.7 (8.2] [9.5]
At 1 April 2022 {782.5) 15.823.5) (117.4) (6,723.4]
Cash flow 83.7 [452.7} 131 [355.9]
Fair value adjustments - 0.9 - 0.9
Inflation uplift on index-linked debt [13.5] (193.9] - [207.4)
Fareign exchange - (7.4) - [7.4])
Other non-cash movements [0.7] 2.4 (6.6] (4.9]
At 31 March 2023 (713.0) 16,474.2) (110.91 (7,298.1]
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38 Contingent liabilities

a)] Bonds and guarantees

Group undertakings have entered into bonds and guarantees in the normal course of business. No liability (2022 nil] is expected to arise in
respect of either bonds or guarantees.

bl Claims under the Environmental Information Regulations 2004 regarding property searches

Since 2016, the Group has received letters of claim from a number of groups of persanal search companies [PSCs) which allege that the
information held by Severn Trent Water Limited [STW] used o produce the CON29DW residential and also the commercial water and drainage
search reports sold by Severn Trent Property Solutions Limited (STPS], is disclosable under the Environmental information Regutations. In Aprit
2020, a group of over 100 PSCs commenced litigation against all water and sewerage undertakers in England and Wales, including STW and STPS.
The claimants are seeking damages, on the basis that STW and STPS charged for information which should have been made available either free,
or for a limited charge, under the Environmental Information Regulations. STW and STPS are defending this claim. This is anindustry-wide issue
and the litigation is in progress. Atimetable for the claim has recently been set by the court leading up to a stage 1 trial on the EIR legal issues only
[not the otherissues or amount of damages) which is scheduled to be hald in November 2023

c! Ongoing combined sewer overflow investigations

Ofwat and the Enviranment Agency are each conducting their own investigations into the waste water industry, to investigate compliance with the
conditions of environmental permits. Ofwat has launched specific enforcement investigations against six sewerage companies, but Severn Trent is
not included in those cases. The Environment Agency's investigation of all English sewerage companies is continuing and it is not yet clear what
the cutcome of those investigations will be. We have responded quickly and comprehensively to all questions from the regulators and have had
ppen conversations with them on the issues under investigation.

39 Financial and octher commitments

a) Investment expenditure commitments

2023 2022
£m £m
Progerty, plant and equipment contracted for but nat provided for in the financial statements 434.9 354.7

In addition to these contractual cornmitments, Severn Trent Water Limited has longer term expenditure plans which include investments to
achieve improvements in performance mandated by the Director General of Water Services (Dfwat) and to provide for growth in demand far water
and waste waler services.

40 Post balance sheet events
Following the year end the Board of Directors has proposed a final dividend of 64.09 pence per share.
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41 Related party transactions
Transactions between the Company and its subsidiaries, which are related parties, have been elirninated on consolidation and are not included in
this note. Trading transactions between the Group and its joint venture Water Plus are disclosed below.

2023 2022
£m Em
Sale of services 25%9.5 259.8
Netinterestincome 39 2.5
263.4 262.3

Qutstanding balances between the Group and the joint venture as at 31 March were as follows:
2022 2022
£m £m
Amounts due to related parties - (0.2}
Trade and other receivables due from related parties 0.2 -
Loans receivadle from joint venture 75.3 79.6
75.5 79.4

The retirement benefit schemes operated by the Group are considered to be related parties. Details of transactions and balances with the
retirement benefit schemes are disclosed in note 27.

Remuneration of key management perscnnel
Key management personnel comprise the members of STEC during the year, and non-executive directors of the Company.

The remuneration ef the directers is included within the amounts gisclosed below. Further information about the remuneration of individuat
directors is provided in the audited part of the Directors’ remuneration report on pages 151 and 160 to 163.

2023 2022

£m £m

Short term employee benefits 4.6 5.7
Service contract non-executive director benefits 0.9 0.7
Share based payments 5.4 6.6
10.9 13.0

42 Alternative performance measures [APMs)

Financial measures or metrics used in this report that are not defined by IFRS are alternative performance measures [APM's]. The Group uses
such measures for performance analysis because they provide additienal useful information on the performance and position of the Group. Since
the Group defines its own APMs, these might not be directly comparable with other companies’ APMs. These measures are not intended to be 3
substitute for, or superior to, IFRS measurements.

al Exceptional items

Exceptionalitems are income or expenditure which individually or, in aggregate if of a similar type, should, in the apinion of the Directors. be
disclosed by virtue of their size or nature if the financial statements are to give a true and fair view. In this context, materiality is assessed at the
segment level. There were no exceptional items in the years ended 31 March 2023 and 2022,

bl Adjusted earnings per share

Adjusted earnings per share figures exclude the effects of net gains/losses on financial instruments, current tax on net gains/flosses on financial
instruments and deferred tax. The Directors consider that the adjusted figures provide a useful additional indicator of performance and remove
non-perfarmance related distortions, See note 14,

¢l Netdebt

Net debt comprises berrowings including remeasurements for changes in fair value of amounts in fair value hedging relationships, cross
currency swaps that are used to fix the sterling Liability of foreign currency borrowings [whether hedge accounted or not], net cash and cash
equivalents, and loans to joint ventures. See note 37.
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42 Alternative perfarmance measures [APMs] [continued)
d] Effective interest cost

The effective interest cost is calculated as net finance costs, excluding net finance costs from pensions, plus capitalised finance costs divided by

the monthly average net debt during the year.

2023 2022

£m £m

Net finance costs 362.4 269.4
Net finance costs from pensions (3.6} 6.7
Capitalised finance costs 56.5 34.5
415.6 297.2

Average net debt 6,720.6 6,292.2
Effective inierest cost 6.2% 4. 7%

This APM is used as it shows the average finance cost for the net debt of the business.

e) Effective cash cost of interest

The effective cash cost of interest is calculated on the same basis as the effective interest cost except that it excludes finance costs thatare not

paid in cash but are accreted Lo the carrying value of the debt [principally indexation adjustments on index-linked debt).

2023 2022
£m £m
Net finance costs 362.6 26%.4
Net finance cosis from pensions {3.81 {6.71
Indexation adjustments (215.7) 1106 5)
Capitalised finance costs 56.6 34.5
199.9 190.7
Average net debt 6,720.6 62922
Effective cash cost of interest 3.0% 3.0%
Thisis used as it shows the average finance cost thatis paid in cash.
fl  PBIT interest cover
The ratio of PBIT te net finance costs excluding net finance costs from pensions.
2023 2022
£m £m
PBIT 508.8 506.2
Net finance costs 362.6 2694
Net finance costs from pensions (3.6 {6.71
Net finance costs excluding net finance costs from pensions 359.0 262.7
ratio ratio
PBIT interest cover ratio 1.4 19

This is used to show haw the PBIT of the business covers the financing costs associated only with net debt on a consistent basis. In previcus years

we have reperted adjusted PBIT interest cover.
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42 Alternative performance measures [APMs) [continued)
gl EBITDA and EBITDA interest cover

Ihe ratic of profit before interest, tax, exceptional items, depreciation and amortisation to net finance costs excluding net finance costs from
pensions.

2023 2022

£m £m

PBIT 508.8 506.2
Depreciation lincluding right-of-use assets) 383.6 3653
Amortisation 3.7 363
EBITDA 926.1 907.8
Net finance costs 362.6 269.4
Net finance casts fram pensions (3.8 6.7
Net finance costs excluding finance costs from pensions 35%.0 262.7
EBITOA interest cover ratio 2.6 35

This is used to show how the EBITDA of the husiness covers the financing costs associated anly with net debt on a consistent basis.

h) Adjusted effective current tax rate
The current tax charge for the year, excluding prior year charges and current tax on financial instruments, divided by profit before tax, net losses/
gains on financial instruments, excepticnal itemns, and share of net profit/loss of joint ventures accounted for using the equity method.

2023 2022

Current tax Current tax

thereon thereon

£m £m £m £m

Profit before tax 167.9 - 2741 -
Adjustments

Share of net [profitl/loss of joint venture ~ ~ 22 -

Net [gains)/losses on financial instruments {21.7) - (39.3! -

146.2 - 237.0 -

Adjusted effective current tax rate 0.0% 0.0%

This APM is used to remove distortions in the tax charge and create a metric consistent with the caleulation of adjusted earnings per share in
note 14. Share of net [profit)/loss of joint ventures is excluded from the calculation because the [profiti/loss is included after tax and so the tax on
joint venture profits is not included in the current tax charge.

il Operational cashflow
Cash generated frem operations less contributions and grants received.

2023 2022

£m £m

Cash generated from operations 753.3 891.7
Contributions and grants received (40.2) [42.8)
Operational cashflow 713.1 848.9

This APM is used to show operational cash excluding the effect of contributions and grants received as part of capital programmes.
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42 Alternative performance measures [APMs) lcontinued)
ji Cash capex

Cash paid to acquire property, plant and equipment and intangible fixed assets less contributions and grants received and proceeds on disposal of

praperty, ptant and equipment and intangibte fixed assets.

2023 2022

£m £m

Purchase of praperty, plant and equipment £99.7 610.3
Purchase of intangible assets 40.0 363
Contribytions and grants received [£0.2) 142.8]
Proceeds on disposal of property, plant and equipment {12.9] {9.5]
Cash capex 6856.4 594.3

This APM is used to show the cash impact of the Group's capital pregrammes.

k] Capital investment

Additions to property, plant and equipment and intangible fixed assets less contributions and grants received, assets contributed at no cost, and

capitalised finance costs.

2023 2022

£m £m

Additions to property, plant and eguipment 898.9 714.3
Additions to intangible assets 40.0 363
Contributions and grants received {40.2} {42.8
Assets coniributed at ho cost (105.0) 169.0)
Capitalised finance costs (56.6] m
Capital investment 737.1 804.3

Includes £34.2 million [2022: £15.3 million} of provisions for future capital expenditure arising from regulatory obligations |See notes 17 and 28).
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43 Subsidiary undertakings

Details of all subsidiary undertakings as at 31 March 2023 are given below. Details of the joint venture are set out in note 1%, All subsidiary
undertakings have been included in the consolidation.

Owned directly by Severn Trent Plc

GROUP FINANCIAL STATEMENTS

Class of share
capital held

Percentage of share
capital held

Country of aperation
and incorporation

Athena Haldings Limited

Hong Kong 100% Ordinary

The following subsidiary undertakings all cperate and are incorporated in the United Kingdom. The percentage of share capital held is 100% and

the class of share capital held is ordinary.

All subsidiary undertakings

Agua Deva Limited

Severn Trent Green Power Group Limited

Chaster Water Limited

Severn Trent Green Power Haldings Limited

Debeo Debt Recovery Limited

Severn Trent Green Power Limited

Dee Valley Group Limited

Severn Trent Holdings Limited

Dee Valley Limited

Severn Trent Investment Holdings Limited

Dee Valley Services Limited

Severn Trent LCP Limited

Dee Valley Water [Holdings) Limited

Severn Trent Leasing Limited

East Worcester Water Limited

Severn Trent Metering Services Limited

Etwall Land Limited

Severn Trent MIS Trustees Limited

Hafren Dyfrdwy Cyfyngedig

Severn Trent Overseas Holdings Limited

M A Solutions [LINDUM) Ltd

Severn Trent Pension Scheme Trustees Limited

Midlands Land Portfolio Limited

Severn Trent PIF Trustees Limited

North Wales Gas Limited

Severn Trent Property Solutions Limited

Northern Gas Supplies Limited

Severn Trent Reservairs Limited

Severn Trent [W&S] Limited

Severn Trent Retail and Utility Services Limited

Severn Trent Data Portal Limited

Severn Trent Services [Water and Sewerage) Limited

Severn Trent Draycote Limited

Severn Trent Services Defence Holdings Limited

Severn Trent Finance Holdings Limited

Severn Trent Services Defence Limited

Severn Trent Finance Limited

Severn Trent Services Holdings Limited

Severn Trent General Partnership Limited

Severn Trent Services International [Overseas Holdingsj Limited

Severn Trent Green Power [Ardley} Limited

Severn Trent Services International Limited

Severn Trent Green Power [Bridgend] Limited

Severn Trent Services Operatiens UK Limited

Severn Trent Green Power [Cassington] Limited

Severn Trent Solar Power Limited

Severn Trent Green Power [CW] Limited

Severn Trent SSPS Trustees Limited

Severn Trent Green Power [Hertfordshire] Limited

Severn Trent Trimpley Limited

Severn Trent Green Power [North London] Limited

Severn Trent Utilities Finance Pic

Severn Trent Green Power [RBWM] Limited

Severn Trent Water Limited

Severn Trent Green Power [Wallingford) Limited

Severn Trent Wind Power Limited

Severn Trent Green Power [West London] Limited

Severn Trent WWIF Limited

Severn Trent Green Power Biogas Limited

Wrexham Water Limited

Severn Trent Green Pawer Composting Limited

The Group owns 100% of the share capital of the following subsidiary undertakings.

All subsidiary undertakings

Country of operation and incorporation Class of share capital held

Energy Supglies UK Lirnited

United Kingdom A and B Ordinary

Lyra Insurance Guernsey Limited

Guernsey Ordinary

Severn Trent Carsington Limited

United Kingdom A and B Ordinary
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43 Subsidiary undertakings (continued)

Unless stated below, the registered office of the aforementioned entities is Severn Trent Centre, 2 5t Jehn's Street, Coventry, CV1 212,

United Kingdom.

Company

Registered office

Athena Holdings Limited

One 33, Hysan Avenue, Causeway Bay, Hong Kong

Dee Vallay Limited

Packsaddle, Wrexham Road, Rhostyllen, Wrexham, LL14 AEH

Hafren Dyfrdwy Cyfyngedig

Packsaddle, Wrexham Road, Rhostyllen, Wrexham, LE14 4EH

Lyralnsurance Guernsey Limited

St Martin's House, Le Bordage, St Peter Port, GY1 4AU, Guernsey

Severn Trent General Partnership Limited

50 Lothian Road, Festival Square, Edinburgh, EH3 9WJ

Severn Trent Green Power [Ardley] Limited

The Stables, Radford, Chipping Nortan, Oxfordshire, OX7 4EB

Severn Trent Green Power (Bridgend) Limited

The Stables, Radford, Chipping Nortan, Oxfordshire, OX7 4EB

Severn Trent Green Power {Cassingtonl Limited

The Stables, Radford, Chipping Nerten, Oxfordshire, OX7 4EB

Severn Trent Green Power [CW] Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB

Severn Trent Green Power [Hertfordshire) Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB

Severn Trent Green Power [North Londonj Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB

Severn Trent Green Power [RBWM] Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB

Severn Trent Green Power (Wallingford) Limited

The Stables, Radford, Chipping Norten, Dxfordshire, OX7 4EB

Severn Trent Green Power [West London} Limited

The Stables, Radford, Chipping Norton, Oxfardshire, OX7 4EB

Severn Trent Green Power Biogas Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB

Severn Trent Green Power Composting Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB

Severn Trent Green Power Group Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4E8

Severn Trent Green Power Holdings Limited

The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB
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Subsidiary audit exemptions

GROUP FINANCIAL STATEMENTS

Severn Trent Ple has issued guarantees over the liabilities of the following companies at 31 March 2023 under section 479C of Companies Act 2006

and these entities are exempt from the requirements of the Act relating to the audit of individual accounts by virtue of section 479A of the Act.

Company Company Number
Chester Water Limited 2888872
Dee Valley Group Limited 43164684
Dee Valley Limited 2902525
Dee Valley Water [Haldings) Limited 4421854
East Worcester Water Limited 2757948
Etwall Land Limited 7559793
Severn Trent IW&S] Limited 3995023
Severn Trent Carsington Limited 7570384
Severn Trent Dato Mortal Limited 8181048
Severn Trent Draycote Limited 7681784
Severn Trent Finance Holdings Limited 6044159
Severn Trent Finance Limited 6294618
Severn Trent General Partnership Limited 5C4164614
Severn Trent Green Power [Ardley) Limited 5807721
Severn Trent Green Power [Hertfordshirel Limited 6771560
Severn Trent Green Power [North Londan) Limited 7489098
Severn Trent Green Power (West London] Limited 8308321
Severn Trent Green Power Cemposting Limited 4927756
Severn Trent Holdings Limited 5656363
Severn Trent Investment Holdings Limited 7560050
Severn Trent LCP Limited 7943556
Severn Trent Leasing Limited 6810163
Severn Trent Metering Services Lirmited 2569703
Severn Trent Overseas Holdings Limited 2455508
Severn Trent Reservoirs Limited 3115315
Severn Trent Services Heldings Limited 4395672
Severn Trent Services International (Overseas Holdings) Limited 3125131
Severn Trent Services International Limited 2387816
Severn Trent Retail and Utility Services Limited 2562471
Severn Trent Trimpley Limited 106900546
Severn Trent WWIF Limnited 11966722
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COMPANY FINANCIAL STATEMENTS

COMPANY STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 MARCH 2023

2023 2022

Note £m £m

Profit for the year 4£26.7 141.8

Other comprehensive income

Iterns that will not be reclassified to the inceme statement:

Net actuarial gains 12 1.2 0.1

Deferred tax arising on actuarial gains 3 (0.3} -

Deferred tax arising on change of rate 3 - 0.5

Other comprehensive income for the year 0.9 0.6

Total comprehensive income for the year 427.6 142.4
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COMPANY FINANCIAL STATEMENTS

COMPANY STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 MARCH 2023

Share Share Other Ratained
capital premium reserves rarnings Total
Note £m £m £m £m £m
Kt 1 Aprit 2021 237.2 1481 1567.1 28147 33571
Prafit tor the year - - - 141.8 141.8
Net actuarial gains 12 - - - 0.1 0.1
Deferred tax arising from rate change 3 - - - 0.5 05
Total comprehensive income for the year - - - 142.4 142.4
Share options and LTIPs
- proceeds frem shares issued 8.9 0.7 11.2 - - 11.9
-value of employees’ services - - - 8.4 8.4
Proceeds from equity placing 10.2 235.1 - - 2453
Dividends paid 16 - - - [254.5) (254.5]
At 31 March 2022 2481 394.4 187.1 27110 3,510.6
Profit for the year - - - 426.7 4267
Net actuarial gains 12 - - - 1.2 12
Eeferred tax on net actuarial gains 3 - - - [0.3] (0.31
Total comprehensive income for the year - - - 427.6 427.6
Share options and LTIPs
ﬁ— proceeds from shares issued 8.9 1.0 14.3 - - 15.3
o value of employees’ services - - - 9.7 9.7
Dividends paid 16 - - - [261.3]) [261.3)
2491 408.7 157.1 2,887.0 3,701.9

At 31 March 2023

Inciuded in retained earnings are profits of £1,221.2 million that arose from group restructuring arrangements in previous years and are therefare
not distributable. Distributable reserves are therefore £1,665.8 million.
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COMPANY FINANCIAL STATEMENTS CONTINUED

COMPANY BALANCE SHEET
FOR THE YEAR ENDED 31 MARCH 2023

2023 2022
Note £m £m
Non-~current assets
Property, plant and equipment 0.3 03
Right-of-use assets 0.5 0.8
Investments in subsidiaries 2 3,371.6 33621
Deferred tax asset 3 1.6 2.0
Trade and other receivables 4 1,139.0 11260
4,513.1 4,491.2
Current assets
Trade and other receivables 4 339 254
Current tax receivable 15.0 13.6
Cash and cash equivalents 1.2 -
50.1 39.2
Current liabilities
Borrowings 5 [0.2) 196.2)
Trade and other payables 6 (12.8) 94.0)
Provisions for liabilities 7 [0.8) (08]
[13.8) (191.0
Net current assets/(liabilities) 36.5 (151.8]
Total assets less current liabilities 4,549.6 43394
Non-current liabilities
Borrowings 5 (837.4) [BI‘?E
Trade and other payables 6 (2.9] .1}
Retirement benefit obligations 12 (6.5] (7.9
Provisions for tiabilities 7 {0.91 (1.6
{847.7} {828.8]
Netassels 3,701.¢ 3510.4
Capital and reserves
Called up share capital 8 249.1 2481
Share premium account 9 408.7 394.4
Other reserves 10 157.1 1571
Retained earnings 2,887.0 2,711.0
Total capital and reserves 3,701.9 35106

The profit for the year is £426.7 million {2022: €£141.8 million].
Signed on behalf of the Board who approved the accounts on 23 May 2023,

CSpann Tl

Christine Hodgson
Chair James Bowling

Chief Financial Officer
Company Number 02366419
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COMPANY FINANCIAL STATEMENTS

NOTES TO THE COMPANY FINANCIAL STATEMENTS

1 Employee numbers
The average number of employees during the year was 14 {2022: 14].

2 Investments in subsidiaries

£m
At 1 April 2022 3,362.4
Additions 9.5
At 31 March 2023 33716
Oetails of principal subsidiaries of the Company are given in note 43 to the Group financial statements.
3 Deferredtax
Retirement
benefit
obligations
£m
At 1 April 2027 1.5
Credit to income arising from rate change 05
5} 1 April 2022 2.0
Charge toincome 0.1)
Charge to equity (0.3)
At 31 March 2023 1.6
4 Trade and other receivables
2023 2022
£m £m
Current assets
gther amounts receivable 0.2 0.2
Prepayments 0.2 0.2
imounts owed by group undertakings 33.5 25.2
kxR 25.6
Eun-:urrem assets
Other amounts receivable 32 2.7
E}an receivable 74.3 7R B
Amounts owed by group undertakings under loan agreements 1,061.5 1,044.5
1,139.0 1,126.0
1,172.9 1,151.4
5 Borrowings
2023 2022
£m £m
Eurrenl liabilities
Other loans 0.1 96.1
Lease liabilities 0.1 0.1
0.2 96.2
Non-current liabilities
Eank loans 0.4 -
Amounts due to group undertakings under loan agreements 637.2 619.4
Ether loans 19%.1 199.0
Lease liabilities 0.7 0.8
837.4 819.2
837.6 915.4

At the balance shect date the Company had £100.0 millivry [2022: £100.0 million] undrawn borrowing facilities.

SEVERN TRENT PLC ANNUAL REPORT AND ACCQUNTS 2022 23¢9



NOTES TO THE COMPANY FINANCIAL STATEMENTS CONTINUED

6 Trade and other payables

2023 2022
£m £m
Current liabilities
Trade payables 0.6 0.1
Social security and other taxes a.1 g1
Other payables 0.7 32
Accruals 1.2 1.2
Amounts due to group undertakings 10.0 894
12.6 94.0
Non-current liabilities
Other payables 2.9 -
Accruals - 0.1
2.9 0.1
15.5 94.7
7 Provisions
Insurance Other Total
tm £m £m
At T April 2022 0.4 2.0 2.4
Utilisation of provision [0.1) 0.6} 0.7
At 31 March 2023 0.3 1.4 1.7
2623 2022
£m £m
Includedin:
Current tiabilities 0.8 0.8
Non-current liabilities 0.9 1.4
1.7 2.4

The cash outflows associated with Insurance provisions are estimated to arise over a period of up to five years from the balance sheet date

Other provisions include provisions for dilapidations and commercial disputes. The associated outflows are estimated to arise over a period up to

five years from the balance sheet date.

8 Share capital

2023 2022
£€m £m
Total issued and fully paid share capital
254,425,641 ordinary shares of 97 %sp (2022: 253,410,074) 249.1 2481
At 31 March 2023, 2,863,716 treasury shares [{2022: 3,1146,579) were held at a nominal value of £2 803,427 (2022: £3,051,131).
On 25 May 2021 the Company issued 10,420,000 ardinary shares of 97 Vup at 2,400p per share, through a placing, raising £245.3 million net of
155Ue costs.
Changes in share capital were as follows:
Number £m
Ordinary shares of 97'%p
At 1 April 2021 242,259,862 237.2
Sharesissued under the Employee Sharesave Scheme 730,212 0.7
Shares Tssued from equity placing 10,420,000 102
At 1 April 2022 253,410,074 248.1
Shares issued under the Employee Sharesave Scheme 1,015,567 1.0
At 31 March 2023 254,425,641 249
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COMPANY FINAKCIAL STATEMENTS

9 Share premium

2023 2022

£m £m

At 1 April 394.4 148.1

Share premium arising on issue of shares for Employee Sharesave Scheme 14.3 11.2

Share prermium arising from equity placing - 235.1

At 31 March 408.7 3%4.4
10 Otherreserves

Capital

redemptian

reserve

£m

At 31 March 2021, 31 March 2022 and 31 March 2023 157.1

The capital redemption reserve arose an the redemption of B shares.

11 Share based payment

Fordetails of employee share schemes and options granted over the shares of the Company, see note 34 of the Group financial statements. Details
of options exercised and awards vesting during the year and of the weighted average share price of the Company during the year are also disclosed
in that note.

12 Pensions

Defined benefit schemes

The Group operates defined benefit pension schemes, of which some employees of the Company are members. There is no contractual agreement
far charging the net defined benefit cost of these schemes between the companies that participate in the schemes. As a result, the net defined
benefit cost of the scheme is recognised in the financial statements of the sponsoring employer, Severn Trent Water Limited. The scheme closed
to future accrual on 31 March 2015. The cost of contributions to the Group schemes amount to €0.5 mitlion (2022: £0.5 million). There were no
amounts outstanding for contributions to the defined henefit schemes [2022: nil).

The Company has an obligation to pay pensions to a number of farmer employees, whose benefits would otherwise have been restricted by the
Finance Act 1982 earnings cap. This unfunded scheme is part of the Severn Trent Pension Scheme.

Information about the schemes as a whole is disclosed in note 27 to the Group financial statements.

13 Related party transactions

The retirement benefit schemes operated by the Group are considered to be related parties. Details of transactions and balances with the
retirement henefit schemes are disclosed in note 27 to the Group financial statements.

information about Directors’ remuneration is provided in the audited part of the Directors’ Remuneration Report.

The Company has given guarantees in favour of Water Plus Limited in respect of the joint venture’s liabilities to wholesalers in the Open Water
market. The guarantee in respect of liabilities to wholesalers is capped at £43.5 million [2022: £54.1 million).

The Company has a revolving credit facility available to Water Plus totalling £953 millian. At 31 March 2023 the amount drawn was £74.4 mitlion
[2022: £80.5 million).

14 Contingent liabilities

a] Bonds and guarantees
The Company has entered inte bonds and guarantees in the normal course of business. No tiabilities are expected to arise in respect of either the
honds or guarantees.

bl Bank offset arrangements

The banking arrangements of the Coampany operate on a pooled basis with certain of its subsidiary undertakings. Under these arrangements
participating companies guarantee each other's overdrawn balances to the extent of their credit balances, which can be offset against balances of
participating companies. As at 31 March 2023, the Company had no centingent liabilities (2022: nil).

15 Post balance sheet events
Follawing the year end the Board of Directors has proposed a final dividend of 64.09 pence per share.

16 Dividends
For details of the dividends paid in the years ended 31 March 2023 and 31 March 2022 see note 13 in the Group financial statements.
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FIVE YEAR SUMMARY

2023 2022 2021 2020 2019

Continuing pperations £m £m £m £m £m
Turnaver 2,165.1 1,433 18272 1,8435 1,767.4
Profit before interest, tax, and exceptional items 503.8 506.2 £70.7 568.2 572.9
Gain on impairment of loans receivable - 0.2 3.4 - -
Net exceptional items hefore tax - - [4.9] (51.7) 19.6]
Net interest payable before gains/[losses) on financial instruments and
exceptional finance costs [362.8) 1269.4) 1187.1) {188.4) [194.2]
Gains/llosses) on financial instruments 21.7 393 [6.2) (17.4} 16.0
Results of associates and joint ventures’ - (2.2} [8.9) - 10.4)
Profit an ordinary activities before taxation 167.9 2741 267.2 310.7 384.7
Current taxation on prafit on ordinary activities {0.2) 4.8 {24.8} 130.1) {31.8)
Deferred taxation {35.5) [71.7) i28.2) {29.1) [39.4)
Exceptional tax - (294.4) - {92.7] 1.8
Profit/iloss) for the year 132.2 (87.2 212.2 158.8 3153
Net assets emplayed
Fixed assets 10,716.9 10,609.3 10,261.4 9,954.8 9.337.7
Other net liabilities excluding net debt, retirernent benefit obligation,
provisions and deferred tax 1966.3] {1.315.9) [1.274.0) 1,142.0) {992.6)
Derivative financial instruments? 37.9 [12.8] [86.0) [158.5) [95.1}
Net retirement benefit obligation (279.4 {128.0 [367.7] (234.01 1452.9}
Provisions for liabilities and deferred tax 11,378.01 (1,380.9 [949.2] (945.1) {798.9)

8,131.1 7.971.7 7.582.5 7.475.2 6,998.2
Financed by
Called up share capital 249.1 2481 237.2 2365 2359
Reserves 721.5 1.015.8 9015 1,007.2 928.2
Total sharehotders’ funds 270.6 1.263.9 11387 1,243.7 1.184.1
Net debt? 7,140.5 6.507.8 £,443.8 4£,231.5 5,834.1

8,131.1 7,771.7 75825 7,475.2 6,998.2
Statistics
Earnings per share [continuing] - pence 52.7 135.2] 89.1 66.7 133.4
Adjusted earnings per share - pence 58.2 96.9 105.4 146.0 145.8
Dividends per share lexcluding special dividend] - pence 106.8 1021 101.6 1001 93.4
Dividend cover [before exceptional iterns and deferred tax] 0.5 g9 1.0 1.5 1.6
Gearing* - % 88.1 83.7 85.0 83.4 833
Ordinary share price at 31 March - pence 2,879.0 3.078.0 2.306.0 2,280.0 1,976.0
Average number of employees
- Regulated Water and Waste Water 7176 6,612 4,536 6,345 5.680
— Other 475 506 497 451 200

1 Excludes exceptional share of net gainsflosses of jeint venture.

2  Excludesinstruments hedging foreign currency debt

3 Inclydes)nstruments hedging fareign currency detit.

4 Gearing has been caiculated as net debt dwvided by the sum of equity and net debt.
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GLOSSARY

ABS - Annual Bonus Scheme
AGM - Annual General Meeting
AMP - Asset Management Plan
AMPS ~ the period 2015-2020
AMP7 - the pericd 2020-2025
AMPS8 - the period 2025-2030
APD - Acid Phase Digestion
AQR - Audit Qualily Review

BEIS - Department for Business, Energy and
Industrial Strategy

CAW - Carbon Accounting Workbook

CCW - Consumer Council for Water

COP - Carbon Disclosure Project

CEO - Chief Executive Officer

CFO - Chief Financial Officer

CHP - Combined Heat and Power

C-MeX - Customer Measure of Experience
CR} - Comgliance Risk Index

CRISP - Compliance Risk index
Sustainability Plan

C50 - Combined Sewer Overflows

Defra - Department for the Environment, Food
and Rural Affairs

D&I - Diversity and Inclusion

D-MeX ~ Developer Measure of Experience
DNSH - Do No Significant Harm

DRIP - Dividend Reinvestment Plan

DTRT - Doing the Right Thing

DW!I - Drinking Water Inspectorate

DWMP - Drainage and Wastewater
Management Plan

EA - Enviranment Agency
EAP - Employee Assistance Programme

EBITDA - Earnings Before Interest, Tax,
Nepreciation and Amorisation

ECL - Expected Credit Losses
EDM - Event Duration Menitor

EPA - Environmental Performance
Assessment

EPS - Earnings per share

ERM - Enterprise Risk Management

ESG - Environment, Saciat and Gavernance
FBU - Fair, Balanced and Understandable
FCA - Financial Conduct Authority

FD - Final Determination

FFT - Flow to Futl Treatment

FRC - Financial Repnrting Council

GAA - Group Authorisation Arrangements
GDPR -General Data Protection Regulations
GHG - Greenhouse Gas

GWh - Gigawatt hours

Ha - Hectares of land

HD - Hafren Dyfrdwy

IGP - Inspiring Great Performance

IPCC - International Panel for Climate Change

ISSB - International Sustainability
Standards Board

KPI - Key Perfermance Indicator

LTD5 ~ Leng-Term Delivery Strategy
LTI - Lost Time Incidents

LTIP - Long Term Incentive Plan

M&A - Mergers and Acauisitions

MoO - Ministry of Defence

NAY - New Appointments and Variations
NHH - Non-Household

NIS-R - Network and Information Systems
Regulations

NRW - Natural Resources Wales
NZTP -~ Net Zero Transition Plan

0DI - Outcome Delivery Incentive
ONS - Office for National Statistics
PA1 - Principal Adverse Impact

PBIT — Profit Before Interest and Tax
PCC - Per Capita Consumption

PESR - Post Employment Shareholding
Requirement

PESTLE - Politicial, Ceoncimnic, Social,
Technological, Legal and Enviranmental

PFAS - Per- and Polyfluorinated Substances
PR24 - Price Review 2024

PSR - Priority Services Register

RCM - Regional Climate Model

RCP - Representative Concentration Pathway
RCV -~ Regulatory Capital Value

REGO - Renewable Energy Guarantee of Origin

RNAGS - Reasons for Not Achieving Goad
Status

RoRE - Return on Regulated Equity
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OTHER INFORMATION

5.172 — Section 172 Statement

SASB - Sustainability Accounting Standards
Board

SBT - Science-Based Targets
SBTi - Science—-Based Targets incentive
SDS - Strategic Direction Statement

STEM & Ops - Science Technology,
Enyineering and Mathematics and Operations

SID ~ Senior Independent Director

SLA - Service Level Agreement

SMT - Senior Management Team

SOAF - Storm Overflows Assessments

SGORP - Storm Gverflows Discharge
Reduction Plan

SOP - Standard QOperating Proccdure

SRF - Strategic Risk Forum

550 - Sanitary Sewer Overflows

S55I - Site of Special Scientific interest
STEC - Severn Trent Executive Committee

STEM & Ops - Science, Technolegy,
Engineering and Mathematics & Operations

STEPS - Severn Trent Environmental
Protection Scheme

STW - Severn Trent Water
TCA - The Coal Authority

TCFD - Task Force for Climate-related
Financial Disclosures

THP - Thermal Hydrolysis Process

TNFD - Taskforce for Nature-related Financial
Disclosures

Totex — Total expenditure
TSC - Technicat Screening Criteria

TUB - Temporary Use Ban, also known as a
hosepipe ban

UKCP18 - UK Climate Projections 2018
UKWIR - UK Water Industry Research

UQ - Upper Quartile

WaSCs — Water and Sewerage Companies

WINEP - Water Industry National Environment
Pregramme

WRMP - Water Resources Management Plan
WSSR - Water Scarcity Status Report
WwTW - Waste water Treatment Works
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INFORMATION FOR SHAREHOLDERS

Severn Trent shareholder helpline
The Company's registrar is Equiniti. Equiniti's
main responsibilities include maintaining

the shareholder register and making

dividend payments. If you have any queries
relating to your Severn Trent Plc shareholding,
you shauld contact Equiniti.

Registrar contact details:
Online: shareview.co.uk
Telephone: +44 (01 371 384 29471*

Accessibility: For deaf and speech impaired
customers Equiniti welcorme calls via Relay
UK. Please see https://www.relayuk.bt.com
for more information.

By post: Equiniti, Aspect House, Spencer Road,
Lancing, West Sussex, BN$9 6DA, United
Kingdom.

Please include your shareholder reference and
details of your query.

Corporate website

Shareholders are encouraged to visit our
website severnitrent.com which provides:

~ Company news and information;

~ links to our operational businesses’ websites;

~ details of aur governance arrangements;

- details of our plans and social purpose; and

- aur approach ta sustainability and
innovation.

Thereis also a dedicated investors’ section on
the website containing up-to-date information
for sharehotders including:

~ our investment proposition; and
- our financial reports and presentations;

Plus a sharchoider centre containing:

- share price information;

- a history of dividend payment dates and
amounts; and

- access to current and historicat shareholder
informatian.

1 Pleaseuse the country code when contacting Equinti
from gutside the UK,

244

Electronic communications

By registering to receive shareholder
documentation from Severn Trent Ple
electronically, shareholders can benefit
from being able to:

- view the Annual Report and Accounts on the
day it is published;

- receive an email alert when shareholder
documents are available;

- casttheir AGM vate electronically; and

- manage their shareholding guickly and
securely online, through Shareview.

Electronic shareholder communications also
enable the Company to reduce Its impact an the
envirenment and benefit from savings associated
with redyced printing and mailing costs.

For further information and to register for
electronic shareholder communications visit
www.shareview.co.uk and register for an
online portfolia account enabling you to:

~ ronitor all your shareholdings;
- manage your personal detaits;

~ buyand sell shares;

- vote at company meetings; and
- view tax vouchers anline.

Dividend payments

Bank mandates
Dividends can be paid automatically into your
bank or building society account.

The benefits of doing this include:

- receiving cleared funds inyour bank account
on the payment date;

- avoiding postal delays; and

- remaving the risk of your cheques getting
iostin the post,

To take advantage of this service or for further
details, contact Equiniti or register/lag-in to
shareview.co.uk and select Manage My Shares
and My Dividends.

Financial calendar

Dividend reinvestment plan ['DRIP’}
The DRIP gives sharehoiders the option of using
their dividend payments to buy more Severn
Trent Ple shares instead of receiving cash. Ifyou
would like to participate in the DRIP, please
request a dividend reinvestment plan mandate
from Equiniti Financial Services Limited via the
Customer Experience number below or online
via www.shareview.co.uk by registering for/
logging-in to your portfolic account,

Telephone: +44 [0} 371 384 2967

' Please use the coyntry code when calling from qutside the
UK. Lines are open from B.30am to 17.30prm (UK time),
Man-Fri{exctuding public holidays in England and Wales],

Other information
Buying and selling shares in the UK

If you wish to buy or sell certificated Severn
Trent Ple shares, you may need to use a
stockbroker or high street bank which trades
on the London Stock Exchange. There are
also many telephone and online services
avaitable to you.

if you are selling, you will need to present your
share certificate at the time of sale. Details of
dealing services offered by Equiniti Financial
Services Limited may be obtained from
www.shareview.co.uk or cantact 03456 037 G637~
for assistance.

Share price information

Sharehalders can find share grice infarmation
on our website and in most national
newspapers. For a real-time buying or selling
price, you should contact a stockbroker,

Shareholder security

Fraudsters use persyasive and high-pressure
tactics to lure investors into scams. They may
atfer to sell shares that turn out to be
worthless or non-existent, or to buy shares at
an inflated price in return for an uptront
payment. While high profits are promised, if
you buy or sell shares in this way you will
probably lose your money.

Please be aware that scams are becoming
ever-more sophisticated with fraudsters often
claiming or implying that they have some
connection with Severn Trent, and possibly
offering an attractive investment oppartunity.
Beware, they may simply be trying to obtain
your personal data.

Ex dividend date - finai dividend 1 June 2023
Record date to be eligible for the final dividend 2 June 2023
DRIP election date — final 23 June 2023
AGM 6 July 2023
Final dividend payment date 14 July 2023

All dates are maicative and may be subject to change

Lines are cpen Menday to Friday, 8.00am ta 4 30pm for dealing, and until 6.00pm for enguiries [excluding public holidays in

England and Walesl Calls fram a landuine are charged at national rates, Calis fram amobile device may incur netwerk extras,
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How to avoid share fraud:

Keep in mind that firms autharised by the
Financial Conduct Authurily [FCA') are
unlikely to contact you out of the blue with
an offer to buy or sell shares;

Do not get into a conversation, note the name
of the person and firm contacting you and
then end the call,

Check the Financial Services Reqister at
tca.org.uk to see if the person and firm
contacting you is authorised by the FCA;

Beware of fraudstars claiming to be from an
authorised firm, copying its website or giving
you fatse contact details;

Use the firm’'s contact details listed on the
Register if you want to call it back;

Call the Freephone FCA Consumer helpline
Isee details below| if the firm does not have
contact details on the Register oryou are
told they are out of date;

Search the FCAWarning List 6f unauthorised
firms to avoid at www.fca.org.uk/
consumers/report-scams;

Consider that if you buy or sell shares from an
unauthorised firm you will not have access to
the Financial Ombudsman Service or
Financial Services Compensation Scheme;

Think about getting independent financial
and prefessional advice before you hand over
any personal data or documents or your
money; and

Remernber, if it sounds too good to be true,
it probably is.

If you are approached by fraudsters please tell
the FCA using their contact form online at
www.fea.org.uk/consumers/report-scams, or
contact therm on:

0800 111 6768 [freephone]
0300 500 8082 lfrom the UK)
+44 207 D46 1000 lfrom abroad)

(18001) 0207 044 1000
[next generation text relay)

lopen Mon-Fri 8am to épm, Sat 9am to 1pm)

If you have already paid money to share
fraudsters you shautd contact Action Fraud
on 0300 123 2040 (Mon-Fri 8am to 8pm] or
online via https:/fwww.actionfraud.police.uk/
repertscam.

Unsolicited mait

The Campany is legally obliged to make its
share register available to the general public.
Consequently some sharehelders may receive
unsolicited mail. If you wish to limit the amount
of unsolicited mail you receive, please contact:

The Mailing Preference Service [MPS’], DMA
House, 70 Margaret Street, London, W1W 55,

Alternatively. reqgister viline at
www.mpsonline.org.uk or call the MP3
Registration line on 0207 291 3310.

American Depositary Receipts
'ADRs’]

Severn Trent has a sponsored Level 1 ADR
programme, for which The Bank of New York
Melton acts as Depositary.

The Level 1 ADR programme trades on the
premier tier of the US over-the-counter [0TC’)
market under the symbol STRNY (it is not
listed on a US stock exchangel. Each ADR
represents one Severn Trent ordinary share.

f you have any enquiries regarding Severn
Trent ADRs, please contact The Bank of New
York Mellon.

By post: BNY Mellon Shareowners Services,
PO Box 43004, Providence RI02940-3078 US

By telephone:
If calling from within the US: [888) 26% 2377
ltoll-free]

If calling from outside the US: +1 201 680 6825

By email:
shrrelations@cpushareownerservices.com

Website: www.mybnymdr.com
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OTHER INFORMATION

Cautionary Forward-Looking Statement
This docurment contains statements that are,

or may be deemed to be, forward-locking
statements’ with respect to Severn Trent's
financial condition, results of cperations and
business and certain of Severn Trent's plans and
objectives with respect to these items.
Forward-looking statements ara sometimes, but
not always, identified by their use of a date in the
future or such words as ‘anticipates’, 'aims’, ‘due’,
‘could”. may”, will', ‘would’, ‘should, eapects’,
‘believes’, intends’, ‘plans’, ‘projects’, ‘potential’,
‘reasonably possible’, ‘targets’, ‘goal” or
‘estimates’ or words with a similar meaning, and,
in each case, their negative or other variations or
camparable terminology. Any forward-looking
statements in this document are based on Severn
Trent’s current expectations and, by their very
nature, forward-looking statements are
inherently unpredictable, speculative and involve
risk and uncertainty because they relate to events
and depend on circumstances that may or may
not occurin the future. Forward-looking
statements are not guarantees of future
performance and no assurances can be given that
the forward-looking statements in this document
will be realised. There are a number of factors,
many of which are beyond Severn Trent's control,
that could cause actual results, performance and
developments to differ materially from those
expressed or implied by these forward-looking
staterments These factors include, but are not
limited to, changes in the economies and markets
inwhich the Group operates; changes in the
regutatory and cormpetition framewaorks in which
the Group eperates; the impact of legal or other
proceedings against or which affect the Group:
and changes in interest and exchange rates. All
written or verbai forward-looking statements,
made in this document or made subsequently,
which are attributable to Severn Trent or any
other member of the Group or persons acting on
their behalf are expressly qualified in their
entirety by the factors referred to above. This
document speaks as at the date of the report.

Save as required by applicable laws and
regulations, Severn Trent does not intend to
update these forward-looking statements and
deces not undertake any cbligation to do so. Past
performance of securities of Severn Trent Plc
cannot be relied upon as a guide to the future
perfermance of securities of Severn Trent Plc.
Nothing in this document should be regarded as
a profits forecast.

This document is not an offer to sell, exchange or
transfer any securities of Severn Trent Plc or any
of its subsidiaries and is not soliciting an offer to
purchase, exchange or transfer such securities in
any jurisdiction. Securities may not be offered,
sold or transferred in the United States, absent
registration or an applicable exemption from the
registration requirements of the United States
Securities Act of 1933 {as amended],

This report has been printed on Printspeed
Offset, a paper which is certified by the Forest
Stewardship Council®. The paperis made ata
mill with 150 14001 Environmental Management
System acereditation.

Printed by Pureprint Group using vegetable oil
based inks, Pureprint Group is 2
CarbonNeu:tral® printer, certitied to 1SO 14001
Enviranmental Managerment System.
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