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Severn Trent Water Limited

Strategic report
For the year ended 31 March 2022

PURPOSE

TAKING CARE OF ONE OF LIFE'S ESSENTIALS

At Severn Trent, we believe our clear social Purpose helps drive the right strategic decisions for our
business, our stakeholders and the environment we depend on. It is underpinned by our strong Values
and borne out in our culture which governs how we think and behave, from fostering a diverse and

inclusive working environment to rewarding all of our people fairly.

OUR VALUES

e Read more online ot severntrent.com

CULTURE STAKEHOLDER
ENGAGEMENT

Our culture is facused on nurturing Effective stakeholder engagement is

and promoting the health of the natural a pricrity for every member of the Severn Trent

environment and the wellbeing of aur team, from the frontiine to the Baard. Our

customers, colleagues and communities. emphasis is on tracking the outcomes

of our engagement, encouraging a two-way
dialogue to listento the views of our stakeholders
and ensure this helps inform our decision making.

REWARDING
OUR PEOPLE

We are committed to rewarding all
of our people fairly, sharing rewards
with our communities through the
Severn Trent Community Fund.

SUSTAINABILITY PILLARS

~

@)

Taking care of theenvironment Helping people to thrive

- Ensuring asustainable water cycle - Delivering an affordable service

- Enhancing our natural environment tor everyune

- Making the most of aur resources ~ Providing a lair, inclusire and safe
-~ Mitigating climata change place towork

- Investing in skills and know ledge
- Making a positrre difference in
the community

e Rend more online ot severatrent.com

Being a company you &an trust

- Living our Values

- Balancing the interests of all
our stakeholders

- Running our company for the
{long term

- Being open aboutwhatwe do
and sharingwhat we know

STRATEGIC OUTCOMES

@0
0

A company you cantrust A service for everyone

©
o

A positive difference An outstanding experience

Lowest possible bills " Good to drink

o

o

Water always there

o

Waste water safely taken away

0

A thriving emvironment
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Who we are
We provide clean water and waste water services and develop renewable -energy solutions through
our business. _

Regulated water and waste water

Severn Trent Water Limited is one of eleven regulated water and waste water businesses in England
and Wales. We provide high quality services to more than 4.8 million households and businesses in
the Midlands and Wales.

The Company’s position within the Severn Trent Plc Group can be found on the Severn Trent Plc
website. On 31 March 2022 the Company transferred its ownership of the entire share capital of
Hafren Dyfrdwy Cyfyngedig to its immediate parent, Severn Trent Draycote Limited through
completion of a dividend in specie. For more information, see note 14 to the financial statements.

The primary activities we focus on
e Wholesale operations and engineering
e Household customer services

Where we operate

Our region stretches across the heart of the UK, from the Bristol Channel to the Humber, and from
North and mid-Wales to the East Midlands.

STW Turnover Litres of drinking water supplied each day

£1,808.9m (2020/21: £1,699.5m}) . 2 billion litres

STW Profit before interest and tax Litres of waste water treated per day
£490.8m (2020/21: £457.9m) 3.1 billion litres

Households and businesses served Employees?

4.8 million 6,803

1-We use Alternative Performance Measures through this report and they are defined and reconciled to IFRS
financial statements in Note 42.
2. Average employees
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OUR PURPOSE

BURPOSEIINJACTION]

[AtSevern)irentiwelareliicstand)
foremostidrivenlbylourRurposeld
takinglcareloflonelofilifeslessential Sy
(Welknowithatiwheniwelarelunited]by)
ourdcleansociallRurposeXwelcanldrivel
[positivelchangeland/deliverpositivel
loutcomesiioalifourdstakeholdersi
ourlcustomersoligcolleaguesYou
investorsYthelsocietyawellivelinfand]
thelenvironmentweldependlony
\Welarelpleasedliolhavemadelstrong]
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15 6 6 m (2017/18 prices}

additional’investment for,our,
Green Recovery programme)

Kickstarters have'joined us'

B2

donated thi hour,Community Fund

Bgram

(D

Driving positive change

Severn Trent is committed to making
decisions for the long term - decisions
that deliver value for our shareholders,
customers, the communities we serve
and the environment, and treating all of

our employ and other stak ders
tairly. Our culture and strong desire

to do the right thing means that we
continually look for innovative ways

1o deliver our company strategy.

Delivering positive outcomes
Through consistently living and
adhering to our Purpose and Values,
we are able to focus on the delivery

of our strategic outcomes. We work 10
achieve our outcomes in a sustainable
way - be it through taking care of the
environment, helping people thrive or
being a trustworthy company. This is
integral to the way we operate.

Green Recovery

In summar 2021, Otwat approved our

praposat to invest €546 milion {2017/18

ptices)in cur ambitious Green Recovery
providing a great i

Get River Positive

In March 2022, we announced our
commitment to ‘Get River Positive’.
This is ot just an ambrtion or ti

Commonwealth Games

in March 2021, we were delighted to
announce our pariner ship with the
irmi Games

to deliver Long-term growh for the Campany

. 4
each of our pledges, wa engaged with att of

and societal ambiuans, All sx schemes have
made excellent progress. Ve will publish

2 dedicated Green Racovery Repart in July
this year, outlining our prograss to date.

Employability Scheme

We taunched our 100,000 Employabitity
Hours Schemein Dctober 2021, zimed at
helping more of our back inta

r . including
customers, local

10 support its ambitsans 1o make this the

most sustanable games yet. We are provd

(0 e leading on making it the first carbon
hrougha

groups. talisten 10 and understand their
views. Our five pledges were developed
intull consideration of these discusstons.

Community Fund

Our Severn Trent Commuruiy Fund donates
% of our profus each year to projects in our

worh fotlowing the pandemic by affaring
our communities 100,000 hours of valuabte
skillsand training at no cast to them. We have
creatad a range of bespoke courses available
to anyone across aur region, ranging from CV
skills, presenting skills, and career planning
worksheps. Our training team will deliver the
sessions at our Academy, virtuaily and outin
our communities.

locat This yoar ol

and proud 1o report that we have donated
«.£2 million to 73 projects. As reparted
tastyear, we also supported tocal charities
through our COVID-19 Emergency Fund.
with £103.000 donated to 34 projects,
This year we also launched a dedicated

inuatves. Like s, the games have an
ambion 1o leave a positive Lasting legacy
for future generations and we look forward
1o the games this year.

Sustainability commitments

10 2019 wo announced our Triple Carban
Pledge, commilied to operational net zero
emissions tncluging 100% renewabte energy
and an al-etectric floct iwhere avaabtel by
2030. This year we contirmed our Science-
Based Targets in line with a 1.5°C pathway.
A1 COP25wa helped to Launch the Get Nature
Posilive campaign, aimed 21 reversing the

for our Weish communities. Read more
about the smpact of the Community Fund
and the stories from the beneficiaries in our
dedicated Community Fund Report ntine.

negative impact on nature. and pledged to

24 of peattand. In
2020 we announced our Gecision 10 vest
€1.2 billlon in sustainability ~ read more on
page 34. Our dedicated Sustainablity Regort.
which witl ba published e med-June, sets oul
the progress wo ara making against our
sustainability commitrents.
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UNBERSTANDING OURWORLO

OUR BUSINESS MODEL

We provide clean water every time our
customers turn on the tap and remove their
waste water in an affordable, sustainable
and reliable way.

‘s a company Laking care ol ane of lile's essemials, we know that
the resitieace ol our business is intrinsically linhed to the resilience
ot our region, its communities and the n3lural emvironment. We
are committed o acting o protect our planet and tead our sectorin
combatting climate change in our region. We do this through the
important retationships we maintain with our key stakeholders.

Weare aessing dlince hange =3 iy andimestingin
renewabts energy pr

Providing cteanwater and de.lmng wasle water is an ‘ensrgy hungry’
Pracess, sowe use waste and senewabLes to help us power our
operations. The green energy praduced from foodwaste mabes the
mos! of our resources, contributes towards meeting our nel-zero
commiuments and increases our energy securit

Resourceswe rely on

Physical assets

A resilient. well-mainiained network of cleanwater
pipes and reservairs, se pumgiog stations.
We maintain over 50.200 ki of cteznwaler piges
2nd over 92.900 km of sewer pipes.

Progress thisyear

This yearwe replaced 74 km of ourwater mains
202072): 48 km).

Financial eapital

Wehave 3 strong balance sheet and are abte 1o
f capital

Matural resources Links
Water from reservoirs, rivers and underground Principal
‘aquiters are essential 1o support Severn Trenr's Risks
operations zndvalue creation. 23,9204
We Lok alter seme of the UK's most imgressive 0

-naturs! cesources. Strategic
Outcomes

Progress thisyear

Weareonirackio lmprm 5000 hectares of Land

across our region by 2027, improved the

biodiversity of 4,696 hectares in the Iasl lwnyezrs,
han 151,

are o irack to meet our 1.3million targel by 201

as part of our Creat Big Nature Boost.

Waste water safely
taken aw; .
Our networtk of sewers and
pumping sictions collecis

A thriving environment

The naturat eavironment & critical to our
business; we are constantly interscting
with it andwe need (o protect and
ennance i whenever we can,

*~Good ta drink
Our

Our combined Severn Tren Water ane Hafren
Dylribwy gearing Inet debt as o pesceniage of our
reguized capita alue T 9.5 2020211 m

region's rivers.

As 3 large organisatian, we rely an technology in our

SevernTrer
of £1.100 millon during the year.
Progress thisyear
‘Sector-teading Outcome
performance.

Detivery tncentive FODK)

‘and manitoring of our aperations and assets.

technology 1o deliver efficiencies and continuousty
improve our. processes,

leadingto

water i
Kingis safe to drink.

TAKING CARE
OF ONE OF LIFE'S
ESSENTIALS

Clean gas and
green electriciy
from our
anaerobic
digestion plasts

Our customers.

and communities

e serve 4.8 millian households
2nd businesseswith asafe and
reliatte suppty of water and

even days
Duweeh, everyweek of theyear, digestion plasss
generating greea energy

Watar atways there
Our networks of pipes
and our enclosedstorage

€14 bilki dities. below Ofwat's cost
of debt curve, -

e

Hew Technology Helpdesk on tour across the business.
Oetivered all 16 prioritised contribarting outcomes
required by the Drinking Water tnspeciorate under

s KIS-R Oyter Assessment Framew ork in full and
antime.

Qur

ir i
These are at the heart of everything we do. We aim o

Our culure and Values support Deing e Figh

societz needs.

Ve serve 4.8 million househotds and businesses.
On of the lowest combined blls in England over the
{ast cecade tor Severn Treat Water, Hatren Dytrdwy
<customers cantinue to have the towest merage
combined bills inWates.

Progress this year
4215,

We look
toanract, nmxnp and retain 2lented peopte
from all backgro

wWe directy empiw ver 7,000 people.

Progress this

Ortoping pevgle from sl backgrosseds
intinewith bur Socko Mabiiy P gramme.
Circa 15% of our graduztes 2nd apprentices are
from Black, Asian or ather minarity ethnic

Strateqy in order o support an additionat 100000
customess inwiater poverty by

Our suppliers and contractors

Strong supplier retztionships support aur business

Weworkwith €.3,000 direct suppliers.

Progress thisyear

Over 1,100 suppliors have signed up to our

Sustainable Suppty Chain Charter since 2016,

We taunched EcaVadis, aur anline Sustainzbility

Assessmem Platlorm, with 35 suppliers assessed
nd if i .

Supptyal clean water ight
 our customers’ Gps.

. Over 34
joined the business as par of the Governmem
Kicksiar scheme.
Launched Wondertutty You'; our Dmrsr, and
inclusion Strategy and associated ta
Qur regulators Links

GurTadusty o regulsied by O ang severst Principal
other reguiaiors and public bodie: . Risks
Weworkwith our regitators wmnenuv indusury, &
Progress thisyear Strategic
We stimulate seguiatory debates to imprave Outcomes
services for customers ecruss the industry. @
Earty engagement with our stakeholders ahead

af the next price review.

challenge requirements.
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MARKET AND INDUSTRY OVERVIEW

OUR WATER SECTOR

There are a total of 17 regional businesses that supply water services to over 50 million household
and non-household customers in England and Wales. Eleven of these, including Severn Trent Water
Limited and Hafren Dyfrdwy Cyfyngedig, provide water and waste water services,; the remaining six
provide water services only.

Priorities for the upcoming price review

Ofwat last completed its five-yearly review cycle of the water industry’s pricing in 2019. These price
controls set out the amount that water and waste water companies can charge for their services over a
five-year period, known as Asset Management Plan (‘AMP’) periods. The next price review is due in
2024 (‘PR24’) and will govern pricing across the period 2025 to 2030.

We are currently working through and developing our plans for PR24, which build on the success and
_ learnings from our Green Recovery submission, and on supporting the key outcomes outlined by the
regulator. These comprise a focus on the long term, better understanding of our customers and
communities, creating environmental and social value, and being efficient and innovative.

We regularly seek feedback from our customers to help shape our plans, seeing it as a continual
activity, not just something that happens at price reviews. We have already engaged with over 11,000
customers as we develop our plans for the future on topics ranging from wider societal issues and our
impact on the environment, to more tactical topics like sensible use of water in hot weather.

Over the last few years, we have noticed some subtle changes in the types of topics our customers
are raising with us. Many of our customers are concerned about affordability and protecting vulnerable
customers, as well as the environment, climate change and how we are adapting to extreme weather
to ensure a resilient supply. The importance of water efficiency and education also continue to be
mentioned a lot by our customers. These are key areas that our PR24 plan will look to cover and
support. As part of the current price review process, we recognise that our sector, our environment
and society more generally are facing a number of challenges. Responding to these will require a
forward-looking focus, and as such our five-year busmess plan will be developed in the context of a
longer-term strategy and strategic direction.

How we are collaborating to tackle net zero

One way in which we are collaborating with the wider UK water sector is in our commitment to be net
zero by 2030. One of the biggest challenges is tackling emissions from our waste water treatment
process, which is why we convened the Process Emissions Industry Group. The group’s ambition is to
work together to share data, knowledge, experience and plans so we can better tackle this challenge
together. The ST Group is linked to the longstanding Water UK net-zero group, which has been
running since 2019, and the associated carbon network, which has run for about 15 years.

Affordability

There are an increasing number of customers in water poverty emerging in society and our customers
tell us that they are not immune from this. Recent events have highlighted the financial pressures
faced by our communities — from the energy crisis, increasing National Insurance costs, falling
Universal Credit, rising inflation and, most recently, the impacts of the conflict in Ukraine. Real
disposable income is forecast to decline by 2.2% in the next year, the largest single fall since ONS
records began.

As a socially responsible company, that genuinely cares about its customers and the communities it
serves, we launched our Affordability Strategy in May 2022 to support up to a further 100,000
customers at a time when they need help the most.
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Our Affordability Strategy is an industry first and we are excited to realise the benefits for all
stakeholders — and particularly our customers. ‘

Working with our regulators and stakeholders

We are subject to regulation of our price and performance by economic, quality and environmental
regulators, as outlined below. '

Policy
The” Department for the Environment, Food and Rural Affairs (‘Defra’) in England provides the

strategic and policy direction for the industry and our regulators.

. Regulation and representation

Consumer Council for Water | The Consumer Council for Water (‘(CCW')

: " | speaks on behalf of water consumers in England
and Wales. It provides advice to consumers and
takes up complaints on their behalf.

Drinking Water Inspectorate The Drinking Water Inspectorate (‘DWI')

’ independently checks that water supplies in
England and Wales are safe and that drinking
water quality is acceptable to consumers.

Environment Agency The Environment Agency (‘EA’) allows us to

' collect water from reservoirs, rivers and aquifers
and return it to the environment after it has been
used by our customers and treated by us.

Natural England 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 both fresh water and the
sea.

Ofwat ' Ofwat is the economic regulator for the industry
in England and Wales. Ofwat principally
exercises its duty to protect the interests of
customers through periodic reviews of charges
(‘price reviews') every five years.

We also work with a range of other regulators rnciudrng
o the Health and Safety Executive to manage risk and ensure that the health and safety of our
" employees, customers and visitors is preserved; and

. Ofgem, the economic regulator of gas and electricity markets, whose remit extends to
renewable energy generation.
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The strategic direction to 2050

At Severn Trent, we are committed to drive progress in the water sector now and for generations to
come. We are first and foremost driven by our Purpose — ‘taking care of one of life’s essentials’ —
focused on the delivery of outcomes for the benefit of our customers and wider society, as well as our
shareholders. : :

We recognise that as an industry, and a society, we are facing into a number of significant trends and
challenges. We recognise and value the benefits of working in partnership and collaborating with other

water and waste water companies, regulators, businesses and customers to ensure we continue to
deliver water resource resilience for future generations to come.

During the year we have released consultations of our Strategic Direction Statement (‘SDS’) which
outlines the key themes of the challenges and trends facing our businesses over the course of the
next 30 years, and how we plan to respond to them. In identifying our responses to these issues, we
balance the needs of all our stakeholders — customers, communities, employees, partners, regulators
and our governments. The SDS for Severn Trent Water is available on its website, providing more
specific explanations of the key trends and challenges.

KEY TREND5 ANDCHALLENGES

@ Demographic and social change

RESPONSE OVER THE NEXT 30 YEARS

The UK population is expected to grow aver the next
25years. Our population is expected to have a higher
prapartion of single- occupancy households and an
increasingty ageing population.

Customer expectations are continuing to evolve, with

3 continued reliance on digitat technologies and greater
focus on the envirenmemtal credentials of businesses.

Given the increased demand for water, we will
bolster aur resilience to source and deliver
water, and help our customers to become .
mare water conscious.

Wewill continue the move towards digital

channels to allow our customers to contact
us in the most convenient way to them.

(IB Climate change

Climate change will continue to impact global weather
patterns and create more extreme weather events
such as flooding and drought.

We anticipate further interventions around decarbonisation
and afocus on reducing carbon emissions.

In respanse ta climate change, we will improve

. the resilience of our network, whilst maintaining

3 safe and high-performing culture. We will
continue ta facus on reducing our carban
faatprintand that of aur supply chain.Asa
Broup, we have cammitted to being netzera an
our Scope 1and Scope 2emissions by 2030.

@ Environmental change

Change intand use 3s a consequence of demographic change
(such as more housing developments) and climate change
(extreme weather) has potential toimpact on the
environment and ecasystems.

Awareness of envirinmental issuesand the value and role

of our natural environment are continuing to become mare
prevalentin society.

Wewillidentify, design and adopt more
sustainable practices to support the naturat
environment in response to these challenges.
We will wark in partnership with athersin our
regian, and its catchments, ta limit the overall
impact onaurenvironment,

We will minimise waste, and support the principles
of a circular economy wherever possible.

° Affordability challenges

The impacts of future recessions and perieds of ecenomic
growth will not be shar ed equally, with impacts unevenly
spread across our household and non- household
customers alike.

Responding to future environmental and sociat change wiil
require investment bywater companies, which will need
to be balanced against the impact on customer bills.

Wewill continue ta review our systems and
processes in supparting our customers, and
deliver 3 high-quality, affordable service.
We willwork with our communities ta make
a pasitive sacialdifference, including skills
capatility and emplay ment opportunities in
aur region.

STRATEGIC OUTCOMES

e

A company you can trust

e

A positive difference

O

Lowest possiblebills -

O

Aservice for everyone

o2

An outstanding experience

@

Good to drink

o

Water always there

o

Wastewater safely taken away

Athriving ervironment
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CHAIR’S STATEMENT

PURPOSE BEYOND THE PANDEMIC

The pandemic has taught us some valuable lessons and underlined the importance of Purpose in
everything we do. Our strategy is working and we are confident that we are in a strong position for the
challenges and opportunities ahead. As the effects of the COVID-19 pandemic continue to present
themselves, the Board remains focused on ensuring that Severn Trent is a successful, socially-
purposeful company, making long-term decisions for the benefit of all our stakeholders.

Our enduring Purpose and culture

Our Purpose — taking care of one of life's essentials — is a long-term endeavour developed
collaboratively by our people, for our people. We know that what we do is crucial for everyone who
lives and works in our region — be that in the water they drink, the jobs we create, the communities we
serve and support, and the nature enjoyed by us all. Our Purpose is the foundation on which we can
build meaningful and long-standing relationships with our stakeholders, to enable us to play our part in
society positively and proactively. 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.

The effects of the COVID-19 pandemic are widespread and will not be short-lived. The events of the
last two years have had a fundamental impact on the way businesses across the globe have operated,
and Severn Trent is no exception. The pandemic has highlighted that Purpose alone is not enough to
effect meaningful change. Our people and our culture are crucial to our success, and our employees
have remained connected to our Purpose throughout the pandemic.

This is reflected in their commitment to initiatives that align with the Government's Levelling Up
agenda, such as the Government Kickstart scheme and our apprenticeship programme, which have
created opportunities for meaningful, skilled work that are accessible for all and will improve 3kills
capability across our whole region. The way in which our people are working to build skills and
employment across our communities over the long term is truly inspirational.

As outlined in my Chair's review last year, our response to the pandemic considered all stakeholders,
encompassed in our mission to be a force for good both during the pandemic and beyond — whether
this was ensuring our operational services remained resilient, protecting our environment,
strengthening our connection with our workforce and communities, or delivering our bold Green
Recovery plans. We have made good progress in each of these areas again this year and | am
particularly delighted with the progress made on our Green Recovery plans, as these schemes will
deliver long-term benefits for all our stakeholders at a time when it is most needed.

Protecting and enhancing our environment

| could not write my report this year without discussing the heightened focus on river quality and the
way in which we are responding to this important issue. Both the Board and Executive Team are
committed to making a positive impact on the environment and the communities we serve and
recognise that, as a sector, there’s more we need to do to help our region’s rivers be the healthiest
they can be. The Board welcomed the report by the Parliamentary Environmental Audit Committee,
with-its emphasis on the importance of investment and tackling the root causes of pollution, and we
discuss this topic regularly to oversee the detailed plans to address our customers’ concerns and
ensure that our region’s rivers are as healthy as possible.

Further to many Board discussions on this important topic, and informed by extensive stakeholder
engagement, in March 2022, we announced our commitment to ‘Get River Positive’; establishing five
River Pledges.

We continue to oversee progress against each of these pledges at every Board meeting and we have
also directly linked the River Pledges to our remuneration structures, through introducing some of the
measures that are most pertinent to our stakeholders into our Annual Bonus Plan with 8% of every
employee’s bonus aligned to their achievement from 2022/23. Further detail can be found within the
Directors’ Remuneration Report. ‘

10
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Listening to our stakeholders

Our Purpose forms the foundation of our relationships with our stakeholders and is critical to our long-
term success. Our people connect with our Purpose, and our outstanding engagement scores and
consistent operational performance demonstrate the strength and depth of this connection. Our
customers and communities tell us that they want us to focus on topics of importance to them and be
reassured that they can depend on us to respond to these issues. Our investors want to understand
our Purpose and Values and know that we will apply these consistently in delivering our strategy, with
a focus on the long term.

When meeting our people throughout the year, it is clear that they take seriously the responsibility that
comes with providing an essential service. Their passion and commitment shine through in everything
they do, through embracing change or adapting to unexpected incidents and extreme weather events
during the year. As outlined in my report last year, throughout the pandemic, our people altered their
normal ways of working and demonstrated their flexibility and resilience. This cemented the already
strong bond we have with our employees — aided by innovative campaigns such as ‘Caring for our
colleagues’ and ‘Share a Smile’, along with establishing our four employee advisory groups for
LGBTQ+, Ethnicity, Disability and Women in STEM and Operations. | am very much looking forward to
attending these meetings next year.

“Our connection with our local communities has also been reinforced during the year, not least due to
our partnership with the Birmingham 2022 Commonwealth Games. Our people, customers and
communities have worked together to create 74 Tiny Forests, at least one for each Commonwealth
nation, in urban areas across our region, which will deliver a lasting legacy for the Commonwealth
Games and also create inspiring outdoor classrooms allowing children to learn first-hand about nature
and the environment for many years to come. This is just one component of our plans to ensure that
the Commonwealth Games are the most sustainable ever.

Affordability

Through listening to our stakeholders, it is clear that there is an increasing number of households
experiencing water poverty (customers that spend more than 5% of their income, after housing costs,
on water) and our customers tell us that they are not immune from this. Recent events have
highlighted the financial pressures faced by our communities — as a result of rising energy prices,
increasing National Insurance costs, falling Universal Credit, rising inflation and, most recently, the
impacts of the conflict in Ukraine. Real disposable income is forecast to decline by 2.2% in the next
year, the largest single fall since ONS records began.

As a socially responsible company that genuinely cares about its customers and the communities it
serves, we launched our Affordability Strategy in May 2022, comprising a package of new funding
totalling £30 million, which will see the number of customers supported through our social tariff
increase by 100,000 at a time when they need support the most. In developing our approach, we
engaged with all of our stakeholders, including customers, Ofwat, CCW and local communities to
listen to, and understand, their views and the affordability challenges they face. Our strategy has been
developed in full consideration of these discussions.

Resilient financial performance and sharing the rewards

We were very pleased that, in December 2021, Ofwat highlighted Severn Trent as being in the top
three in the sector for both service delivery and financial resilience. We were the only company to be

in the top three for both areas. Under our industry’s regulatory framework, we are able to share 50% of
totex outperformance with customers and 50% of totex outperformance can be reinvested. Over the
course of AMP6, we reinvested £220 million generated by our outperformance back into our business.
We continue to invest our totex efficiently spending in line with our allowance to date. This means we
can make investments to bolster and improve our operational performance and resilience.

Additionally, over the last year, we have allocated c.£2 million through the Severn Trent Community
Fund to 73 projects in our region. Read more about these projects online at stwater.co.uk/about-
us/severn- trent-community-fund/.

We consistently demonstrate robust operational and resilient financial performance, and this year has
been no exception, with turnover of £1,808.9 million (up from £1,699.5m in 2020/21) and PBIT of
£490.8 million (up from £457.9m in 2020/21). Liv and James will provide further detail within their
respective reports.
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fnnovation in sustainability

| am delighted that we have been included on the 2021 Carbon Disclosure Project climate change ‘A
List’, making us one of just 200 global companies, out of almost 12,000 assessed, to achieve this
rating. This reflects the focus and hard work of our people in tackling climate change and the high
quality of our reporting, including the publication of our third Group Climate Change Adaptation Report
and Task Force on Climate-related Financial Disclosures (‘TCFD’) in September 2021. You can read
our TCFD update this year on pages 35 to 45 in the Severn Trent Pic Annual Report and Accounts.

Notwithstanding this excellent progress, we are not at all complacent and recognise that, in order to
transition to a net-zero world, we must be at the forefront of transformation and act as leaders in
innovation to develop new ways of delivering our services. The Board undertook a number of site
visits during the year, to observe and understand the innovative trials underway that seek to measure,
reduce and remove carbon from our process emissions where possible. You can read more about this
important activity in our dedicated Sustainability Report, which was published in mid-June.

In addition to this, key programmes such as the Water Framework Directive are progressing well and
we are on track to meet our objectives under the Water Industry National Environment Programme
schemes in the current AMP.

Your Board

My focus continues to be on maintaining a strong, value-adding team, with a diverse range of
professional backgrounds, skills and perspectives. Succession planning is a key priority for the Board
and Nominations Committee, and we have many rich discussions on this topic at meetings.

As part of our succession plans, we welcomed two independent Non-Executive Directors to the Board
during the year. Gillian Sheldon was appointed in November 2021 and Tom Delay joined us in
January 2022, and we are already benefiting from the skills and experience they bring to our Board.
Their extensive inductions are still underway, facilitated through a blend of one-to-one meetings and
site visits. | have no doubt that both Gillian and Tom will find the wide-ranging activity that takes place
across the Group as informative and inspiring as | do.

Following the announcement on 1 November 2021, Angela Strank stepped down from the Board on
31 March 2022, having served on the Board for over eight years. On behalf of the Board, | would like .
to thank Angela for her service to Severn Trent and her valuable contribution to the Board's work,
‘particularly in her capacity as Chair of the Corporate Sustainability Committee. The Company’s
sustainability agenda advanced significantly under her leadership and we are proud of what the
Company achieved during her tenure. '

Long-term outlook

The last two years have emphasised that our coherent strategy and clear Purpose and Values have
enabled us to respond to changes on the horizon and deliver strong performance for the benefit of our
stakeholders. With two years of AMP7 now having passed, we have started looking at the next
regulatory period and we are confident that we are in the right position to build an ambitious plan that
further delivers for all stakeholders.

| look forward to the year ahead, knowing that the talent and commitment of our people, the
operational and financial strength of our business, our solid asset base and our commitment to good
governance will help us to fulfil our potential as a socially responsible business providing a high-
quality, essential public service and stay true to our Purpose of ‘taking care of one of life’s essentials’.
There is much more to do. However, we are ambitious in our desire to meet the expectations of our
stakeholders.

Christine Hodgson
Chair
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CHIEF EXECUTIVE'S REVIEW
MAKIN.G A POSITIVE DIFFERENCE

I'm delighted to present my Chief Executive's Review for 2021/22, providing you with an update on our
performance and my pefsonal highlights of the year. The days when a company was judged purely on
its balance sheet and income statement are behind us, and this is a change we welcome
wholeheartedly. That's not to say that financial performance is no longer a key focus; we're extremely
proud of our track record, as you can see in James’s Chief Financial Officer's Review. As we have
previously articulated in our Social Purpose document, what truly matters is balance. Balance between
today and tomorrow, between making improvements where customers, and broader stakeholders,
value them the most, making a positive impact on the environment and the communities we serve. So
in this year's review, | want to focus on the issues of importance to our stakeholders and set out our
bold commitments to address them.

Listening to our stakeholders this year, it is clear that there are two main issues on their minds — river
quality and affordability. We have listened carefully to fully understand their concerns on these two
important topics and developed our approach in consideration of their views.

Protecting and enhancing our environment

We are delighted to have been awarded the industry leading 4* EPA status from the Environment
Agency for the last two years and believe ourselves to be on track to achieve the same rating again
this year, against increasingly stretching targets. This is a testament to the hard work of the
operational teams involved.

Our Great Big Nature Boost has improved the biodiversity of over 4,600 hectares in the last two years,
delivering over 90% of our 5,000 hectares by 2027 target already. We've delivered this through a
number of initiatives, including Severn Trent Environmental Protection Scheme (‘STEPS’) grants, work
on our own land delivered by our wonderful army of employee volunteers, and working with farmers
and landowners to plant trees and protect hedgerows. We're bringing our supply chain with us too,
with all contracts now requiring a net 15% biodiversity gain for site construction works.

In July 2021, Ofwat awarded us £566 million (2017/18 prices) to invest in our ambitious Green
Recovery programme, providing a great opportunity to deliver long-term growth for the Company
alongside new investment to support our ESG ambitions. We were delighted with this outcome and
are thrilled to share that all of our Green Recovery projects are progressing at pace with our projects
mobilised and key suppliers engaged. We have made excellent progress on improving 50km to create -
bathing quality stretches of water of the rivers Avon and Teme, which will provide more leisure
opportunities, improve wellbeing and also deliver environmental benefits, including enhanced
biodiversity and healthier aquatic life. We have also begun work on our £76 million Green Recovery
project in Mansfield, which will see us install thousands of sustainable urban drainage schemes
including rain gardens, retention ponds and swales. Not only will these interventions assist with flood
alleviation in Mansfield, they will also deliver wonderful nature-based amenities for local communities
to enjoy.

Getting River Positive

Our stakeholders have told us how important river quality is to them and we share their passion that
our region'’s rivers should be the-healthiest they can be. In November 2021, Ofwat and the
Environment Agency each issued their own investigations into the waste water industry to investigate
compliance with the conditions of environmental permits. We were able to respond quickly and ‘
comprehensively and have had open conversations since. It is not yet clear what the scope or likely
outcome of this investigation will be as it is in its early stages. In my report, | want to lay out the way in
which we are responding to the heightened focus on this important issue and how we will report our
progress to you. We are fully committed at every level of the organisation — from the frontline to the
"Boardroom ~ to making a positive impact on the environment and the communities we serve, and
recognise that, as a sector, there is more that we should do to help our region’s rivers be the
healthiest they can be. Of course, the long-term success of our Company is naturally linked to the
health of the environment and the wellbeing of our customers, colleagues and the communities we
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serve. And our sustainability commitments go beyond this — focused on making a positive impact in
our region, for the people who live and work here and the environment around us. .

Which is why we have made good progress in improving the health of our region’s rivers significantly
in the last 30 years — in the last 32 years we have invested £12 billion in improving sewage treatment
— which has helped reduce levels of phosphate by 80.5%, biochemical oxygen.demand by 71% and
ammonia by 72%. Notwithstanding the progress made, we know that we need to do more and.play a
leading role in helping others to make positive changes too. In March, we announced our commitment
to ‘Get River Positive’ — which we will achieve through our five River Pledges. In developing each of
our pledges, we engaged with all of our stakeholders, including shareholders, customers, local
-communities, NGOs, regulators and other key stakeholders and river user groups to listen to and
understand their views. We will also report on our progress in delivering our pledges in an open and
transparent way. ,

Alongside our pledges, we have mtroduced a dedicated team of River Rangers — who will work with
communlty groups and organisations such as Warwickshire Wildlife Trust to care for rivers and
address issues across our region.

| have also personally met with all managers to ensure the whole organisation is. aligned on our
pledges and we have also directly linked the River Pledges to our remuneration structures through
introducing some of the measures that are most pertinent to our stakeholders into our Annual Bonus
Plan, with 8% of every employee’s bonus aligned to their achievement from 2022/23.

Roadmap to Net Zero

Our customers and broader stakeholders tell us that they are focused on our response to climate

- change. We are determined to play a leading role in addressing the impact of climate change and’
mitigating our own impact, the impact of our supply chain and adapting to the challenges that climate
change may bring in the future. In March 2021, we submitted our proposed Scope 1,2 and 3
emissions targets to the Science-Based Targets Initiative, committing us to significantly reduce our
greenhouse gas emissions by 2030. We are making good progress towards our net zero by 2030
target, including: .

> 17% of our company vehicles and 1% of our vans are now electric vehicles (against a target of
100% by 2030, where possible);

> a 25% reduction in Scope 1 and 2 emissions (against a térget of 46% by 2030)}

» 38% of our suppliers have set a Science-Based Target for Scope 3 emissions (against a target
of 70%); and

» 100% of electricity usage being renewable (against a target of 100% by 2030).

We are on track for operational net zero by 2030 and we generated a record total renewable energy of
507 GWHh, equivalent to 52% of our electricity use this year, and we were also recognised in the top
2% of global companies in the Carbon Disclosure Project’s climate change ‘A List'. We are also
improving the accuracy of our own emissions data through drones and industry-leading monitoring,
and trlallmg a range of innovative solutions to identify the most effectrve ways of reducing process
emissions.

You can read more about our progress in our dedicated Sustainability Report, which was published in
mid-June. ‘ ,

Supporting our customers, colleagues and communities

Our Purpose is taking care of one of life’'s essentials and we want our services to be affordable for all
our customers. We already have the second-lowest water bills in England at £389 a year; however, we
know that there is an increasing number of households experiencing financial poverty and, for some,
-even £1 a day is a stretch too far. Recent events have highlighted the financial pressures faced by our
communities — as a result of soaring energy prices, increasing National Insurance costs, falling
Universal Credit, rising inflation, and most recently, the impacts of the conflict in Ukraine. Real
disposable income is forecast to decline by 2.2% in the next year, the largest single fall since ONS
records began. :

We already provide an extensive range of schemes to support those that are struggling to pay their
bills and currently support around 215,000 customers, which is ahead of our 2025 target of 195,000.
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For Severn Trent, the proportion of our customers estimated to be in water poverty is around the
national average. In May 2022, we launched our new Affordability Strategy, which will see the number
of customers supported through our social tariff increase by a further 100,000. This will mean that

¢.6% of our customers will be supported by our social tariff by the end of the AMP, and taken together
with the other types of financial support, we will be helping around 315,000 of our most financially -
vulnerable customers by the end of the AMP.

Our Severn Trent Community Fund-also offers incredible support to charities and other organisations
in our region, with a further c.£2 million awarded to 73 unique projects this year by our customer-led
panel.

As well as strong financial support, we are also heavily involved in education activity. This year we
have:

> welcomed 47% of this year's new talent intake from social mobility cold spots;

> been joined by 340 young people under the Government's Kickstart programme, with 40% of
those having secured jobs or gone back into education;

> offered 4% of the UK’s total internships under the #10000Blackinterns programme; and

> delivered education programmes to children in 140 schools about water — including healthy
hydration, water efficiency and healthy sewers.

Delivering operational excellence every day

Despite the disruption of the pandemic, our teams have worked together to deliver impressive
operational performance once again. We're proud to have met our targets on 88% of measures,
demonstrating the breadth of our operational leadership, and we are determined to drive the change .
needed to hit the three targets that we did not meet. This performance resulted in a sector leading net
reward of £79 million, taking the total amount earned this AMP so far to £156 million.

On water performance, the investments we made in AMP6 combined with a relentless focus on
performance are proving effective with ten in twelve of our water measures met this year. | am
delighted that we have maintained our low level of complaints about drinking water taste, odour or
appearance, reflecting a 44% reduction since 2016. The team has delivered this amazing
improvement through a robust programme of cleansing and condmomng across our mains network
. and implementing plans to create a calmer network. We also remain on track to reduce leakage by
15% by 2025 and 50% by 2045, supported by the installation of over 110,000 meters this year.

On waste water, our waste operational performance remains strong, with six in eight measures met as
we use data analytics to help us work smarter and target investment.in the right places. Blockages are
down 4% year-on-year following increased investment in repairs and cleansing, more sewer sensors
and customer education. We have also reduced the number of pollutions by 30% this AMP, supported
by increased condition-based monitoring of assets and our new Waste Network Response Team.

We're continuing to see improvements in our customer experience scores, with all nine of our
customer service measures green. A big part of this is how accessible we are as a company and | am
delighted that our household customers can now access a multi-channel digital experience; allowing
simple, quick interactions with us in a way that best suits them. This is reflected in our improved C-
MeX performance this year. And we continue to be sector leading in developer services, wnth a best-
in-class D-MeX score for the second year in a row.

Our people

This year has again reinforced my view of Severn Trent’s strengths, our Values and our resilience —
and highlighted that, when we work together, there is nothing that we cannot achieve. Our Value,
‘Showing Care’, is central to how we keep our people and communities safe in all that we do. It's how
"~ we start every shlft and every meeting, and our Goal Zero policy clearly sets out our target that no one
should be injured or made unwell by what we do. We experienced no major safety incidents and no
- fatalities in the last twelve months, with a 10% improvement in Lost Time Incidents (‘LTIs') this year.

| passionately believe that having a culture that embraces individuals’ contributions, no matter what
their age, gender, race, ethnicity, disability, sexual orientation, social background, religion or belief, is
a vital part of our future success. We're proud of our track record on gender diversity and we were
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delighted to be recognised as the top utility company for both representation of women on the Board
and combined Executive Committee and direct reports in the FTSE Women Leaders Review 2021.

Over the last year we've put particular focus on championing the voices of colleagues from diverse
backgrounds and we launched our ‘Wonderfully You' campaign this year, which outlines our Diversity
and Inclusion ambitions. This activity is supported by our established employee advisory groups for
LGBTQ+, Ethnicity, Disability and Women in STEM and Operations. These groups have been
fundamental to our progress to date, which saw us recognised in Stonewall's Top 40 Employers, and
in the top five companies on the Social Mobility Index. | have enjoyed attending each of these groups
throughout the year to see the fantastic work they are doing first-hand.

| am delighted that we maintained our strong employee engagement score again this year — with an
average score of 8.2, placing us in the top 10% of utilities globally. | am particularly pleased that,
during a challenging labour market, our colleagues scored the question, asking whether they would
recommend us as a place to work to a friend, 8.2 out of 10. The loyalty our people have shown is
evident in their dedication to delivering for our customers and our excellent operational performance
this year. - :

Thanks and outlook

| would like to thank all 6,800 of my wonderful colleagues, who have worked tirelessly to help deliver
our Purpose — taking care of one of life’s essentials — this past year. The passion they have applied to
all they do, sometimes in difficult circumstances but always with a smile on their faces, is truly
inspiring. It is an honour to work alongside you.

My thanks also go to my exceptional management team for their continued leadership across the
~ Group, which has been particularly important again this past year. And | am grateful too for the -
stewardship, support and challenge from Christine and the Board.

I am proud of what we've achieved this year, and see enormous potential in what we can achieve in
the year ahead. Now that the UK has moved into recovery mode following the pandemic, we're ideally
placed to play our part in the next phase through our Green Recovery plans, helping deliver the first
ever carbon-neutral Commonwealth Games, having a positive societal impact on our communities
through our Affordability Strategy and making further progress on our environmental commitments. We
now have to deliver everything we've promised to set us up for continued success in AMP7 and put us
on a positive trajectory for AMP8. It's going to be a real challenge and it's one we’re confident and
excited to deliver. .

_Liv Garfield
Chief Executive
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Our Customers and Communities

Supporting our customers, communities and the environment
is always a key focus for us. We've had another strong year
supporting our colleagues, giving back to our communities
and delivering environmental improvements.

A Company You Can Trust

Showing care is central to our Values. It’s at the heart of
Doing the Right Thing every day. We do everything we
can to create a culture that embraces individuality and
enables everyone to be the best they can be.

We strive to ensure everyone goes home safe and well
at the end of the day

Our commitment to health and safety continues. In a post-
pandemic world, we have successfully re-integrated our
office-based staff to our main sites. Our culture drives our
best work through collaboration, so spending time together in
the office is crucial. At the same time, we recognise the
positive impact on mental wellbeing of more flexible working,
so we've invested in our technology to ensure we continue to
take advantage of these opportunities where we can.

During the year, we recorded 19 incidents where our
colleagues were temporarily unable to work. Though 19 of
our colleagues getting hurt whilst working is still too many,
we delivered a 10% reduction in LTIs compared with the last
performance year. We've had a big focus on reminding staff
during their return to sites and offices about the risks of injury
during simple tasks such as slips, trips and falls.

A Positive Difference
We want to be known for our commitment to social

" responsibility. Our unique position in the Midlands

allows us to make a positive difference to society in
ways other companies cannot. That's why we’re playing
our part in the Levelling Up agenda through initiatives to
support our wider communities.

We create opportunities for others

We've committed to offer 100,000 hours of free employability
training to our communities through a variety of channels,
including online learning, virtual and face-to-face workshops
around topics such as growing your confidence, CV writing
and interview skills. This is made possible through our
Severn Trent Academy. Our commitment to the Kickstart
programme was a real success, as 340 ‘Kickstarters’ joined
us with around 40% of all participants having secured jobs or
gone back into education. We've taken valuable lessons
from this into the #10000Blackinterns programme, where
we're taking on 72 through employment as well as an
additional 77 graduates and apprentices in 2022.
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We continue to adapt our employability offering. In October 2021, we partnered with Sense to further
our understanding and support of those who are neurodivergent. Understanding the impact of
neurodivergence on individuals has allowed our managers to ensure support is there when needed,
from how we approach our workload to the office environment we work in.

In 2015 we turned our attention to educating our current and future customers. This year we've
educated another 80,656 school children on knowing what not to put down the toilet and sink to avoid
sewer misuse. Our schools programme has also expanded its offering across the secondary '
education programme, allowing us to embed the educational messages we started in our AMP6

programme.

We're creating new jobs across the region

As part of our Green Recovery programme, we are
investing £566 million (2017/18 prices) in initiatives to
support the UK's recovery from the pandemic. We
expect this investment to create ¢.2,500 jobs in our
region, the majority of which will be within our supply
chain and supporting partners. Alongside this, we'll
create around 300 new roles within Severn Trent to
help us mobilise and deliver the programme — so far
we've recruited 107 employees into these roles.

Lowest Possible Bills

We're proud to have one of the lowest bills in
England — but we know we can do more. Our
focus on identifying properties which are not
currently charged for the water they use, while
understanding wider value for money, helps us
ensure we can offer customers the best value
-service.

Through reducing the number of void properties, we
can help reduce customers’ bills. Finding void
properties that should be brought into charge can be .
challenging, but it's the right thing to do to ensure "~
those who use water pay for it. At the same time, we'll
ensure that support is available for those struggling to
pay their bills.

Working with retailers, we've also brought over 9,600
non-household properties into charge. This ensures
those companies that are accessing our services pay
for them.

The Big Difference Scheme, one. of our affordability
schemes, has helped around 627,500 customers to
date. This year, we have increased accessibility to the
scheme to maximise its reach, offering support to
more customers by providing reductions to their bills.

A Company you can Trust
Employee engagement (QUEST) (score out of 10)

2021/22 9.2

2020/21 8.3
I J

Definition .
Our internal annual staff survey.

Performance in 2021/22 &
8.2 (Globat benchmark: 7.4)

2019/20 >8.1
I |

Stakeholders

Strategic outcomes Remuneration

9 N/A

Lost Time Incidents (‘'LTls’) (per 100,000 hours worked)

Definition

202122 . 014 A
The naumber of employees
[2020/21 0.171 unable to work due toinfury
or illness fram. their job.
{2019/20 020]  performancein2021/22 4

0.16 IABS target: 0.15)

Stakeholders

2}

Remuneration

Strategic outcomes

©

A Positive Difference

Education programme [commitments}?

202/22 80,455 1Y
2020/21 40,728

Definition

The number of commitments
made to change our behaviours
following our bespoke customer
education programme.

Performancein 2021/22 4
80,655 (0D target: 31,050}

Stakeholders

o0

Remuneration

Strategic outcomes

®

. We also recognise that those struggling to pay their water bill are likely to be experiencing financial
pressures elsewhere. When we identify someone that needs support; we go above and beyond to

~ help them access support from other organisations as well. We're also working with partners and other
companies to share data to better understand who might be at risk and reach out to support them as
soon as possible.

We’'re continuing to understand how our customers perceive the value for money of our service. We've
seen a slight reduction year-on-year, which we believe is a consequence of the wider financial
squeeze on household budgets. We are playing our part in addressing the increasing number of
customers in water poverty through our industry-leading Affordability Strategy.
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Service for Everyone

it’s our responsibility to ensure we provide a service that is affordable and accessible to
everyone.

We’'re going to offer financial support to more customers than ever before

Supporting our customers is becoming more important as the scale of the cost of living challenge
continues to become clear. Research suggests that within our region around 6% of customers are in
water poverty, which means they spend more than 5% of their income, after household costs, on
water.

We've made big steps in the last twelve months to improve the support available to our customers.
Year-on-year we're supporting 13% more customers through our Help to Pay When You Need It
Scheme. We have targeted working with partners across our region to increase the awareness of
schemes and ensure those that can benefit the most are aware of how we can help them.

We're supporting around 215,000 customers to pay their bills, a 27% increase year-on-year and
ahead of our 2025 target of 195,000. We've focused on ensuring as many customers as possible are
aware of and can access our support programmes. We carried out a successful trial with Coventry City
Council, which focused on supporting young care leavers as they transition into more independent
living. Not only did we offer them support through the Big Difference Scheme, we also connected them
with other organisations such as banking, social housing and other utility provnders The scheme was
such a success we are now rolling it out further across our region.

Accessing our service has never been easier

We're continuing to see improvements in customer experience (‘C-MeX’) as a result of the enhanced
focus across customer operations. We also offer our customers a multi-channel digital experience
enabling simple, quick interactions with us in a way that best suits their needs. It's clear that our
customers want a choice of channels and want it to be simple and quick to resolve their query. Our
website has been redesigned to reduce the number of ‘clicks’ needed to manage accounts and we
offer interaction via WhatsApp/Facebook Messenger/text/Apple Chat in a seamless way. We've also
introduced our new virtual metering team, who can inspect and diagnose potential metering problems
via a video call - an innovation we believe could solve up to 50% of all metering queries without the
need for a physical visit.

We now have more than 220,000 customers signed up to our Priority Services Register (‘PSR’). ThIS
is more than double the number from twelve months ago. Our PSR ensures those who need additional
support are prioritised during an incident so we can provnde them with bespoke communication and a
personalised serwce

An Outstanding Experience

Our customers’ experience of dealing with us is just as important as the service we provide. That's
why we continually strive to exceed our customers’ expectations and dellver an outstanding
experience for all.

Leading the industry for developers

We continue to lead the sector for our developers’ experience of dealing with us. We know we've got a
formula that works, so our focus this year has been to consolidate our industry leading position, refine
our processes and drive further efficiency. Some of the key changes we've made this year are:

> Streamlining our operating model for large developers and self-lay providers, driving efficiency
in design and construction;

» Introducing a new end-to-end customer management system; and
> Developing a new commercial model to leverage lower connection
» costs against high-value mains-laying activity. '
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At the same time, we’ve continued to focus on our charging strategy, ensuring that it is simple to
understand, provides stable year-on-year charges and is considered value for money. All this
combined has allowed us to continue to push forward the frontier of developer experience and retain
our number one position in the industry.

N

Thriving Environment

What’s good for nature is great for our water. By working with our natural environment, we not
only improve biodiversity across our region, we also encourage nature to do some of the hard
work for us. That's why we embrace curiosity across our business to find new ways to work
with the natural environment. ,

We’'ve got bold ambitions to transform our region’s environment

In the last two years we've improved the biodiversity of over 4,600 hectares. We've delivered this
through a number of initiatives including STEPS grants, work on our own land through staff volunteer -
days, and working with farmers and landowners to plant trees and protect hedgerows. This is a huge
_step towards our commitment to improve biodiversity by at least 5,000 hectares by 2027.

Our Great Big Nature Boost also supported the release of beavers back into the wild in the UK.
Reintroducing beavers to Willington Wetlands will bring many benefits for the local environment,
including reducing the risk of local flooding in the area. Their return is a major boost for the natural
environment — which plays a key role in capturing, cleaning and carrying water — which means we
need less concrete and chemicals to treat the water.

What's good for the environment is good for our customers too. We believe that for every £1 we spend
on improving the environment, we can save up to £20 in treatment costs and also provide around £4
in environmental benefits. So we help keep bills low and improve the amenity value of our region at
the same time. ‘

As part of our role as the official Nature and Carbon Neutral Partner to the Birmingham 2022
Commonwealth Games, we will improve biodiversity of 2,022 acres through our Legacy Forests
programme as well as creating 74 Tiny Forests — at least one for each of the competing nations.
We've already planted our first four areas of the Legacy Forest and have completed our Tiny Forests
programme around Birmingham. ' .

Legacy Forest

Delivering the first ever carbon neutral
2 0 2 2 games - through our 2,022-acre Legacy .
Forest. So far we have planted 4%t of

Legacy Forest in four areas - Hope
Ye hove planted 8% Coppice (Solihull, Aldridge Airport
Walsall), The Bratch Wombourne) and

Weoodgate Valley (Birmingham].
Water Bars

We will be showcasing our water,
. how precious it is and promoting the

reduction of single plastic use by providing

M over 40 water refill bars at 14 different
Water reflll venues across twelve days of competition
b ars at the Commonwealth Games. We are
expecting c.2 million refills during the
games.

Tiny Forests

We are reconnecting communities
; 4 0 _ with nature and protecting urban
(1 0 0 /O] areas from climate change by planting

ALl 74 Tiny Forests 74 Tiny Forests, at least one for each of
were planted by the compeling nations at the games.
19 April 2022. Communities have supported us to plant

the trees, along with Severn Trent people
on their volunteering days.
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Value for money |percentagel®

g

Definition
Qur customers’ view of value

Emt & for money, measured by a
P e e v quarterly survey.
qu ol Performance in 2021/22 4
65% (DD target: 63%)
Strategic outcomes Remuneration Stakeholders
N/A

o

(3

A Service for Everyone
Help to Pay When You Need it {% of customers)’

<5 I

Strategic outcomes

o

N/A

Remuneration

Definition

Percentage of our customers who
need our support that are part of
one of our affordability schemes.

Performance in 2021/22 4
48% (0D target: £2%)

Stakeholders

©

Priority Services Register ['PSR’) [percentagel®

7021772
o 24

T2019/23 1.2

57 1

Strategic outcomes

=)

N/A

Remuneration

Definition

Percentage of our customers that
require bespoke support during
incidents thal are signed up to
our PSR.

Performance in 2021/22 4
5.7% (0D} target: 5.2%])

Stakeholders

o

An Outstanding Experience

Customer Measure of Experience {'C-MeX'] lindex]*

i Definition
Anindustry standard view

{2"52;;/21 ST qu of customers’ experience,

=== measured through both

12015520 9th} quantitative and

T T qualitative metrics.
Performance in 2021/22
8th

Strategic outcomes Remuneration Stakeholders

Developer Measure of Experience (‘D-MeX'} lindex)’

T -

e e oy

Definition

Anindusiry standard view
of developers’ experiente,
measured through both
quantitative and
qualitalive metrics.

Performance in 2021/22
Ist
Strategicoutcomes  Remuneration Stakeholders

8 © (%)

A Thriving Environment
Biodiversity inumber of hectares (‘ha’))!

e 247

o

Definition

The number of hectares
of land with improved
biodwversity since 2020.

Performance in 2021/22 &
£,696 {00l target: 381)

Stakeholders

o0

Remuneration

Strategic outcomes

N e

9
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Water

~ Good to Drink

Delivering safe, clean water is our day job. That’s why.improving our water quality has been a
key focus for us over recent years. :

We’ve maintained low levels of water quality complaints

We're delighted to report that we’ve maintained our low level of complaints about drinking water taste,
odour or appearance. This reflects a 44% reduction in complaints since 2016.

Our strategy of flushing and conditioning our mains is yielding positive results. Increasing our flushing
rate and returning to geographical areas at the right time helps us continue to drive improvements.

We’'re also continuing to see the benefit from AMP6 investment to improve raw water quality. By
eliminating components such as manganese at source, we remove the risk of drinking water quality
complaints at the tap. A

Our innovative technology helps us monitor water quality

Our underlying performance on the Compliance Risk Index (‘CRI’), a measure of water quality, has
improved this year, with fewer sites failing year-on-year. Our work to understand bacteria within the
process, using online flow cytometry, which provides live data on water safety, has proved a real
success and helped us realise a marked improvement at our distribution service reservoirs.

Unfortunately, we did experience one failure at one large site, which impacted our overall performance
resulting in a slight year-on-year deterioration.

- This year we kicked off our Green Recovery schemes, two of wh|ch will deliver improvements in water
quality. We’re working across Coventry to further identify and repiace up to 26,000 lead supply pipes
to remove the risk of lead leaching into the water supply. This complex programme seeks to
understand each individual property’s risk of lead and identify a cost-effective solution to remove it.
Our decarbonising water resources programme has also entered detailed design as we seek to make
an additional 65 MI/d of raw water available across our network.

Good to Drink

Compliance Risk Index {‘CRI'} lindex)' Drinking water quality (number of complaints)’
Definition _ Definition
2021722 243 v A standardised measure of water 2021722 8,123 s The number of complaints

2020/2% |1.53 quality including our response [ZDZOIZ'i 9,“3} about taste, odour and

to any issues that arise. appearance thatwe receve

[2019120 394 parformanceinz021/22 v | [291%20° 10,981 porformancein2021/22
2.43 (0D target: <2} 8,123 (0D target: $.7001
Strategic outcomes Rémuneratinn Stakeholders Strategic outcomes Remuneration Stakeholders

6. © o© 6 © ©
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Innovation in water

During the year, we trialled two exciting innovations that will help us deliver our long-term leakage
targets.

ePulse - The ePulse condition assessment technology uses acoustic signals and advanced computer
algorithms to assess our distribution network. It assigns a condition grade to each of our mains. This is
important as it allows us to better understand where the risks are on our network of over 50,200 km of
clean water pipes. Not only will it improve our proactive intervention, it will also help drive cost
efficiencies, especially in highly urbanised areas where the cost to undertake mains renewal is more
expensive. :

Aqua Liner - New structural lining technologies that will reduce the cost of mains rehabilitation work.
This efficiency will allow us to target a higher volume of rehabilitation work and therefore support the

delivery of our leakage programme by reducing the risk of leakage through small cracks and weeping
joints.

Water Always There

Customers expect to turn on the tap and water to flow. We take pride in making this happen
every day of the year.

We've got more work to do on significant supply interruption events

When we fall short of our customers’ expectations, it can be most noticeable in the supply of water we
provide. Whether it's a lack of pressure, temporary interruptions to supply or a visible leak in the street,
these all contribute to our customers’ experience of our level of service.

Supply interruptions are a key area of focus for us. Over recent years we've worked hard to improve
our performance when an incident occurs by rezoning our networks, using direct injection from tankers
to keep water flowing and using our training Academy to allow our operatives to hone their repair
skills. All this has led to an improvement in our underlying performance. Unfortunately, we are still
experiencing significant individual events which materially impact our customers. -

Events that lead to 55% of our total reported performance include:

» Storm Arwen — the storm event caused multiple power failures across a number of remote
sites. We were unable to respond with operatives and generators at all sites in time to prevent
a loss of supply.

» Nottingham high demand - higher than usual demand, combined with unplanned outages of
some assets, resulted in a supply interruption event.

On track to deliver 15% leakage reduction

We are pleased to report we have already delivered a 3.5% reduction since 2020 — a great start as we
strive to reduce leakage by 15% by 2025 and by 50% by 2045. Our customers tell us that they don't

- want water to be wasted as it is a precious resource. We're tackling leakage in a number of ways.
Increasing our find activity ensures we identify and fix more issues across our network. We then drive
down the time to fix each leak, with an 11% year-on-year improvement in our speed of response to
visible leaks. To maintain this performance into the future, we’re also continuing our investment in
mains renewal and relining.

Within the year we've installed over 110,000 meters. We've also kicked off our smart metering
programme as part of Green Recovery. This will help us and customers understand more about
customer-side leakage. By expanding our use of smart technology, we'll be better able to identify
potential leaks on customers’ supply pipes and target those previously hard to solve problems. It will
also give our customers greater insight into their own usage so we can maximise our water efficiency
campaigns to reduce household consumption.
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Water Always There
Supply interruptions (number of minutes)' Leakage (three-year averagel [‘'Ml/d']'
‘ Definition _ . Definition

202122 12.65 B The number of minutes the 2021722 paid 4 The averagevolume of water that

[2020/21 1 1.4_] ) average customer is without @0]21 4551 leaks from our water netwark
supply in the year. - each day [measured asa

20191202 8.7 Performance in 2021/22 ¥ [2019/202 L&i] ‘ three-year rolling average).
12.65 minutes Performance in 2021/22 4
{0D1 target: 6.13 minutes} ) 4446 MUYd

' (ODI target: 448 MU/d]
Strategic outcomes Remuneration Stakeholders Strategic outcomes Remuneration  Stakeholders

Waste

We have invested significantly in our waste operations over the last 30 years to minimise the impact
on the environment, but we recognise that there is more we can do and we have a critical role in
driving the necessary improvements.

We need to ensure our operations aren’t adversely impacting the environment we depend on and use
our position to influence and encourage others to play their part too. In March 2022, we launched our
Get River Positive pledges, setting out the steps we're committing to take to reduce or remove our
impact on our region’s rivers by 2030.

During the year we have continued our focus on protecting river water quality by maintaining our
strong record of compliance, delivering over 99.3% of the permit conditions across our sewage
treatment works. Our focus on pollution incidents has ensured we maintained our performance year-
on-year, close to our best ever performance reported last year.

The underlying asset heaith of our sewerage network continues to be a key focus for us. Our roll-out
of sewer sensors is increasing our visibility across over 92,000 km of our sewer network. They have
been a key tool to allow us to deliver a 33% reduction in the number of blockages since 2020, and
delivering against our sewer collapses measure for the second consecutive year.

As a socially responsible company, we took the decision to introduce a measure focused on sewer
flooding of public spaces — the only company in the industry to have such a measure. In the year
we've outperformed our target by 34% and-across the AMP we're outperforming the measure by over
40% on average. On our more traditional measures of sewer flooding, we've seen a 13% year-on-
year improvement on internal sewer flooding but unfortunately we've missed our external sewer
rooding target by 26%. Storm events over the winter had a significant impact on our network, resulting
in external sewer flooding issues for our customers, when some areas expenenced more than 200%
of the average monthly rainfall.

We're delighted to have been recognised as a 4* company by the Environment Agency’s
Environmental Performance Assessment for the last two years. Our performance this year maintains
that strong performance across the basket of measures and we are hopeful of receiving 4* status for
the third consecutive year — the first time we would ever have achieved that.

Our ambition for the future is to continue to drive forward the industry across the waste water service.
Our commitment to Get River Positive, together with our accelerated Water Industry National
Environment Programme (‘WINEP') and innovative Green Recovery schemes, will all combine to
improve the performance of our waste water network, reducing the impact on customers and the
aquatic enwronment

Specifically, our Green Recovery scheme in Mansfield will trial ways to reduce the pressure on our
network from rainfall events.

Over the next three years we'll install tens of thousands of sustainable urban drainage schemes —
- including rain gardens, retention ponds and swales. These interventions will capture rainwater, either
slowing it down or preventing it from flowing into our sewer system entirely.
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In turn this allows our sewers to maximise the volume of foul sewage they can carry, reducing the risk .
of hydraulic overload and extending the life of our assets. The scheme will also deliver community
benefits through providing additional nature-based amenities for public enjoyment. -

Innovation in waste water ' )
During the year, we trialled two exciting innovations in our waste water programme.

Veolia disc filter trials - In anticipation of even tighter phosphorus limits from 2025, we're undertaking
trials to-evaluate commercial technologies for tertiary waste water treatment. These disc filters may
help us achieve what are I|kely to be some of the tightest phosphorus permit conditions in the industry.
Early feedback from the trial is promising, showing that the technology has the capability to achieve
the standards and could be a valuable addition to our existing processes.

Bioresources controlling mind - We’re making use of data science and artificial intelligence to
optimise the transportation of our sludge between sites. This analytical tool has already been
implemented across our sludge hubs and is realising efficiencies in our fuel use and operational costs
already.

Waste water safely taken away

Internal sewer flooding (number of incidents})!
A Definition

2021/22 577 The number of sewer floeding
[2023‘/21 790] incidents that accur inside
3 customer's property.
297207 93] parformance in2021/22 &
677 (0D} target: 685)
Strategic outcomes Remuneration Stakeholders

S0 © )

External sewer flooding (number of incidents)?

2021722 4528
2020/23 3,608

y Definition
The number of sewer flooding
incidents that accur in customer
gardens, driveways and

[2019720° 5,120) external buildings.
Performance in2021/22 v
£,526 (0DI target: 3,574}

Strategic outcomes Remuneration Stakeholders

Q0 © o0

27

Public sewer flooding l~number of incidents)’

202122 . - - 1,296 [

Definition
The number of sewer flooding
incidents that acewr on public

2020/2% 1,050
—— open spaces.
[2019/ w 1’5251 Performance in 2021/22
1.295 00! targe- 1975} A
Strategic outcomes Remuneration Stakeholders

0 Q ©0
Pollutions {number of incidents)'

Definition

— v The number of poltution
2020721 19OI : incidents that occer from
our waste water activities.
[2019/ 20° 242 Performance in 2021/22 4
204 (0D target: 222)
Strategic outcomes Remuneration Stakeholders

Q0 o ©0
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Spotlight on
‘Affordability
What is water poverty?

Customers are defined by the Consumer Council for Water (CCW') as being in water poverty when
they spend more than 5% of their total income, after household costs, on water. For Severn Trent, the
number of customers estimated to be in water poverty is just under the national average at 6%. Last
year Severn Trent, along with others in the industry, pledged a public interest commitment to make
bills affordable for all those in water poverty by 2030. Given the current environment, we are
accelerating our support this AMP through our new Affordability Strategy announced in May 2022.

What are we doing about it?

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

Our customers get all their clean and waste water services for around £1 a day — the second lowest
combined bill in the land. But we know for some customers this is hard to meet, which is why we're
making this money available to support them now when they need it the most.

A package of financial support worth £30 million will extend our affordability schemes to assist an
additional 100,000 customers who need financial help paying their bills over the next three years. This
will mean that 6% of our customers will be supported by a social tariff by the end of the AMP and,
taken together with the other types of financial support, we will be helping around 31 5 000 of our most
financially vulnerable customers by 2025.

We want to take action to help families across the region who are going to be hit the hardest by the
effects of increased cost of living from food, fuel and energy bill rises.-

This new commitment builds on our work to support and invest in our region which already includes
offering 100,000 hours of free employability training to help people into jobs across the Midlands.

A package of financial support worth --

£30 million

- As the cost of living continues to rise, we're
Support an additional

acting now to help customers who need it

1 0 0 0 0 0 most. Water is one of life's essentials and we
& customers by 2025 - : ;

want to give support to people struggling to

This will mean that pay their bill. Our customers have the second
' 0 A lowest combined bill in the UK, getting clean
6 /o and waste water services for around £1 per

day. However, we know that for some, paying

their bill remains a challenge. That's why we've

a social tariff by the end of the AMP de thi " t b te simpl
- — made this commitment, because quite simply,
We will be helping around it's the right thing to do

3 1 5 P 0 0 0 - Liv Garfield, Chief Executive ) .'

of our most financially vulnerable customers by 2025

of our customers will be supported by
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Spotlight on
Green Recovery

In summer 2021, Ofwat gave us approval to invest around £566 million (2017/18 prices) to support the

- green economic recovery from the pandemic. Our proposals covered a wide range of new and
innovative projects for us as a company, and for the water industry as a whole. We're seeking to do
things differently; to try new things and change the way we interact with our environment.

Our Green Recovery programme has allowed us to get an early start in tackling some of the big
strategic challenges that we face now and into the future, such as improving river quality, developing a
more resilient water supply and protecting our communities from the impacts of climate change.

We've recruited a diverse range of talented people to deliver the programme and set up an effective
delivery structure, with 39% being female and 16% minority ethnic. We're passionate about creating
new jobs and opportunities, and have already taken on twelve interns to support the programme. This
has been such a success that four have already been offered permanent roles and we plan to run
another internship programme later this year.

Across the programme, we expect to create around 300 direct jobs, and over ¢.2,500 within our wider
supply-chain and delivery partners. These highly engaged and talented new teams will bring an
infusion of new skills and ideas, providing a key resource into the future.

We have made excellent progress with the Green Recovery programmes to date, successfully getting
to the delivery phase in very short timescales. Five of the six programmes have achieved ambitious
initial milestones and are firmly on track. Our Supply Pipes programme has proved really challenging
to date due to a range of complexities and we have not yet achieved our planned job volumes.
However, we have learned a huge amount and continue to adapt our approach and try new things in
order to increase job volumes.

Our Green Recovery programme is innavative. We're thinking differently, working with new partners
and trialling new technologies such as new lead detection technologies and waste treatment solutions.

The programme supports the UK Government's Levelling Up agenda and will deliver long-term,
sustainable benefits for current and future generations in our region. These investments are making
our region greener, safer, more resilient to climate change, and more prosperous. We have also
raised new finance from investors to help keep bills affordable for customers. We estimate the cost to
customers will be around £5 extra a year on average — so despite the big improvements we aim to
make to everyone’s lives, our bills will remain amongst the lowest in the country.

We couldn't deliver this huge programme without co-operation, and we are working in close
partnership with local organisations to ensure that we can all learn together. For example, the market
for nature-based solutions is relatively immature, so we need the support of our supply chain to -
develop the solutions we need. They're excited to get involved with these new, innovative projects,
really pushing the boundary on what is possible. We've also set up a broad coalition of different
stakeholders to help deliver our Mansfield programme, including Mansfield District Council,
Nottingham County Council, the Highways Authority and a number of supply chain partners.
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Green Recovery Projects - Progress Update

Rivers safe for
swimming
Our Goal

Maka stretches of the River Leam and River
Teme healthy enough to swim in.

as
part of our effarts ta understand what i takes to
achiers bathing qualityrivers and ta ensure the

More water for
more customers

Our Goal

Increasewater supplies by up to 93 MU/d - encughto
servea city the size of Derby. We'll do this with a
reduced carben impact, and tet other companies
kniow haw we'te doing it, supporting the water
Sectar's aim tc be net zero by 2030,

status.

supply will cesilience

wellbeing, and deliver environmental benefits,

ta hotter,
watr resaurces for future generation

Homes protected
from flooding

Our Goal

le flood-resili

cammunity, using aninnovativa ‘nature-based”
approachto reduce surface flooding. The trial
is centred around the Mansfield district of
Nottinghamshire, where we aim to store the
equivalent of §B,000nY of surface water in
‘blue-green’ infrastructure - 3 rangeof natural
Sur'l(!—llnﬂd defences, such as rain gardens,
dr grassed areas and permeable

«of 48 hectares 5f habitat, at our Witches Oak site.

Ullllse an abswaction licence we purchased
power seation at

which includes and

healihier aquatic life.

Our Apnroacn Our Approach
p vi' li!i ik

changain i

farmers to prevent pnuuunn ‘geninginto rivers.

Develop new ways of communicatingwith
rirer users sothey understand water quatity
inreal time.

Rugeley and b.ild a new water treatment

works to accommodate new source of water.

Help3,000 businesses save money. and reduce waste

ty looking for oppartunities to reduce leaks, upgrate

water fittings and signpost to installing grey water
Mud.

hard paving.

Reduce the broader harm flooding brings

to communities and create a more pleasant
aatural envirenment for lacal peaple toenjoy.
Improve river water quality, by reducing the
volume and frequency of discharges from

25 storm overflows.

Our Approach

Instalt disinfectl
treatment works, and build new storage and

ewer capacity o hetp
impact of around 26 starm orerfiows.

Our Progress

Qur mobilisation etforts have focused on three
" n

and emart

Qur Progress
Weh mined
for customers This has been a lengthy exercise,
but warthwhils to ensura the project delivers for
customersnow andinthefuture.

solution

There ar pects ta this project:

toprogress the project into conract:

1. tncreasingrawwater to Church Wilne.
We will be using our existing abstraction

arange of partners,

Protecting customer

Lower water

Faster environmental

supply pipes consumption ) improvements

Our Goal Our Goal Our Goal

Replace 25, pply pip Rai efficiency, making Suppart enviranmental improvements ta 500 km
th; deof lead in the enwil Bi mers y Water

Customer-owned supply pipes are a hidden
financial and health liability for many peaple.
Over 40% of households dan' have the savings
tofixa burst pipe. and up ta half of all pipescoutd

impactaf their usage and of

Helpcustomers savawater and save monay on
their water bills. We'll also be able to target high
users during periods of high demand, reducing
all custemers.

contain lead
warns is unsale at any level in ﬂrmking water.

Imprave our data capture. giving us 3 better
i balance.

by ar itres a day, a
around 26% o ek wm:'rnm these customer-
awned pipes.

Our Approach
Priaritise areas we work with based on lead risk.
estimated leakage and deprivatian.

Launch an ambitious pilat ta lix the problem at
the source, instead of adding mare chemicals to
‘mitigate the health risk from lead, wor king with
plumbers ta replace the pipes in 25,000 hames

such as local
and environmental grougs. We're focusing

on areaswith high proportions of financialty
vulnerable customers and aim to protect around
90,000 people.

Installa range of blue-green solutionswhich

will capture rainwater and slow down the pace
atwhich it enters the sewerage network.

Analysed our network. Asset surveysand
flow monitoring (sensors) allow usto tocation anthe River Trent at Witches Oak and Our Progress )
undersiand the sizeof starage required to we have appointeda designer o develap the We have established the foundations of

d the s Sty ’ progress. now the proje
reduce spills during heav,ramlaltls::i:::x:al fne design n rogr ructne ortheproject
measureswe need to consider such aswhat to provide the first Slagt of water treatmem and County Council and Nnxnnghsm County Council.
time of year we can alsoi d biodiversity. Without their support wewouldn't be abteto

2 f Church deliver this yrwm andwe thank theru for their
2. Durireaunentwork yahave, | Wilne Watr Treatment Works {WTW'|L We | continued suppor
o to treat thewater We have engaged with consultants on the

warks toensurewecan deslgn the most

!"

which arc ew 1o Severn Trent. We are ging (o

designwhiehis now developed for exch m

for aach
the i
Engagementwith farmers andriver users uslnu apilst atChurch hai pilot site, which includes 1, mn
murderw provide quality inter i six zones at 174 tocations
ingi i The piloe p near solution of creating

over 12 manths U changes

focus grovps and
land agents and owners o inform them of our
programme and ancaurage them to join us.

inwater quality that occur in the River Trent.
The pilot pantwill enable us ta optimise the
newwatertreatmen process.

is providing a great opportunity
to reverse urban creep. By replacing tarmacked
parking areaswith a permeable surface, and
creating greenverges. we e able o capture

Addinionally reptace around 1,000 Lead and leaking
pipesinasmallar, rural community in Shropshire.

Our Progress

The programme has proved really challenging ta
date and. althoughwe have com pleted 79 jobs.

this iswell below aur initiat ptanned job rate. Weve

Reduce the need far futura investment inwarer
resourcas - UK Government objective.

y obligations mare quickly and
accelerating improvements ta storm averflows.
In particutar. we'll see aquatic wildlife thrive.

Our Approach

Initiate 3 additional phasphate- removal
projects, extra monitoring and investigative
measures a1 160 sewer overflows., and accelerate
impravements a1 100 overflows.

Upgrade chemical dosing and invest in new
technolagies to enhance theremoral of tertiary

Our Approach solids. Whera possible, use chemical-free

Roll out a targe-scale trial of 157,329 smartwater | methods, such as enhanced biclogical phosphate
meters y and : Land, i

Install 88, and 91 Other i isingweir height:
mainly i d areas i [ pump capacity ion,
Thesewill hetp us red demand low-volume sewer overflows.

customers use water more e"lclenw while also

helping us reduce leakage by enoughtosupply Our Progress

a tawn the size of Market Harborough [peputation
over 22,000},

Our Progress

5,280 meters have already been installed across
Coventry. We have beenworking with our supply
chain to nsublxsh and embed the processesto

tound that many jobs are higl plexity
expected, with araund B0 of customerawho

We remain on
torget to wnpma over 30,000 by the =nﬂelMuy

There are 45 schemes within this groject. More
than §0% are into earty cantractor involvement
with our supply chain. with delivery phased from
2026 to 2027, Focus is now an developing new
tatent within the team, aswe aim to recruit
graduates, interns and apprentices.

W are developing early feasibllity 2t two

of the more complex schemes. This aliows

usto understand nt anly Green Recovery

have signed up being on a oint supply. These jabs ) ; " en Reco
typicatly require all or mast neighbiours 1o 5ign up ll‘ml.lﬂrw;e“" programme at i ey "f;:pm,m
andiharlooare marecample ndimare. sty s T vt i design horizan inthe future.

n tackle the

ourdu!n lihour madd trial. Skills shortages inthe

supply demand balance. TM data anzlptics.

markat b than centralt helping taok at

plamu st jobs under ingi acrossall of

this madel Woars lsowarking uasey-mn our our actwites, To help extract the value of smart
metering, pl mwill i

Academy
plantorollout mnonmy atthe end of the programme.
We have also put significant effart imo develaping

Juty. The platformwill allow customers to interact
with smart meter data about their water for the first
time, ill understand how andwhen

agrant be rialled before
3 plannedwider rall out. We held an event stour
Acaderny with around 30 WaterSate plumbers from
17 companies o get feedback on the draft scheme.
trom
the lacal area through this model will enable us to

3. Anew transfer mai Wi | surfacewater inerease job volumes and create locajobs.
:‘e‘p'ﬁ:l"'e""“"'" acrass aur network. To Wa are finding aiher apportunitles to deliver We're Laoking at how todrive efficiency by signing
roject. One i i
treatmentworks, we will consruct twonew nample of the proj upwhole strasis at thesame time. Tothis &
transfer pipetines connected intoour grid sathat | o can - g “i‘u’r >
we can trarsport the water to where it s most ki SUDS 90 * o sl
Ll prop ty
needed in or we canwork with them.
4. Com, 000 water efficiency audits

pl

awide range of different business types in order
to helpthen reducawater consumption and
save money. We've made good initial progress
on this, engaging supply chain partners to run
atrial and aninitia! plan to conduct a series of
audits wittin schools that will start imminently.
Wewill then use the learnings from thesa trials
10 inform awider roll-out.

’ Lution is subjoct t

We areworkingwith various arganisations to
explare more innovative solutians, inc buding:

- Partialtead replacementwherewe hare amixed
material pipewhere extensions have been buil:an
older proparties: and

raparties; .

presence cfead supply pipes to customers
properties withaut the need for excavatian,

they use water. see any potential leaksat the
progerty and be providedwith tailoredwater saving
tips.

Where possible, we're seeking to utilise modular
‘plug and play’technologies. These allow us 10
design and build &t pace, while maintaining the
ability to adapt and add to the site in future AMP:
as the site requirements evolve. This technology
isafirst for us and is a really exciting approach
to salving traditianat problems,
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SUSTAINABILITY IS EMBEDDED IN OUR APPROACH

As a company taking care of one of life's essentials, we know that the resilience of our business is
intrinsically linked to the resilience of our region, its communities and the natural environment.

Our Sustainability Framework lives through the decisions we make and the way we work every day.
We are committed to a wide range of long-term ambitions across the environment and society with the
aim of having a positive impact in what we do.

We know there is always more to be done and will continue to challenge ourselves where we feel we
can contribute more. :

When we launched our Sustainability Framework in March 2020, we committed to invest £1.2 billion in
sustainability and report on our progress in a transparent and genuine way. To date, we have made
good progress in terms of both investment and outcomes, investing £566 million to 31 March 2022.

Our Purpose
Taking care of one of life’s essentials

Helping.people

to thrive :

OeERET"
service for everyone

Providing a fair, mclusive
'and safé place towork

"Being open about whatwe da -
| ,.and sharing whatweknow . -

Linked material SBGs

(0==S | Bk

ol ©

We show the materialunhed Nations Sustainable Development Goals {'SD6Gs'}
that are relevant to the pillars of our Sustainability Framework.

See our Sustainability Report for full degails. gvailable on our website in mid-June 2022

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. Our Fourth Group TCFD disclosure can be found
within the Severn Trent Plc Annual Report and Accounts, available on the ST Plc website.

Our strategy focuses on the positive impact we can have on our customers, the communities we serve
and on the environment that we rely on and interact with every day.

Our Sustainability Framework is fully embedded into our overall strategy and draws together our
environmental, social and governance ambitions which are delivered as part of our Business Plan.

The information provided in this section, in conjunction with the rest of the Annual Report and our
separate Sustainability Report, demonstrate how we have embedded climate-related risks and
opportunities into our strategy and business model; the progress we are making on our journey; the
metrics and targets we have set ourselves over the next several years; and our approach to
understanding and mitigating the risks posed.
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Science-Based Carbon targets

Our Science-Based Targets |'SBTs'} are in line with the 1.5°C
pathway [defined as holding temperature rises of no more
than 1.5°C above pre-industrial levels). These targets, which
do not include offsets, will drive an ambitious reduction in our
Scope 1 [direct emissions arising from owned or controtted
sources) and Scope 2 emissions lindirect emissions arising
from energy purchase).

Our Triple Carbon Pledge

This is our pledge to meet operaii})nal netzero by 2030 for
Scope 1 and 2, as part of the combined UK water sector’s
net-zero 2030 roadmap. t

Net zero carbon
D

NG Our net operational carbon footprintA[Scope 1,
Scope 2 and-a subset of Scope 3 emissions) for
2030 will be zero, including deductions, such as
those detailed in the following targets, as
well as removal and certified offsets.

We have committed to:

46%

reduction in Scope 1and Scope 2 emissions
by 2031 from a 2019 base

100% of energy from
renewable sources
70%

of our supply chain by emissions)
having set a SBT by 2031

All our electricity, gas and fuel will come from
renewable or ‘renewable-backed’ sources.

100% electric vehicles 13.5%

All the vehicles we own will be electrically powered reduction in emissions from sold products

or powered by alternative fuels by the end of 2030,
where possible.

Climate-related Strategy
Overview

Climate change is one of the key challenges our world will face this century and we are well placed to
understand the scale of the problem. The water sector will need to ensure resilience against the
predicted impacts of increased population growth and climate change, and fulfil our industry-wide
pledge to become net zero by 2030, all the while continuing to deliver the quality and quantity of water
our customers demand at a price they can afford.

Providing water and treating waste water is an energy-intensive process that requires a sector-wide
approach, innovation and long-term strategic thinking to ensure that the risks affecting our ability to
provide these services are mitigated.

STRATEGY

TCFD RECOMMENDATION : PROGRESS THIS YEAR
Disclose the actual and potential impacts éti’a(egic Direction Statement and Adaptation Report
of climate-related risks and opportunities During the year, we published consuttatians of our Strategic Direction Statement which sets out our thinking
on the organisation’s business, strategy around key trends and the resultant challengas thatwill shape the next 30 years and how we, as a leading
and financial planning. .o viater and waste water company, might look to respond. The Strategic Direction Statement witl guide our
Severn Trent has reported against the future strategy and investment choices.
Strategy TCFD recommendations in full Modelted risks . :
within this 2022 Annual Report. Since our work presented within our 2021 TCFD report, we have continued to work tovard the publication of

: ourWater Resource Management Plan "'WRMP'} and Drainage and Wa Management Plan (DWMP').

We are aligning our investment planning approach tothat of UK Climate Change Committee capturing a 2 - 4°C
degree warming scenario. But the future is uncertain and, as such, we are developing a fow regrets plan that is
adaptable to future change. We have used best available data to determine different alternative investment
pathways open to us and we are reviewing these in tight of the recent Ofwat common reference scenarios which
ask usto consider RCP2.6, RCP6.0 and RCPA.5 to inform our decision making. Our route through these adaptive
pathways will be guided by increased certainty and insight as we iterate planning cycles.

Our climate change strategy

Our approach is firstly to reduce those emissions directly within our control or influence and hence we
set our Triple Carbon Pledge to meet net zero by 2030 for our own direct and indirect operations, as
part of the combined UK water sector’s net-zero 2030 roadmap. This gives us and the rest of the
sector a shared goal. To go further, we also committed to a Science-Based Target to reduce absolute
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Scope 1 and 2 emissions by 46% (from a 2019/20 base year) by 2031. Working with our supply chain
to measure and reduce emissions along the value chain is also crucial and we continue building-an
understanding of our Scope 3 emissions to gain a more accurate and complete picture of our current
position, and use this insight to work with and support-our supply chain and deliver our targets. Our
Net Zero Transition Plan shows how we intend to achieve those targets. Over the next five years we
are committed to understanding and addressing the climate change risk that sits within our supply
chain, and importantly work with suppliers to raise awareness of this issue, influence their actions to
build climate resilience and find joint solutions to adaptation challenges.

~ We will play our part in the UK’s Green Recovery and contribute to a clean energy system.

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 generate the equivalent of ¢.50% of the electricity we use from our renewables, and this
year we delivered record levels of generation — 507GWh of renewable energy from 36 anaerobic
digestion sites as well as our wind, solar and hydro plants.

We will maximise the benefits from mitigating and adapting to climate change through our role as a
major land owner and encourage others to do the same.

Addressing multiple outcomes in how we manage land is increasingly important, ensuring that we
address the crises of biodiversity and climate change. Enhancing and protecting nature is also vital to
improving water quality, providing protection against the impacts of climate change, making our region
more resilient and also sequestrating carbon. Examples of how we are doing this can be found in our
Sustainability Report.

Understanding the impact of our investments to mitigate and adapt to climate change is important to
guide future investment. in 2022/23 we are applying a carbon tax of £18 / tCO2e to each of our
departmental budgets. As well as encouraging greenhouse gas (‘GHG’) reduction, this contribution will
generate a fund that we will use to invest in new ideas and innovations to achieve our net zero target
(with pricing in line with Department for Business, Energy and Industrial Strategy (‘BEIS’) assumptions
and subject to annual review). In addition, our infrastructure schemes will build a carbon cost into
business case assessments, using the UK Government shadow price of carbon each year, to inform
full life cost decisions.

Adapting to climate change

In parallel with our efforts to mitigate climate change by delivering our ambitious carbon targets, we
need to become more resilient to changing climate conditions and more frequent and extreme events,
in order to deliver a great service to our customers over the long term. To do this it is vital that we
understand the risks we face as the climate changes, whilst also dealing with climate impacts now,

and better plan and adapt for the future. We are planning for 2°C but preparing for 4°C. Our third
Adaptation Report describes how the climate impacts our operations, how we assess climate risks and
how we plan to manage them.

We rely heavily on our ability to remain resilient to the impacts of climate change in order to deliver
essential water and waste water services to the communities in the regions we serve. Our long-term
strategy for adaptation is reviewed in collaboration with other stakeholders through a series of detailed
studies that take place every five years through our WRMP, DWMP and our Climate Change
Adaptation Report. These documents have a 25-year time horizon with the outcomes informing not
only our near-term five-year investment plans, but our longer-term investment approach. The longer-
term trends coming from our analysis has informed the recently published Strateglc Direction
Statement for Severn Trent Water.
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Our Sustainability Governance Framework

Our governance processes are aligned with the Group’s Sustainability Governance Framework — ensuring
that the Board is effective in its: 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 climate-related risk oversight activity to 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 Committee ('STEC’) have day-to-day responsibility for
climate change and environmental matters and are responsible for the development of the Group’s
strategy, including in relation to sustainability-related matters, as demonstrated in the Sustainability
Governance Framework. STEC delegates certain climate-related risk and opportunity oversight matters to
its management committees. To facilitate effective delegation, the Severn Trent 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.

GOVERNANCE

TCFD RECOMMENDATION PROBRESS THIS YEAR

Disclose the organisation’s governance Board composition

around climate-related risks The operation of our Board is supported by the collective experience of the Directors and the diverse skills and
and opportunities. experience they possess. Our succession planning complements the existing composition of the Board, with an

emphasis on sustainability and ctimate- retated topics to ensure that we continue to build upon the excellent
progresswe have made in delivering for atl of our stakeholders.

As annsunced, Angela Strank, Independent Non-Executive Director and Chair of the Corporate Sustainability
Committee, stepped dow/n from the Board in March 2022 having served eightyears. The Board was delighted to
e the appointment of Tom Delay, who brings extensive strategy, sustainability, energy, and engineering
experience to the Board, as successor to Angela as Chair of the Corporate Sustainability Committee.
Board evaluation
Our annual Board evaluation provides the Board and its Committees with an apportunity to consider and reflect
on the quality and effeciiveness of its decision making, the range and level of discussion and for each member
. to consider their own contribution and performance. As part of this evaluation, knowledge and experience with
You can find out more about the regards to sustainability and climate-related matters are considered. ’
perfarmance targets/milestones for .
the 2022 Award in the Directors’ Meetings
Remuneration Report. In addition to including sustainability matters as a standing agenda item at regular Board meetirgs, the Board
. hetd seven sessions dedicated to climate-related risks and oppaortunities and sustainability-related topics to
ensure such risks and opportunities are planned into the Board and Board Committee annuat forward ptans.

You can find additional information
throughout this Annual Report, in sur
Sustainability Report and our third
Adaptation Report.

Remuneration .

We are committed to ensuring that all employees are motivated to deliver our sustainability ambitions, from
climate and biodiversity to supporting our customers, across atl our incentives. This is supported by our
transparent remuneration framework that atigns reward and incentive structures throughout our business
from our'front-line operatives through to our Executive Team, ensuring that every employee is incentivised and
rewarded to deliver the same objectives. This is in addition to Environmental, Secial and Governance { ESE’)
measures which already form part of the annual bonus scheme metrics.

More information can be found in the in 2021, the Severn Trent Plc Remuneration Committee agreed the development of a carbon reduction
Strategic Report. performance measure in the Long Term incentive Plan ['LTIPjwith 3 weighting of 20%. At the Company’s 2021
Annual General Meeting I'AGM’), aver 99% of shareholder votes castwere in favour of the replacement LTIP.

In March 2022, we announced our commitment to ‘Get River Positive’ and have also directly linked our River

Pledges to our remuneration structures through including them as measures in our Annual Bonus Plan for
Further information on how stakehotders 2022/23.
are considared can be found in our Section : - c .
172 Statement. Strategy

During the year, the Severn Trent Water Limited Board approved Severn Trent Water's Strategic Direction

Statement setting out a clear line of sight between the Severn Trent Water Business Plan and the tonger-term

vision of the Company.
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Strong governance of sustainability issues, including over climate-related risks and opportunities
specifically, extends below the Board to a number of Board and management committees, as outlined

below.

THE BOARD

The Board's role is to ensure the tong-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.

tamgets;

The Board's responsibilities inctude:

- overseeing the Group's sustainability strategy;
- providfing rigorous challenge to management on progress against goals and

Our Board, led by Chair Christine Hodgson, has ultimate responsibility for - ensuring the maintenance of an effective risk management and internal contsol

sustainability. Oversight of the Group's sustainability strategy is a matter

system, including over climate-related risks and opportunities;

reserved for the Board. Group CFO James Bowling is responsible for how - review of six monthly Enterprise Risk Management [ ERM'} updates and annual

market risks connected to our investments (including climate-related

risks] are identified, considered and managed.

approval of the Principal Rishs;
- approval of the Board's risk appetite and policy;

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

- maintaining a high tevel of sustainabilily expertise relating to areas such as
environmental science, climate science and social responsibility {see Beard

kills matrix].

J, Informing

Reperting 'I‘

THE BOARD DELEGATES CERTAIN SUSTAINABILITY OVERSIGHT MATTERS TO ITS PRINCIPAL COMMITTEES.

" Audit and Risk

ALL COMMITTEES 1:13%) AT LEAST FOUR TIMES PER YEAR

c«:rporate Sustamahlhty Nommatmns Remuneramm Treasury
Committee Committee Committee Committee Committee
Ensures that risks and Scrutinises ang provides Monitors the Board's Ensures alignment of the Ensures incorporation of
epportunities, incliding guidance and direction an overall size, compasition Group’s remuneration sustainability into the
sustainability and the Sustainability and balance of skills, and policies and procedures Group's financing strategy,
climate-related risks Framework. ensures sustainability to achievement of with a key area of focus on
and oppartunities, are . N expertise is given sustainability aims by introduction and monitoring
effectively managed R?"M sus!amaplhty and sufficient prominence incorporating ESG of the Sustainable Finance
across the Group. The \:hmate~r_e'lated risks and in Board and Executive measures into bonus Framewoirk underwhich
Committee is 2lsp opgortunities. succession and scheme requirements the Group can raise debt
responsible for overseeing Three Directors af the recruitment activity. and carbon reduction to suppart the financing
the Group's financial Board sit on the Committee, measures within the LTIP. or refinancing of
statements, including including the Chair, and the sustainable projects.
the TCFD disclosure. CEO has a standing invitation

to attend meetings.

VThe Chief E:etume has merall responsnbllny fnr chmake change ami emlrunmeml maners. RéspanSlblllt? for lhe déve!npmen: and im plementatmn
of the Broup’s stratzgy, including in relation to sustainability, rests with the Chief Executive, who is supported by STEC.

STECDELEGATES CERTAIN CLIMATE-RELATED RlSKAND OPPORTUNITYWERSIGHT MATTERSTO ITS MANAGEMENT COMMITTEES

Sustamahlmy S:eenng Carbon and Energy Strateglc Rlsk Forum D:sclosure Commmee TCFD WDrkmg Gmup
Committee Steering Committee {'SRF')

Facilitated by Severn Sets the Group's overall A cross-business group An Executive Committee The TCFD working group
Trent's dedicated carbon and energy which takes 2 holistic view responsible for overseeing was established in 2020
Sustainability strategy and targets. of ERM risks and focuses the Group’'s compliance to provide aversight and
Team, Executive and ensuring that rebust plaas on horizon scanning to with its disclosure drive implementation of

seaior management
oversee perfoimance

and progress 3gainst our
Sustainability Framework.

The Commitiee is
responsible for identifying
and reviewing climate-
related risks and
opportunities.

arein place to deliveq
them. Monitors progress
and performance against
plans.

identify new and Emerging
Rishs, incleding climate-

related risks.
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obligations, considering
the matediality, accuracy,
reliability and timeliness
of information disclosed
and assessment

of assurance received.

The Committee is also
resgonsible for overseeing
the Group’s financial
statements and non-
financizl disclosures,
including climate-related
financial disclosures.

the TCFD
recommendations and the
Group'swider ctimate
change strategy. The
Group reports to the
Disclosure Committee and
the Corporate
Sustainabitity Committee.
Itincludes representatives
from business areas
including strategy, risk,
finance, treasury and
compliance.
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How we identify and understand risks of climate change

The impacts of climate change are closely linked to many of the key risks faced by our business. During the
year we have undertaken a review to assess how our overall risks are affected by a range of climate
impacts. We operate a well-established ERM framework, underpinned by standardised tools, practices and
risk management methodologies to ensure consistency across the Severn Trent Group. Our ERM
framework is embedded throughout the business, with different groups exploring and examining risks
through different lenses. Our SRF provides a cross business holistic view of ERM risks, challenging the
existing risk landscape as well as identifying new and Emerging Risks, including climate-related risks. The
Board has overall responsibility for ensuring that risk is managed effectively across the Group and that
there is an effective risk management framework in place. See the Internal Controls and Risk Management
section in the Audit and Risk Committee Report for further information:.

Management of climate-related risks is embedded in our everyday business activities and aligns with the
way we approach all other Group risks through our ERM framework. Our specific approach to managing
climate-related risks is outlined below, highlighting how we think about climate-related risks over differing

time horizons.

RISK MANAGEMENT

TCFD
RECOMMENDATION

PROGRESS THIS YEAR

Disclose the Integration with overall risk management Severn Trent's draft WRMP wrill be published in October 2022,
processes used by During the period we have continued to develop the work with the finat WRMP due for publication in autumn 2023 and
the organisation to undertaken in the lead up to our 2021 TCFD report to ensure will set out our approach for ensuring an effective water
identify, assessand  that our Group-wide ERM process adequately identifies, supply network which is resilient against the impacts of
manage assesses and manages climate-related risk. climate change. To cur stakeholders of the actionswe are
c!imate-related Adaptation Report taking to'u_ndersland our.risks_ and the steps we are taking
risks. to be resilient to a changing climate.

During 2021 the Group's Adaptation Reportwas published

* inresponse to the invitation from Defra to report under the

Adaptation Reporting Power as set out in the Climate Change
Act 2008. Together with reports across a range of sectors, it
helps the UK Government to understand the level of risk that
society is exposed to nationally and informs the level of
response being taken to manage these risks.

It also provides visibility to our stakeholders of the actions

we are taking to understand our risks and the stepswe are
taking to be resilient to a changing climate.

Water Resource Managament Plan ['WRMP’)

We anticipate further investment in new supplies will be needed
by 2030, alongside leakage and demand reductions. Qur ptan
will balance regulatory ambitions with affordability and in some
areas of our WRMPwe have choice - for example, the rate at
which we transition to new resitience standards and reduce

abstraction in areas identified by the Enviranment Agency 'EA’}.

We have and will continue to engage with our ¢ s
over the pace atwhich we respond to these expectations.

Drainage and W. Management Plan ('DWMP’)
Since the work presented vithin our 2021 TCFD Report,

we have carried out further and extensive modelling to
understand potential future impact of climate change on
waste water networks, and inform future intervention
strategies. This includes risk assessment processes to
consider RCP6.0 and RCP8.5.

The DWMP will set out cur approach to ensuring an effective
waste water network which treats and removes waste from
properties, and which reduces the tiketihood of sewer flooding,
and wilt be used to inform our PR24 Business Plan, due for
submission in autumn 2023.

Severn Trent’s draft DWMP will be published in June 2022,
with the finat DWMP due for publication in spring 2023.

TIME HORIZONS

0-2YEARS UPTOS5YEARS

UPTO25YEARS

Iwith considerations far up to 25years|

Summary - Implementing tactical response plans - Our Business Plan describes the "~ Long-term plans exploring and accounting for
for delivery of our annuat improvements that we will commit to future potential risks we may face, inctuding
performance targets in the face of deliver inthe nextAsset Management |  climate change uncertainty
acute physicat nisks Plan [AMP') cycle - Hovwrveavrill meet future challenges, and the staps

- Bval and make rec dations 1 that needto be considered
for future improvements
Approachto - Incident Managemenit plans and - Regulator approved Asset - WRMP produced everyfivayears
management process-driven response plans Management Plan investment - OWMP - first full publication due spring 2023
- Drought Plan {triggers optimised and approach - Qur draft Strategic Direction Statement was
aligned withWRMP) - Rolling five-year Business Planning published this year and tooks at key trends and
- Root Cause Analysis outputs approach future priorities to assess a range of future
- Localised response strategies - ERM framework scenarios and pathways toward them
-~ ERMframework ’ - ERM framework
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MANAGEMENT CATEGORY ' . . STRATEGY

TIME HORIZONS D 2 YEARS . 7 UP TOSYEARS UPTO 25 YEARS

Iwith considerations fer up to 25years|

Key efements - Undertake a granular and - Engagement with key - Considers the potential long-term impacts of
dynamic appraisal of the health stakeholders to agree response climate change on our essential services
of our assets plansincluding the EA, Ofwat and - Identifies and assesses the maost significant and
- Data cotlection to drive local communities influential trends and the biggest chaltenges
longer-term approach - Modelting of scenarios to thatwe will face based on the trajectory of
- Assess operational tasks/ determine response strategies those trends
operation and maintenance - Capitalinvestment and ~ Analysis of longer-term trends utilising UKCP18
of assets promotions for delivery of datasets combined with internal madelling
- Localised delivery of large-scale capital upgrades - Data-focused review through technicat
improvement plans assessments and modelling
- Small-scale OPEX and - Risk strategies
CAPEX spending
- Asset Health Dashboard
Feedback Continuous review and feedback

Integrating climate-related risks within our ERM system

Our risk management system incorporates important climate-related risks identified through business as
usual processes. TCFD typology has been assigned to these risks and key causes were assessed where
the likelihood could be exacerbated by climate change drivers. We have developed a three-tiered system
which we will use to ensure appropriate actions given the relative risk to the organisation.

TCFD TYPOLOGY )
S oo e e WHAT THIS MEANS
Physical .o Transitional )

Risks caused by physical shocks Risks that arise as a result of

and stressors to infrastructure

and natural systems, e.g. economic and regulatory s We complete holistic system modelling to hetp identify key risk

transition toward a low-carbon

extreme temperatures “future, e.g. changing consumer themes, for example (hroug{w our DWMP and WRMP.
* Acute Physical behaviour and preferences. . Bisk factors are considere_d inthe !'ound' by utilising combined
« Chronic Physical * Policy/legal impact factors that ?re driven by climate change.
Modelled - Technology » Modelling considers the Met Office’s UKCP18 climate scenarios,
! ¢ Market which are based on the IPCC’s RCP climate scenarios.
} * Reputational
{
S :, S,
/‘/ | Y * We are developing high-level summaries of how these risks may
N ! \\ increase over time.
. F d N + Risk mitigation strategies and contrals are reviewed and updated
/ ocuse \\ as part of the ERM ‘Annual Process”.
/ ' \ * Specific climate change related updates have been included as
/ \ part of our reporting process.
/ A

¢ ERM risks are reviewed and categarised as either climate change
mitigation or climate change adaptation as part of the annual
review 1o caplure new risks to the risk register.

Climate change mitigation or climate change adaptation risks
are flagged in the corporate risk system.

Monitored

What are our key climate-related risks and opportunities?

Several of our key risks are highly sensitive to the physical impacts of climate change. The two risks most
vulnerable to climate change are our ability to supply safe drinking water and our ability to effectively
transport and treat waste water, and hence these have been quantitatively modelled as described in our
‘Physical risks scenario analysis’. In addition, as a regulated water company, transitional risks, and most

particularly changes to the political and regulatory environment, are likely to have a signifi icant impact on the

way that we operate.

Our ability to mitigate and adapt to climate change also has potential to impact our reputation and, as a
consequence, our attractiveness to investors. The following table outlines our key risks and opportunities
and whether they are modelled or focused risks.
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L KEY RIS K E

ACUTE AND CHRONIC PHYSICALRISKS

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

- Increased population will increase demand
- Chronic higher temperatures, hotter, drier

- Failure to supply enoughwater to meet
demand

- Camprehensive resilience plans such as our
V/RMP and DWMP feed into our capitat

customers summers, and increased frequency and - Impacts our financial penalty/reward pesition investment programme and Business Plan, and
intensity of droughts will increased d - Additional operational costs to ensure we also provide evidence of ourinvestment
and reducewater availability delivery propositions to our regutator, Gfwat
~ Acute physical ricks such as storms and - Additional infrastructure investment to ~ Strategic modelling to assess potential changes
floads may impact upon ourinfrastructure, secure supply to supply and demand on our water network and
or increase the risk ofwater contamination the imgpact of climate change
- Increased frequency and severity of hot ~ Increasing resilience and flexibility of our supply
spellsimpact customer behaviour, causing network and better preparing for indidents to
anincrease in short-term peak demand, ensure continuous supply o our customers
reducing the availability of water in the
environment and restricting the amount
wae can abstract and supply
ILINKED OPPORTUNITIES ]
- Minimising water usage and leal - Regulatory requi could drive down ~ Increased headromm available to meet - Educational programmes to reduce water usage
- Enhancad consumer awareness water use water demand - Leakage reduction programmes including earty

- Newtechnology

- lncressed awareness of the value of water
in anincreasingly resource-stretched world
may improve the effectivene
engagement programmes
The implementation of new technology and
innovationwill improve network operations
and detect teaks

ofc

Enhanced reputationwith customers
Reduced infrastructure requirements

teak detection technology

Ve do not transgort and treatwaste
water effectively, impacting our
ability to return cteanwater to the
environment

Short, medium and long term

- Increased population and land cover teading to
increased run-off

Mare intense bursts of heavy rainfalt increasing
volumes of water entering waste water systems.

- Alternative actions to ensure safety of waste
water removal
- Additional infrastructure @ ]

- Comprehensive resilience plans such as WMP
feed into capital investment programme and
Busi Plan

ensure adequate systems

Additional demants on waste water sy
and increased risk of flooding to both properties

- Er L penalties
tmpacts to our financial penalty/reward

[

- Strategic modeiling to assess potential changes
o popuiation and dimate change on ouwr waste
vrater network

(madelled) and the environmest position ~ Strong comiptiance culture and effective
- Potentisl damage to infrastructure management systems
EINKED OPPORTUNITIES
- Enhanced consumer awareness - Increased awzreness of thevalue ofwaterinan | - Reduced pressureanwaste waier networks | - Educationat programmeswith customers
- Newtechnology increasingly resourca-stretched world may - Reduced infrastructure requirements promote szfe use of the wastewater system,

improve the effectiveness of customes

engagement programmes
- Theimg o of new tec and
i toimprove ourwater o
processes and astwarlk operationswillenable us

to meetor exceed targets

~ Enhanced reputationwith customers

including appropriate disposal of wet wipes
and cocking fat

 kevmisi

Ve fait to positively influence namral
capital in our regica

Medium and long term (fecused)

- tncreased predpitation may increase the risk of
agricstiural nm-off and sewer overflows.
leading to poltution of thewratarways

- Humanimgactsof a growing population and
increased pressuse on natural resources may
impact upon hiodiversity and our ability to
manage natral resources effectively

[}

tmpacts to gur finzndat penalty/

reward position

Changes to valuation of natural capital may
have finandal impacts in futwre periods

- Poflution events may result in fines

or penalties

tavestment required in resilient solutiens

- C P t our local envir

~ Modelling to estimate the impact of increasing
g nature such as abstraction and
ervironrnenital pollution as part of our VRMP
and OV/MP

[LIRKED OPPORTUNITIES

- Adopting a catchment
approachwill be more inclusive, and
wifl reduce costs and the ased for
additienalinvestment

- Improved resilience and river quality

- Addressing and enhancing
biodiversity and eco-systam services

- Engagementwith sepply chain

Strong engagemeni with our supply chain and
< swill p sodiversity and
effective use of our redundant land to tead

the way in our region

o, COT P

- Rep actingas
of naturat capital
tntangible benefits of natural capital

- Strategx plans to enhance biodiversity in
ou reginn

- A caichment management approach with
landowners inour region to mitigate the effect
of pesticides, fertilisers and organic nutrients

- Extensive in-house ecology expertise to enhance

the Group's capahility to work towards
enhancing bicdiversity

Changing societal expectations,
resulting in stricter legal and
environmentat obligations,

C i and/for enforc

- Highly requlated sectorwith KPls set by Ofwat

~ Increased focus an environmentsl protection/
enhanced dimate mitigation targets could
change the regutator’s target-setting approach

increase the risk of non-c iance

- N regulatory changes around costs of

- Changesto penalty/reward pasition

- Swrang engagementwith owr supply chainto drive

~ Increased risks of fines from eavir
risk events (eg. flood events]
Increased costs associated with carbon
emissions

f leadership
- Oagoing engagement with the UK Governmeant,

eiNe

MPs, theWelsh Government, regulators and other
stakeholders about the future shape and direction

- carbon (our operations are energy intensive and of the water sector
ﬁtz;z;::dmm and long term the waste we deatwith has 3 high GHG impact) - Owest d governance f; k. policies
and training ensure cur ongoing compliance with
. all applicable tws and regulations
[LINKED OPPORTUNITIES J

Engagement with regulators and
potential funding to address impacts
from climate change

Opportunities to fast track pasitive changes
3longside regulatory change for our
« ities and the envir

Readiness for legal and regutatory changes

38

- Contyod framewarks are subject to regular reviewy,
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inrespect of upcoming tegistation that may affact
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Understanding the impact
Our approach to understanding physical risks of climate change

Climate-related scenario analysis helps us to understand the potential impact of climate change on our
business to inform our strategy and financial planning. Ofwat has set out expectations for all water
companies to use scenarios to help define alternative investment pathways. Climate change is one of these
scenarios and we are supportive of the concept to help a degree of standardisation in the way we stress
test our plans to understand how they might stand up to many possible different future scenarios. This will
benefit both customers and policy makers by helping companies make more robust business cases. It will
also help strengthen the link and increase transparency between our long-term ambitions and the
investments we make each planning period.

We undertake scenario modelling against the two risks that are of potentially greatest vulnerability to
climate change: our ability to provide safe and clean water when it is needed and our ability to take waste
water safely away. These form part of our WRMP and DWMP respectively.

Whilst the climate models applied are bespoke and tailored for the specific risks assessed, the range of
climate scenarios considered broadly aligns with the future worlds considered within the WWF Water Risk
Filter Scenarios outlined below, with the physical risks assessed in line with the ‘pessimistic’ and ‘current
trend’ world views, and the transition risks assessed in line with the ‘optimistic’ and ‘current trend’ world
views. ‘

Our bespoke assessments consider a range of climate models as outlined below.

We also considered how different levers of change may impact upon our ability to provide services in
developing our Strategic Direction Statement.

OPTIMISTIC SCENARIOS ‘ ° CURRENT TREND SCENARIOS . PESSIMISTIC SCENARIOS

The optimistic scenarios represent aworld with The current trend scenarios represent a wortd similar to The pessimistic scenarios represent a world with unequal

sustainable socio-econamic devalopment {SSP1) and current socio-economic development trands (SSP2) and and unstable socio- economic development trends (SSPJ)
ambitious reduction of GHG emissions (RCP2.6/RCP4 5] intermediate GHG emission lavels (RCP4.5/RCP4.0}, and high GHG emission levels {RCPS.0/RCP8.5), leading to
leading to an increase of global mean surtace temperature | leading to anincrease of global mean surface temperature | anincrease of global mean surface temperature of

of approximately 1.59C by the end of the 217 century. of approximately 2°C by the end of the 21% century. approximately 3.5°C by the end of the 21* century.

Physical risks scenario analysis
Key outputs from our modelling looking out to 2050

The table below provides a summary of the assessments carried out to date, but does not take into account
the regional complexities, bespoke investment decisions and collaboration with wider agencies and water
bodies. A full analysis of the problems we face and the solutions to address those problems will be issued
as part of our WRMP and DWMP in 2022. The case study opposite outlines our approach to modelling.
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| sk

* WATER ALWAYS THERE /GOODTO ORINK

OUTCOMES AFFECTED

OPPORTUNITY

WASTE WATER SAFELY TAKEN AWAY
RISK ) ‘

Key risk

Wa do not provide a safe and secure supply of
drinking water to our cusiomers

Minimising water use and leakage

Woe do not transport and treat waste water
effectively, impacting our-ability to return ctean
water to the environment

Climate driver

Hotter, drier summers and changes to
pracipitation will reduce water availability and
the amount of water available for distribution

Régulalory [ toreduce leakag

Increased rainfall and intensity of rainfall
increase risk of sewer flooding, run-off and
the amount of waste water neading ireatment

Climate model

RCP4.0, RCP8.5 and 32 climate-related scenarios
raflocting the different UKCP18 climate model
outputs

We have made a commitment to reduce leakage
by 15% by 2025 and 50% by 2045. In addition, we
have a number of water use minimisation
programmas which are incorporated into our
future modefling, 1o ensure we understand how

“the benefits of these programmes may protect us

against climate-related risks

As part of our DWMP assessments, we have used
industry derived rainfall uplifis for 2050 based on
RCP8.5 as indicated by the Met Office Hadley
Centre, as well as sensitivity analysis using
RCP&.0 10 align aur work with that for the WRMP.
Across our region, we have modelled present day
flood risk during one in 18-year, 30-year and
50-year rainfall events (i.e. a rainfall svem

with a 10%, 3.3% or 2% probability of sccurring

in ayear). We then use raintall uplifts derived
from climate change projections to understand  *
how the future climata is likely to affect

rainfall intensities

Timeframe Current modelling is to 2070s and then Current modelling is to 2070s and then Current modelling is to 2050. The below impact
assessed extrapolated 10 2100 extrapotated to 2100 looks at 3 2050 snapshot .

Key outputs Modalling indicates a rafiuclion in the amount of Our water demand mitigation proposals will help Our modelling suggests that there will ba
from modellin water available for distribution (Deployable reduce the total amount of water we abstract. increased risk of sewer flooding in 2050.
work '9 Output, ‘00°). in 2059, the expacted reduction of Qur two key pragr. fc d dand | Theincreased likelihood {probability of a flood

DOis:

- 4%ina RCP4.0 climate scenario; and
- 9%in a3 RCP8.5 climate scenario

leakage reduction) are expactad, by 2050, to:

- reduce demand by §%: and
-~ reduce leakage by 8% from our distribution
system

avent] of sewer flooding in 2050 is expected o
be as tollows:

- Increased risk of flood in the event of a 1in 10-year
storm: 4i%; and

- Increased risk of flood in the event of 3 1in30-year
storm: 38%

Key impacts

Key financial impacts include increased

remediation and investment needs, and enhanced

capital spend, whichwill be outlined in detail in
our WRMP

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

Key financial impacts inctude increased
remediation and investment needs, snd enhanced
capital spend, which will te outlined in detail in
our DWMP

Transition risk scenario analysis

This year, we refreshed our Strategic Direction Statement (‘SDS’), which was last published in 2007. This

was published in December 2021 as a consultation to allow interested stakeholders to comment. The
consultation period has now closed and we are in the process of reviewing the responses received to
consider how best to reflect that feedback in our final SDS.

As part of this process, we investigated which trends we believed would be most influential in shaping the
next 30 years and considered different alternate visions for how 2050 might look. These alternate visions
considered how the key levers of change (technological, behavioural and regulatory) may develop and
broadly covered a range of warming outcomes between 1.5°C and 4°C by 2050. These visions were used
to understand how our priorities and level of ambition might differ if alternate scenarios were to occur.

40



8T Elassification: GFFIEIAL PERIHNRCIAL

8
KEY TRENDS

3(

& J \‘ . 1 *
EVOLVING CUSTOMER™?

; R INCREASING USE OF MATURING [T R N
EXPECTATIONS ANDATTITUDES | TECHNOLOGIES ENVIRON

'i._.a‘-’ 3

R 8 R
GREATER IMPACT/EXPERIENCE ADOPTION OF EMERGING
DAMAGE TO THE ENVIRONMENT [l OF CLIMATE CHANGE SOLUTIONS TO DECARBONISE

By looking at trends and different levers of change, we built a picture of the stressors that may arise in a
low-carbon transition, looking out to 2050. This allowed us to identify the most important challenges which
we would face in an optimistic and current-trend scenario. Additional challenges such as population growth,
reduced water availability, more extreme weather and affordability are discussed as part of the SDS. Those
of most relevance from a climate perspective are outlined below.

Concern about climate may drive a shift in attitudes towards the environment

Our customers will look for us to inform and support their endeavours to use less water and make it
cheaper to be more environmentally friendly. We will need to adopt more innovation, more principles of the
circular economy and reduce the impact of effluent returned to the environment. We will need to ensure we
make the best use of our land and improve natural capital.

Combating climate change could lead to more regulation and policy interventions

We will need to be prepared for more stringent laws, regulations and standards centred around
environmental matters. We will need to ensure resilience around changes to carbon taxes and ensure
readiness to act with nature-based solutions or new markets — such as hydrogen and carbon.

Mitigating climate change will require rapid decarbonisation We will need to focus our efforts to reduce our
total annual operational emissions from 315,698 (market based) tonnes CO2e to zero through using less
carbon and finding renewable energy alternatives.

Resilience of our approach

In our SDS, we identify priority areas for our business which we believe are key to delivering for our
customers, ensuring resilience against the challenges of the future, and fulfilling our wider environmental
and societal goals. We will use the finalised SDS to both inform and guide our future strategy and long-term
investment plans, and to set the over-arching tone and approach for future price review submissions — and
in particular, to shape our adaptive pathways and long-term delivery strategies which Ofwat is seeking as
part of PR24 and beyond.

Our Sustainability Report, net zero ambition, SDS and this Annual Report outline the activities being
undertaken to ensure we succeed in our eight priority areas. Further information can also be found on our
website stwater.co.uk.
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‘Find out more

The latest version of our Strategic Direction Statement is available on our website at stwater.co.uk/about-
us/our-other-plans/strategic- direction-statement/

Climate-related metrics and targets

TCFD RECOMMENDATION PROGRESS THIS YEAR

Disclose the metrics and targets used to assess and Our SBTs, in line with a 1.5°C pathway, were approved this year.
manage relevant climate-related risks and opportunities

- Lo . We have published a Sustainable Finance Framework under which the Severn Trent Group
where such information is material.

can raise debt to support the financing and/or refinancing of assets and expenditures of

Severn Trent has reported against the Metricsand a sustainable nature across its activities. The Framework takes into account, where

Targets TCFD recommendations in full within the possible, the technical screening criteria of the EU Taxonomy.

2022 Annual Report. We have held the Carbon Trust Standard continuously since 2009, which recegnises our
i consistent emissions reductions and effective carbon management processes. We were

This year, we are continuing to improve our understanding one of the first organisations to participate in the Carbon Trust new route to Net Zero

and measurement of all of our GHG emissions, and are Standard as an important step in working with others to ensure our journey to net zero

disclosing more information about our net zero plans. is credible and rigorous.

- Our Net Zero Transition Plan We were awarded an A rating from the Carbon Disclosure Project 'COP’). Our climate

- Sustainability Report change information is publicly accessible. COP requests information about climate

- Annual Performance Report change from companies on behalf of investors and scores each company on the quality

and completeness of responses.

Measuring our progress

We measure and manage a wide range of metrics which help us assess how well we are doing to minimise
our risks in 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
regulatory environment. These are reported annually in our Annual Performance Report to Ofwat which
provides a transparent assessment of our performance. Further information on the time-specific and
quantitative targets can be found on pages 35. Our metrics go above and beyond what the Sustainability
Accounting Standards Board (‘SASB’) recommends and the table shows how our measures map across.
More detail around how our reporting maps to the recommendations of SASB can be found within our
Sustainability Report. The following pages outline our Net Zero Transition Plan and-current GHG
performance.

OUR NET ZERO TRANSITION PLAN '

Our Net Zero Transition Plan brings together targets associated with our Triple Carbon Pledge, and our
SBTs, creating a comprehensive system for assessing our actions and measuring results, as well as
commitments to work with our suppliers on their emissions reduction (Scope 3). We need to achieve these
targets whilst continuing to provide the quality and quantity of water our customers expect, at a price they
can afford. This is an ambitious undertaking and one which we are proud of.

Achieving our plan will require us to re-think every aspect of our business processes and adopt new ways
of working. Our approach is to follow the carbon hierarchy, prioritising solutions to reduce first, replace or
remove emissions, and then only offset where we can’'t remove any residual emissions. Our approach is
therefore as follows:

» We Reduce our emissions through process and behaviour changes, innovation and technology.

» Where we need electricity for our facilities or gas for our vehicles, we Replace fossil fuels with green
energy, and produce it ourselves where possible.

> We Remove carbon emissions from the atmosphere by facilitating the growth of carbon sinks such
as forests and peatbogs on our land.

» Where reduction, replacement or removal is not feasible in the short term, we can Offset any
residual emissions we have through accredited removal offsets, preferably through the products we
create but, where required, through externally accredited schemes.
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GLIDEPATH CHART

@ scopPe TWO @ SCOPE THREE

Scope 3 is a major source
of emissions, which we are
working on with our suppliers.

@ SCOPE ONE

Since introducing more advanced
process emission measurement
systems, we have been able to
capture more accurate data,
resulting in a significant perceived
increase in Scope 1 emissions
that reflects the change

in reporting.

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.

—— Net emissions

—_—— e e e e - - e e e e e - e ———— - —
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45% reduction!
in Scope 1 and 2
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OUR SCOPE 1 AND 2 NET ZERO PROGRAMME

. 2030 forecast*® . Central best estimate D Best case
(kt)

600

SBTiScope 1 |

and 2 baseline |

400 1 i

- 65% reduction
308} in Scope 1and 2
by 2031

300 —| - !

N 1

i

200 — - -197 3

L |
100 — , |
' 4B
| @
0 — .. .
2020/21 2021/22 Future Technology  Process Netting Reduce Replace Remove Offset
Gross = Performance  growth changes emission factors
operational adjustment [eneray
emissions exporis]
* Significant ycar-an-year changes are attributed to improved mezsuremant technotogy and zre not duc t ingwazes in actsd amizsions |this ndudes our emiszions from 2020/21

wzirg tha Carbon Accounting Workbook)

Science-Based Targete

- Qur SBTs are in line with the 1.5°C pathway (defined as holding temperature rises of no more than 1.5°C
above pre-industrial levels). These targets will drive an ambitious reduction in our Scope 1 (direct emissions

- arising from owned or controlled sources) and Scope 2 emissions (indirect emissions arising from energy
purchase). We have committed to:

» a.46% reduction in Scope 1 and Scope 2 emissions by 2031 from a 2019/20 baseline;
» 70% of our supply chain (by emissions) having set a SBT by 2026; and
> a 13.5% reduction in emissions from the use of sold products by 2031.

To ensure that our plans will deliver net zero, understanding and measuring our impact is essential for
helping us to invest in the right areas. Improving the granularity and confidence of our data will take time as
we move from estimates to actual data as much as possible across all our scope emissions and is a key
priority for us. While our understanding of total emissions is changing due to better data, and some areas of
emissions are rising due to operational requirements, we are building a plan of action that we believe can
deliver a net zero business.

Innovation and new technologies are central to the challenges we face, so we are conducting multiple trials,
with the understandmg that no-one can guarantee results so we are bunldlng a portfolio of innovations and
solutions, and engaging with our supply cham

While we do not have definitive results across the board as yet, it is |mpor1ant that we are transparent about
our efforts and the rationale behind each project.

For some areas of our work, there are no feasible alternatives or technology readily available on the
market. Where we cannot develop the solutions alone, we need markets to innovate, adapt and make these
- available so we can find the best way to adopt the solutions.
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Our key emissions {Scope 1 and 2)

areas are:

81% emissions
from waste and sludge

Methane and nitrous oxide emissions
from our sewage and sludge treatment
processes make up 81% of our direct
emissions, and have respectively 28
and 255 times higher global warming

- potential than CO; over 3 100-year
period. Emissions from waste water
treatment represent 1.3% of all
anthropegenic emissions.

This issue is one of the major chaltenges
in our path to net zero and requires new
science, technology and innovationto -
understand and solve. Minimising
unintended escapes of biogas, and
making improvements to processes,
would improve the figures only slightly.
To make significant headway, we need
deeper technologicat inngvation, aswell
as changes to future asset design and
strategy. We are establishing our
options, often in partnerships, based on
impact, cost, likelihood and timing, vith
marny innovations and solutions notyet
ready for full-scale deployment.

14% emissions from
on site fossil fuel use

OS% from the fuet
to power vehicles

Energy efficiency -

Wewilt appraise eptions and invest to replace
fossil fuels hefore ofisetting any remaining
emissions. For example, we use dieset
generators and gas oil in our anaerobic
digesters. Attarnatives could include use of
biofuels, ground-source and solar-thermal
heating and green hydrogen to replace diesel.

We generate equivalent to over half of the
electricity Severn Trent Water uses, from
our own renewable assets, which inctuda
anaerobic digesters, and solar, wind and
hydro-pawer plants.

However, cur emissions did go up 24kt CO:e
in 2021/22, due to increased use of natural
gas in our news thermal hydrolysis ptants,
which create better quality sludge digestate
and additional renewable biogas; as well as
natural gas in our combined heat and power
[CHP’] engines to manage the impact of
rising energy prices.

By 2030, we will have the potential to meet
100% of our electricity needs from our own
renewable sources or through Power
Purchase Agreements that provide capital
for new renewable energy projects while
guaranteeing stable future energy prices.

All new company cars will now

be electric and we have begunto
replace ourvans. Electric HGVs
and tankers may not be available
by 2030, sowe are looking into
alternative low-carbon options
such as hydrogen and biogas.

We have now instailed over 352
charging points at 70 sites.

We continue to join global and UK
industry partnerships to both tearn
from and support other companies
with a similar approach for their
fleets. We encourage efficient
driving, etiminating unnecessary
journeys, and have launched a
scheme to encourage employees
to switch to electric vehicles.

We are transitioning our fleet from
fossil fuels to electric vehictes with
the aim of 100% by 2030, where
available. 17% of our company cars
and 1% of our company vans are now
electric and we continue to deploy
more dedicated site charging peints.

We continually invest in improving
energy efficiency andwe have

3 dedicated Energy Management Team
focused on driving operational change
to reduce energy. This is supported bty
a network of energy champions across
our business, overseen by an Energy
Steering Group.

We have invested £6.2 million over
2021/22 and £32 million aver the last
sevenyears in energy efficiency. This
inctudes proactive maintenance ¢n
our energy-intensive assets, such

as pumps and air blowers, and
investment in improved controls

and monitoring to reduce energy use.

Our energy management policy and
programme follows the best practice
taid down in 1SO56001, the internatienat
engrgy management standard.

To reduce our operational emissions
turther, vvewill continue to focus on -
improving our energy effidency to
offset the additianal demands of
agrovsing population.

Mitigating climate change — reducing our greenhouse gas (‘GHG’) emissions
We have been committed to reducing our carbon emissions since 2002 and contmually improve on
emissions reductions processes.

For Severn Trent Group, we have committed to our Triple Carbon Pledge to achieve net zero operational
carbon emissions by 2030; generate or procure 100% renewable electricity and move our fleet to 100%
electric vehicles by 2030. We have also set Science Based Targets to reduce Scope 1 and 2 emissions by
46% by 2031 in line with a 1.5c pathway, for 70% of our supply chain (by emissions) to have set a Science
Based Target by 2026, and to reduce emissions from sold products by 13.5% by 2031.

More information about the activities we are undertaking to minimise our impact can be found in both our
TCFD disclosure and Net Zero Transition Plan sections of this report, and our separate Sustainability
Report. Details of how sustainability focused performance measures are included in our LTIP can be found
.on pages 128 of the Severn Trent Plc Directors Remuneration Report.

Assessing our progress

The methodology behind how we report on, account for, and gain assurance on our GHG emissions is
outlined Greenhouse Gas Performance. We continue to go beyond mandatory requirements and now report
on ten Scope 3 categories, including our supply chain emissions. Our full emissions reporting, including
Scope 3 emissions reporting, can be found within the Greenhouse Gas Performance and Energy
Performance section of this report.
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Adapting to climate change
We know that we need to play our part in both mitigating and adapting to climate change. The impacts of

" climate change are closely linked to many of the key risks faced by our business. Over the next 25 years,
we anticipate a period of increased investment across the sector to build a more resilient and flexible
infrastructure that can cope with greater overall demand and volatility, and lessen our impact on the natural
environment. .

Our third Adaptation Report, published in December 2021 describes how the climate impacts our
operations, how we assess climate risks and how we plan to manage them. Together with reports across a
range of sectors, it helps the UK Government to understand the level of risk that society is exposed to
nationally and informs the level of response being taken to manage these risks. It also provides visibility to
our stakeholders of the actions we are taking to understand our risks and the steps we are taking to be
resilient to a changing climate. ’
The report details the actions we are taking, including increased focus on nature-based solutions in our
catchments, such as landscape initiatives slowing the flow of floodwater and reducing the need for
-expensive hard engineered downstream solutions. By expanding the climate modelling we are undertaking,
we can better assess risks to our assets and to water services in general.

Report on greenhouse gas (‘GHG’) emissions

This is the ninth year Severn Trent Water has been required to report GHG emissions. Severn Trent Water
accounts for 96% of our total Group emissions and we have been publicly reporting on our emissions since .
2002.

Operational Greenhouse Gas Emissions (Tonnes 2021/22
- CO2ze) -
‘ Location Market based
' based
Scope 1 Emissions (Combustion of Fossil Fuel on 46.932 46.932
Site) ’ ' '
Scope 1 Emissions (Process Emissions) ‘ 292,848 292,848
Scope 1 Emissions (Transport Fleet) - 16,702 16,702
Scope 2 Emissions (Electricity Purchased for Own 154.592 ' )
Use) , '
Scope 3 Emissions (Business Travel) 615 615
Scope 3 Emissions (Outsourced Sludge Tankers) 2,424 2,424
Scope 3 Emissions (Electricity Transmission and 13.681 )
Distribution) ’
Total Annual Gross Operational Emissions 527,794 359,521
Emissions benefit of the renewable electricity we 4671 4671
| export a ’
Emissions benefit of the renewable biomethane we -25 649 -95 649
export (for which we retire green gas certificates) ! ’
Total Annual Net Operational Emissions 497,474 329,202

Our GHG emissions are reported in tonnes of carbon dioxide equivalent (tCO2e), for the period 1 April 2021
to 31 March 2022. We report our location-based and market-based emissions separately. The GHG data
we report is reported internally during the year to the Corporate Sustainability Committee and to.the Board.
We have subjected our GHG data and processes to external assurance by Jacobs.

Our approach to reporting is subjected to the GHG Protocol Corporate Accounting and Reporting Standard.
In Scope 1 and 2, we have included the emissions from the assets which we own and operate and which
we can directly influence and reduce, known as the financial control boundary. Emissions from our supply
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chain and from assets which we do not own but operate on others behalf are included in our Scope 3
category.

For our net operational carbon footprint, we include the benefit of renewable electricity which we export and
also a carbon benefit from the biomethane we export to the grid, but only where we have not sold an
associated green gas certificate. Where we have sold a green gas certificate, we do not include the carbon
benefit in our net number overleaf.

Our emissions are calculated primarily using the updated ‘Carbon accounting in the UK Water industry:
methodology for estimating operational emissions, Version 15’ (released April 2021). This is a peer
reviewed calculation tool developed and used by all the major water companies in the UK. It is updated
each year to include the latest available emissions factors. All emissions arise in the UK.

The most significant change to our GHG emissions reporting this year results from the industry-leading
monitoring programme, which has improved our understanding and reporting of process emissions from the
treatment of sewage and sludge. These emissions have historically been broadly estimated using an
industry-standard factor. Our work,

combined with a review of the available international science, shows that our process emissions are
substantially higher than the previous UKWIR Carbon Accounting Workbook calculations. We are therefore
reporting a value based on our own work for the first time this year. Details of this method are included in
our Greenhouse Gas Performance and Sustainability Report published on our website.

Report on energy
We report on our consumption of energy at group level in our STplc Annual report.
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CHIEF FINANCIAL OFFICERS REVIEW

Our financial performance in the year reflects our robust recovery from the impacts of COVID-19 in the
previous year. Non-household revenue returned to pre-pandemic levels and while there was upward
pressure particularly on energy and chemical costs, our PBIT grew in line with expectations.

With rising inflation, partly driven by higher energy costs, impacting our business, employees and our
.customers, we face new challenges as we move into the third year of the AMP. We are ready to face these,
having already invested in the capacity, across the Severn Trent Group, to generate over 50% of our
energy needs, and keeping in line with our totex allowance for the first two years of the AMP. We are
entering the final year of a three-year pay deal that we agreed at the outset of the pandemic. For our
customers, we're expanding our financial support to an additional 100,000 customers who struggle to pay
their bills through a £30 million package of help, enabled by improved efficiencies in our retail operations,
including better management of void properties and more efficient use of our existing assistance
programmes, with the balance being contributed by the Group.

We have a strong balance sheet, well positioned to deliver real RCV growth over AMP 7 of 10.8%,
equivalent to 28.3%' nominal growth. Severn Trent Plc successfully raised £245 million (net of issue costs)
in the first half of the year from an equity placing to fund our Green Recovery programme and end the
second half with regulatory gearing of 59.5% (down from 64.5%). Our net pension deficit is £138 million
(2021: £359 million). down more than £400 million since 2017, reflecting strong asset performance and an
effective investment hedging strategy.

Higher inflation has increased the cost of our index linked-debt but our cash interest cost (which excludes
the non-cash indexation adjustment) was in line with the prior year, due to active treasury management and
our strategy to switch to a greater weighting of fixed rate debt as we moved from AMP 6 into AMP 7. We
issued £500 million of new debt in the year, all at rates below the iBoxx index.

Our ODI rewards of £79 million, tight control of totex and financing outperformance of 300 bps, helped by
higher inflation and a relatively low level of index linked debt, led to a strong annual RoRE of 8.8%.

A summary of our financial performance for the year is set out below:

2022 2021 Change

£m £m £m %
Turnover . 1,808.9 1,699.5 1094 6.4
PBIT 490.8 457.9 32.9 7.2
Net finance costs (259.0) (177.6) (81.4) (45.8)

* Gains/losses on financial instruments and reduction of

expected credit loss on loans receivable 52.8 9.7 43.1 444.3
Profit before tax 284.6 290.0 (5.4) (1.9)
Tax + (349.9) (51.1) (298.8) (584.7)
(Loss)/proﬁt for the year (65.3) 238.9 (304.2) (127.3)

Our turnover was at the top of our expected range as non-household consumption returned to pre COVID-
19 levels. We also saw an increase in diversions income, due mainly to HS2, of £26 million. This revenue
represents the recovery of costs incurred and is entirely offset by a corresponding increase in infrastructure
renewals expenditure.

PBIT was up to £490.8 million. The ihcrease in revenue was partially offset by increases in operating costs,,
particularly energy and chemicals. , ,

1 Nominal RCV is measured using the Office for Budget Responsibility’s March forecast for CPIH.
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Our net finance costs rose as higher inflation in the period increased the cost of our index-linked debt. Our
effective interest cost was 140 bps higher at 4.8% (2020/21: 3.4%) but our effective cash cost of interest,
(which excludes the inflation uplift on index-linked debt) was in line with the prior year at 3.1% (2020/21:
3.1%).

Our full effective tax rate excluding the exceptional deferred tax charge this year was 21.9% (2020/21:
18.8%) and our adjusted effective tax rate was (0.8)%, down from 10.8% in 2020/21. In his 2021 Budget,
the Chancellor introduced the ‘super deduction’ of 130% capital allowances. As expected, the benefit of this
reduced our current tax payable in the year to nil. An increase in the corporation tax rate to 25% from FY24
was also announced and this resulted in an exceptional deferred tax charge to the income statement of
£289.2 million from recalculating our opening deferred tax balances at the new rate, which is included in our
reported tax charge of £349.9 million. Deferred tax is an accounting adjustment that reflects differences in
timing between when profits are recorded in financial statements and when they are subject to tax. Because
of the-nature of our business, including our significant rolling capital programme and the long lives of our
assets, . these timing differences will not reverse for the foreseeable future, and may never do so. .

As a result of the exceptional deferred tax charge there was a reported Group loss after tax of £65.3 million
(2020/21: profit of £238.9 m|I||on) :

Operational cash flow was £813.5 million, (2020/21: £794.2 million). EBITDA increased by £53.3 million but -
our pension contributions increased by £23.5 million. Cash capex was £578.3 million, in line with the prior
year. Net cash inflow before changes in net debt was £222.8 million, reflecting the £250 million cash raised
from shares issued (2020/21: outflow of £60.9 million).

Our net debt was £6,065.8 million (2021: £6,174.0 million) and regulatory gearing was 59.5% (2021: 64.5%)
reflecting strong capital management, the benefit of the recent equity placement and higher inflation on our
RCV. Our cash flow requirements are now funded to February 2024. _

Our RoRE for the year was 8.8%, 490 bps above the base return of 3.9%. Outperformance came mainly:
from our customer ODls, with 88% of our measures in reward, and financing, reflecting our continued low
cash interest cost and the impact of higher inflation in the year compared to Ofwat’'s assumption in the Final
Determination.

Althc;ugh in the current year we have séen the adverse impact of higher inflation on our operating and

finance costs, in the longer term we expect to see the benefits of higher inflation through indexation of our
RCV, revenue growth and lower gearing, all of which underpin our inflation-linked dividend policy for AMP7.

Profit before interest and tax

2022 2021 Better/(worse)

£m £m £m %

Turnover 1,808.9 1,699.5 109.4 6.4
Net labour costs 4 (166.7) (160.1) (6.6) 4.1)
Net hired and contracted costs ‘ (190.2) (188.0) (2.2) (1.2)
Power (113.9) (100.0) (13.9) (13.9)
Raw materials and consumables (67.2) (62.0) (5.2) (8.4)
Bad debts . (24.8) (39.9) 15.1 37.8
Other costs (171.7) (175.6) 3.9 2.2
' (734.5) (725.6) - (8.9) (1.2)

Infrastructure renewals expenditure (198.2) (151.0) (47.2) (31.3)
Depreciation (385.4) (365.0) (204) . (5.6)
PBIT 490.8 457.9 32.9 7.2
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Turnover was £1,808.9 million (2021/22: £1,699.5 million) and PBIT was £490.8 million (2021/22: £457.9
million).

Turnover increased by £109.4 million with the main movements being:
e A £62.0 milion net increase from higher non-household consumption and lower household
consumption, returning to more normal patterns following the easing of COVID-19 restrictions earlier
in the year; .

» Anincrease of £25.9 million in diversions income largely dueto the increased activity related to HS2;
an offset is seen in higher infrastructure renewals (see below);

e Anincrease of £4.7 million in non-household revenue due to additional properties successfully being
brought into charge under the Voids and Gaps Incentive Scheme; an offset is seen in higher operating
costs (see below);

e Anincrease of £12.1 million in renewable energy income in our Bioresources business; and

o Other net increases of £4.7 million, including higher miscellaneous sales and the adjustment for
inflation in the year.

Net labour costs of £166.7 million were 4.1% higher year-on-year. Gross employee costs increased due to
the annual pay award of 2.3% and an increase in FTE due to insourcing activity and mobilisation of the
Green Recovery programme. This was partially offset by higher capitalisation of employee costs, largely
related to insourcing activity.

Net hired and contracted costs increased by £2.2 million (1.2%). An increase in biodiversity and catchment
spend, along with additional cloud storage costs and increased debt management activity were partly offset
by the reduction from insourcing activity.

Power costs were £13.9 million (13.9%) higher than the previous period, much less than the average market
* wholesale energy price increase of more than 250% year-on-year. We benefited from self-generation |n
Bioresources and hedges with the Severn Trent Group’s non-regulated Green Power business.

Raw materials and consumables lncreased by £5.2 million. ngher chemical and fuel costs during the
period resulted in an increase of £2.9 million

Bad debt charges reduced by £15.1 million and represented 2.1% of household revenue. The outlook for
unemployment has improved, and we have not seen a deterioration in our collection performance. However,
pressure on household budgets from increasing energy bills, other cost of living inflation and higher national
insurance has led us to retain most (£8.2 million) of the forward-looking provision taken since the start of the
pandemic at the balance sheet date.

Other costs decreased by £3.9 million mainly due to an increase of £3.6 million in the profit on disposal of
fixed assets.

Infrastructure renewals expenditure was £47.2 million higher in the period, reflecting the planned step up in
the programme and diversions activity related to HS2 referred to above.

Depreciation was £20.4 millioh higher year-on-year in line with the growing asset base.
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Return on Regulated Equity (RoRE)

RoRE is a key performance indicator for the regulated business and reflects our combined performance on
totex, customer ODls and financing against the base return allowed in the Final Determination.

RoRE for the year ended 31 March 2022 and for the two years ended on that date is set out in the foIIowmg
table:

2021/22 AMP7 to

% date

%

Base return 3.9 3.9
Enhanced RoRE reward' 0.3 0.2
OD! outperformance? ‘ 1.5 1.6
Wholesale totex performance 01 -

Retail cost performance ' (0.1) (0.3)
Financing outperformance® ' 3.0 1.7
Land sales i 0.1 0.1
Regulatory return for the year* _ : 8.8 7.2

1 Fast track reward taken over the first two year AMP7 -
2 ODI performance includes PCC and forecast C-MeX and D-MeX outturn.
3 Includes 1.0% for the variance on tax from the benefit of super deduction capital allowances and a

prior year tax credit.
4 Calculated in accordance with Ofwat guidance set out in RAG 4.10, which excludes Ofwat's AMP7

tax true-up mechanism.

We have delivered RoRE of 8.8% in the year, outperforming the base return by 4.9% as a result of:

e . ODI performance of 1.5%, driven by strong performance across the majority of measures, with 88%
meeting or exceeding regulatory targets;

« Our neutral totex position reflecting good cost control and eff cient spend over.the year; and

e Financing performance of 3.0%, driven by our AMP7 financing strategy of maintaining a low level of
index-linked debt and the tax benefit of super deduction capital allowances.

Net finance costs

Net finance costs for the year were £81.4 million higher than the prior year at £259.0 million. Average net
debt decreased by 1% to £5,977.4 million (2020/21: £6,036.5 million) but higher inflation in the year
increased the cost on our index-linked debt by £85.3 million. Our effective mterest cost was 4.8% (2020/21:

3.4%).

We issued £500 million of new debt at rates consistently below the iBoxx index and as a result our effective
cash cost of interest (excluding the RPI uplift on index-linked debt and pensuons -related charges) was in
line wuth the prior year at 3.1% (2020/21: 3.1%).

Capitalised interest of £34.2 million was £3.8 million higher year-on-year, due to the higher effective interest
" cost compared to last year. Our earnings before interest, tax depreciation and amortisation (EBITDA)
interest cover was 3.5 times (2020/21: 4.8 times) and PBIT interest cover was 1.9 times (2020/21: 2.7

times). See note 43 for further detalls
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Gains/losses on financial instruments

We use financial derivatives solely to hedge risks associated with our normal business activities including:
e Exchange rate exposure on foreign currency borrowings;
* Interest rate exposures on floating rate borrowings;
+ Exposures to increases in electricity prices; and
o Changes in the regulatory model from RPI to CPIH.

We hold interest rate swaps with a net notional principal of £623 million floating to fixed, and cross currency
swaps with a sterling principal of £141 million, which economically act to hedge exchange rate risk on
certain foreign currency borrowings.

" We revalue the derivatives at each balance sheet date and take the changes in value to the income
statement, unless the derivative is part of a cash flow hedge.

Where hedge accounting is not applied, if the risk that is being hedged does not impact the income
statement in the same period as the change in value of the derivative, then an accounting mismatch arises
and there is a net charge or credit to the income statement. During the year there was a gain of £51.4
million (2020/21: loss of £8.2 million) in relation to these mstruments

Note 12 to the financial statements gives an analysis of the amounts charged to the income statement in
relation to financial instruments.

As part of our power cost management strategy, we have fixed the wholesale price for around 90% of our
estimated wholesale energy import for 2022/23 through energy hedges.

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.

Further details on the taxes and levies that the Severn Trent Group pays can be found in our report,
“Explaining our Tax Contribution 2021/22", which is available at www.severntrent.com/sustainability-
strategy/reports-and-publications/tax/

The corporation tax charge for the year recorded in the income statement, before exceptional taxes, was
£60.7 million (2020/21: £51.1 million) and we received net corporation tax payments of £61.3 million in the
year (2020/21: paid £26.9 million). The dlfference between the tax charged and the tax received/paid is
summarised below

2022 2021
A £m . £m
Tax on profit on ordinary activities before exceptional taxes 1 60.7 51.1
Tax effect of timing differences (67.8) (26.2)
Current tax credits recorded in Other Comprehensive Income _ (0.4)
© or equity - ' )
Overprovisions in previous years ' 3.9 34
Corporation tax payable for the year . (3.2) 28.3
Overpayments in prior years offset in the current year (58.1) . (1.4)
Net tax (recelved)/pald in the year (61.3) 26.9

Net tax received in the year of £61.3 million includes a refund of group relief paid in previous years £62.5
million and payments to Water Plus for consortium relief £1.2 million (2020/21 £4 .9 million paid to Water
Plus)
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Note 13 in the financial statements sets out the tax charges and credlts in the year, WhICh are descnbed
below. :

The current tax credit for the year was £7.1 million (2020/21: charge of £24.9 million) and the deferred tax
charge (before the except|onal charge arising from the change of rate) was £67.8 million (2020/21: £26.2
million).

Our effective tax rate éxcluding the exceptional deferred tax charge this year was 21.9% (2020/21: 18.8%),
which is higher than the UK rate of corporation tax (19%), mainly due to deferred tax on temporary
differences arising during the year charged at 25%, partly offset by the permanent difference that arises
from the additional 30% deduction included in the super deduction (2020/21: broadly in line).

Our adjusted effective current tax rate was (0.8)% (2020/21: 10.8%) (see note 43).

UK tax rules specify the rate of tax relief available 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. And in the current
year, this has been enhanced by the super deduction for certain for certain capital expenditure, which gives
a 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 programme tends to
reduce our adjusted effective current tax rate and corporation tax payments in the year. By the same token
we make a provision for the tax that we will pay in future periods, when the tax relief on the capital
expenditure has already been received and we receive no allowance for the depreciation charge arising on
that expenditure. This is the most significant component of our deferred tax position.

Profit for the year

Total loss for the year, after the exceptional deferred tax charge of £289.2 m|II|on was £65.3 million
(2020/21 profit: £238.9 million).
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Cash flow

2022 2021
: £m £m
Operational cash flow - 813.5 794.2
Cash capex » : (578.3) (584.6)
Net interest paid (179.3) (179.4)
. Net proceeds on swap cancellations 5.6 0.2
Tax received/(paid) ' ‘ 61.3 (26.9)
Free cash flow 122.8 3.1
Dividends (150.0) (64.0)
Issue of shares : ' 250.0 -
Change in net debt from cash flows - 222.8 (60.9)
Non-cash movements ‘ (117.7) (21.9)
Change in net debt . : 105.1 (82.8
Net debt disposed with Hafren Dyfrdwy ' 3.1 -
Opening net debt . (6,174.0) (6,091.2)
Closing net debt (6,065.8) (6,174.0)
2022 2021
. £m £m
Cash and cash equivalents . 77.8 12.1
Bank overdraft : (7.7) -
Net cash and cash equivalents o : 70.1 121
Loans due from parent company A 226.2 52.0
Bank loans (755.7)  (980.8)
Other loans . (5,525.9) (5,177.4)
Lease liabilities . (108.8) (111.8)
Cross currency swaps . _ 28.3 31.9
Net debt ' {6,065.8) (6,174.0)

Operational cash flow was £813.5 million (2020/21; £794:2 million). Increased PBIT and higher
depreciation and amortisation were more than offset by increased pension contributions and a large
decrease in working capital in the prior year. '

Net cash capex of £578.3 million (2020/21: £584.6 million) was within our expected range.

Our net interest payments of £179.3 million (2020/21: £179.4 million) were broadly in line with the
previous year as the impact of higher net debt was largely offset by the lower effective cash cost of
interest, and most of the increase in interest costs was due to non-cash index-linked indexation. Our
net tax received was £61.3 million as a result of a refund of an intra-group overpayment in a previous
. year and the impact of the super deduction which resulted in an overall loss position for tax in the
current year. o <

The share issue in July 2021 raised net proceeds of £250 million. Our dividends paid increased in line
with our policy, which is set out in our Annual Performance Report.

These cash flows, together with accounting adjustments to the carrying value of debt, resulted in a

reduction of £222 8 million in net debt (2020/21: increase of £60.9 million) and net debt of £3.1 million
was transferred as part of the dividend in specie of the investment in Hafren Dyfrdwy.
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At 31 March 2022 we held £70.1 million (2021: £12.1 million) in net cash and cash equivalents.
Average debt maturity was around 13 years (2021: 13 years). Including committed facilities, our cash
flow requirements are funded until February 2024. :

Net debt at 31 March 2022 was £6,065.8 million (2021: £6,174.0 million). Regulated gearihg (net debt -
.of our regulated businesses, expressed as a percentage of estimated RCV) was §9.5% at 31 March
2022 (2021: 64.5%).

The estimated fair value of debt at 31 March 2022 was £1,039.3 million higher than book value (2021:
£1,470.6 million higher). The decrease in the difference to book value is largely due to the impact of
higher interest rate expectations.

Our 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 2022 interest rates for 69% (2021: 67%) of our gross debt of £6,398.1 million were fixed; 4%
were floating and 27% were index linked. We continue to carefully monitor market conditions and our
interest rate exposure.

. Our long-term credit ratings are:

Agency ' . ' ~ Long-term Outlook

rating
Moody's A . Baa1 Stable

Standard and Poor’s BBB+ Stable

We investrcash in deposits with highly rated banks and liquidity funds. We regularly review the list of
counterparties and report this to the Treasury Committee.

Pensions

We have two defi ned benefit pensnons arrangements (‘the Schemes’ ) which are closed to future
accrual:
the Severn Trent Pensmn Scheme ('STPS’), which is by far the largest of the schemes; and
the Mirror Image Pension Scheme (‘MIPS’), which represents around 4% of the Group's defined
benefit liabilities.

During the year the Group also inciuded the Dee Valley Water Scheme ( DVWS"), which is in Hafren
Dyfrdwy.

The most recent formal actuarial valuations for the Schemes were completed as at 31 March
2019. The agreement reached with the Trustee for, included:

¢ Inflation-linked payments of £15.0 million per annum through an asset-backed funding '
arrangement, potentially continuing to 31 March 2031, although these contributions will cease
earlier should a subsequent valuation of the STPS show that these contributions are no longer
needed;

¢ Payments under another asset-backed funding arrangement of £8.2 million per annum to 31
March 2032; and

.« Annual deficit reduction payments of £32.4 million, increasing in Ime with inflation through to 31

March 2027.

In addition to these payments, the Company will directly pay the annual PPF levy incurred by the
STPS (£1.0 million in 2021/22). ‘
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The Schemes have entered into additional hedglng arrangements to reduce the impact of fluctuations
in interest rates and inflation on the Schemes’ liabilities without adversely impacting the expected
return from the Schemes’ assets.

* In June 2021 we executed a bulk annuity buy-in for theMIPS. Under the buy-in, the liabilities of this
scheme are met by an insurance policy and as a result the Group’s risk is substantially reduced.

On an IAS 19 basis, the net position (before deferred tax) of all of the Group's defined benefit pension
schemes was a deficit of £137.6 million (2021: £359.4 million). To calculate the pension deficit for
accounting purposes, we are required to use corporate 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 IAS 19 basis, the funding level increased to 95% (31 March 2021: 88%).

| The movements in the net deficit dering the year were:

Fair value Defined

of scheme ‘benefit Net deficit
assets obligations

£m £m £m

At start of the period 2,6004 =~ (2,959.8) (359.4)
Amounts credited/(charged) to income statement 49.0 (59.5) (10.5)
Actuarial gains/(losses) taken to reserves ' 68.9 ~119.5 - 1884
Disposal of Hafren Dyfrdwy | (64.1) 46.6 (17.5)
Net contributions received and benefits paid (58.9) 120.3 61.4
At end of the period ) 2,595.3 2,732.9 (137.6)

The income statement includes: ’
¢ Current service costs of £0.2 million on the DVWS, which is open to further accrual but is
closed to new members.
¢ Scheme administration costs of £3.8 million; and
¢ Net interest on scheme liabilities and expected return on the scheme assets together a cost
of £6.5 million.

Higher interest rate expectations increased the discount rate, which is derived from yields on high
quality corporate bonds, by 80bps. Inflation expectations have also increased by around 40bps since
the previous year end. The impacts of these changes are offsetting and resulted in a net decrease in
the scheme liabilities of around £193 million.

Changes to demographic'assumptions reduced scheme liabilities by around £6 million. This included
an update to the most recent CMI data tables and also a weighting to allow for the high mortality
experienced in 2021. .

The actual outturn in the year for inflation and other assumptions was worse than expected and this
increased scheme liabilities by £79 million.

The scheme assets increased in value by around £69 million more than the retufn included in the
income statement in the year.
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Contributions paid to thé STPS in the year included:
¢ The amounts due under the asset-backed funding arrangements (£25.6 million); and
» A deficit reduction payment of £35.6 million that was deferred from March 2021 to April 2021.

There were also normal contributions of £0.2 million to the DVWS.

In April 2022 the deferred deficit reduction payment originally scheduled for March 2022 of £32.4
million was paid. :
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RISK MANAGEMENT

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 objectives and
optimise our risk exposure within our risk appetite.

2021/22 risk landscape

2021/22 has been a year in which COVID-19 and its economic and societal consequences have
continued to evolve. The global economic outlook remains weaker than it would have been without the
pandemic. Geopolitical instability, including the conflict in Ukraine, cyber crime, rising inflation,
commodity and energy prices, and debt levels, have all disrupted the world economy, and have
introduced new risks that need to be considered.

At a local level, we have seen an acceleration in changing stakeholder attitudes to climate, nature and
the environment, and the part corporations play in protecting them, all relevant to our sector.

Risk appetite statement

Severn Trent's Purpose is ‘taking care of one of life’'s essentials’. No business is free of risk and to
achieve our strategic objectives we often need to take calculated risks. We will, however, only take
risks that are consistent with our Purpose, Values and strategy and are well understood, so that they .
can be managed effectively.

Our sector has inherent nsks particularly due to the nature and scale of our operatlonal infrastructure
and the importance of our activities to the health, safety and wellbeing of our people and the
communities we serve. The sector is also subject to political, regulatory and financial market risk, as
well as risks arising from developments in technology, stakeholders’ evolving expectations and climate
change.

Within the Severn Trent Group, we operate both régulated and non-regulated businesses, which have
different risk profiles and.tolerances. Our regulated water and waste water businesses are monopoly
providers that are economically regulated and characterised by relatively stable, inflation-linked cash
flows.

Our risk priorities
In addition to managing the inherent risks associated with our business, we prioritise the following:

The health, safety and wellbeing of our people and the communities we serve and maintaining our
essential operational services are our top priorities, and we have no appetite for risks brought on by
unsafe actions.

Protectmg the environment is a key long-term commitment. We aim to enhance the water environment
and improve biodiversity.

Adherence to laws and regulations is a fundamental requirement and we are committed to ensuring
compliance with all UK water regulations and to operate within our licence permits; therefore, we have
no appetite for 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 our customers and stakeholders.

We are determined to play a leading role in addressing the impact of climate change through
. mitigating our own impact and that of our supply chain, and adapting to the challenges that climate
change may bring in the future.

The Board has overall responsibility for determining the nature and extent of the risks Severn Trent
takes and for ensuring that risks are managed effectively across the Group.
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Overseeing risk

Our approach to risk management is designed to enable the business to deliver its strategic
‘objectives. We have an established Enterprise Risk Management ('ERM’) process and internal control
framework that help us to identify, evaluate and manage risks to 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 model that ensures both a clear articulation of risk appetite, and a comprehensive and
structured process of risk identification, assessment and management. Our risk management
framework on the next page shows the groups involved in risk across Severn Trent.

Top-down

The Board has overall responsibility for oversight of risk and for maintaining a robust risk management
and internal control system. The Board recognises the importance of identifying and actively
monitoring our strategic, reputational, financial, and operational risks, and other longer-term threats,
trends and challenges facing the business.

The Audit and Risk Committee supports the Board 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 objectives 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
Committee 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 objectives.

This top-down 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 our processes, from
day-to-day asset operation and monitoring, medium-term deployment 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
methodology 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
reporting on a quarterly basis. Standardised criteria are used to consider the likelihood and velocity of
occurrence and potential financial and reputational impacts.

59



Risk management framework

Risk Governance and Oversight

Board:
- Sets the risk culture.
Defines and regularly reviews risk appetita.

key strategic risks.

wide risks at Group level.

Chaltenges the level of risk taken to pursue objectives.
Makes risk-informed decisions and pravides oversight for

Responsible for effective risk oversight of enterprise-

Undertakes annual assessment of Principal Risks.

Audit and Risk Committee:

against risk mitigation plans.

- Supports the Board in monitoring significant risks and track.ing progress

- Signs off the risk management framewark.

Risk Management and Oversight

Executive Committee:

- Sets and evaluates risk tolerances. -

- Supports the Board in the management oversight‘of risk.
- Assesses the level of risk taken in achieving objectives by challenging the AMP7 Business Plan.
- Approves risk mitigation strategies of significant risks - assigned to the individual members of the Exacutive Committee.

- Identifies and assesses Principal and Emerging Risks.

1ST LINE OF DEFENCE

Risk Ownership, Management and Oversight

2ND LINE OF DEFENCE

3RD LINE OF DEFENCE

Strategic Planning:

- Longer-term, holistic risk response plans,
e.g. Water Resources Management Plan
{WRMP') and our AMP7 Business Plan.

- Eslablishes critical controls for ensuring the

Service Area Boards:
- Capital investmen? programme management.
- Implement strategic risk management
processes, such as WRMP.
- ldentify and monitor Emerging
Risks and opportunities.
~ Assess all categories of risk
at an operational level.

Business Unit and Risk Champions:
- Day-to-day risk and incident management,
e.g. Severn Trent Operational Risk

Identify, assess and respond to risks
atatocallevel.

Continual monitoring of risks assigned

within the business unit.

Produce risk response plans and strategies.
Develop, implement and monitor key controls.
Follow risk management framework.

operational effectiveness of essential services.

Management and Drinking Water Safety Plans.

Strategic Risk Forum ['SRF’}:

- Assesses the business unit’s ('BU') reported risks (Bottom-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/Audit and Risk Committee
meetings.

- Reviews the Company's Principal Risks and proposes
amendments to the Board for the Annual Report
and Accounts.

- Ensuresthe efficient and effective delivery of the risk
management programme carried out by the Centrat ERM Tearn.

- Monitors compliance across the organisation with the
Company’s risk management framework and processes.

Central ERM Team:

- Applies the risk management framewaork.

- Owns the corporate ERM system.

- Monitors and reports 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.

- Assistswith the identification and assessment of Principat
and Emerging Risks.

~ Facilitates risk escalation process.

Internal Audit:

- Provides assurance for
significant risk mitigation
strategies.

- Assesses effectiveness of
the risk programmes by
analysis of key controls.

- Bvaluatesinternal
control anviranment.

Bottom=-up

The potential causes, impacts and mitigating controls related to each risk are well documented. This
assessment allows us to put in place effective risk response strategies to mitigate the risk to an
acceptable level and, following governance checks to remediate any defective controls or implement

additional controls as required.

Risk information from our business units is combined to form a consolidated 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 reported 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.

We have made significant progress in the year in integrating the elements of our risk system with other
compliance programmes within the Company. This has also had the benefit of improving the reporting
to the Board and Audit and Risk Committee.



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 safety or security of the Group’s employees, customers and assets;
» have a material impact on the financial or operational performance of the Group;

» impede achievement of the Group's strategic objectives and financial targets; and/or

» adversely impact the Group's reputation or stakeholder expectations.

This list does not comprise all the risks that the Group may face, and they are not presented in order
of importance. The nature and profile 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 horizon scanning to
identify and report these to the Board.

Our Principal Risks reported in 2021/22 includes:

> examples of risk mitigation (these mitigation examples are not exhaustive, opportunities have
been consolidated within this section),

» the risk exposure level movement at year end,;
» arisk update; and

> key risk 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 important role in the Severn Trent ERM function, providing advance
notice of potential risks that could harm Severn Trent, insight into possible weaknesses in the
monitoring and control tools, and ongoing risk monitoring between the formal risk assessments
and reporting.

St‘rategic outcomes
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INFRASTRUCTURE FAILURE AND ASSET RESILIENCE

RISK1 A RISK 2

Due to the nature of our operations, we could We do not provide a safe and secure supply
endanger the health and safety of our people, of drinking water to our customers.
contractors, and members of the public. :

Strategic outcomes Stakeholders Strategic outcomes Stakeholders

00 = 0000 0600  O0OOO0

Examples of risk mitigation Examples of risk mitigation

~ The Broup’s Goal Zero policy clearly sets out our target that - We have developed comprehensive resilience plans, such as
no one should be injured or made unwell by what we do. our WRMP and Drought Plan to inform our capital investment

- We have a well-established Health, Safety andWellbeing programme and Business Plan.
Framework to ensure all our operations and processes are - Key operational employees are required to complete mandatory
conducted in compliance with Health and Safety legistation and Water Quality Competency training.
in the interests of the safety of our people and our contractors. - We have invested in in-house capability to bolster repair teams
The Framework is subject to reqular review. and facilitate accelerated response times.

- We employ a competency framework and compliance with - We aperate a 24/7 control centre monitoring of cur operations
mandatory training.is reqularly monitored. and assets, including real-time telemetry cuverage fram our

- Monitoring of our supply chain thraugh Site Manager Forums loggers. See Principal Risk 3.
and on site inspections, including Health and Safety reviews to - We run strategic modelling to assess patentnal changes to supply
ensure compliance. and demand on our water network and the impact of climate

- Health and safety bulletins are cascaded throughout the Group, change. See Principal Risk 9.
including the supply chain. - We regularly review and update processes, standards, and

- A dedicated Health, Safety and Wellbeing tootkit, catled Safety operational procedures.

Net, allows real time data recording to capture, analyse and
repori on all Health, Safety and Wellbeing incidents and
implement targeted interventions in a imely manner.

- We montitor and investigate re{evant heallh and safety incidents
from ather sectors.

Change inyear @ Change inyear

- 1n 2021/22, we did not experience any major safety incidents or -~ Our CRI performance in 2021 was adversely impacted by
fatalities. During the year we recorded 19 incidents where cur coliform faiture st Strensham in January 2029 hwitha 1.1 CRI
collesgues were temporarily unable to work. Thisis a rate o!O 14 impact). Despite this, our underlying CRI perfarmance has been
per 100,000 hours worked. ) industry-leading for a company of our size, with performance

- We have approval to establish a central Dangerous Substances and thisyear at 2.43.
Explosive Atmospheres Regulations Compliance Team. - Qur Distribution Service Reservoirs |’ DSR ] failures have also,

- Woe have made progress and are on track to complate reduced sgain in calendar year 2021, marking threeyears of
improvement actions against some of our higher-risk activities. year-on-year reduction in coliforms at DSRs.

~ The DW1 has complimented us for the continued reduction in
the number of recommendations since 2019 and the success
of Severn Trent’s water quality performance improvement.

Key risk indicators

Key risk indicators

- Lost Time Incident ['LTI') rate target’ " - Supply interruptions {no. of minutes)
- Leakage % [MU/d) target!
- CRI{index}'
- % Water Quality Competency training completed target
- Priority Services‘Register {'PSR’] [percentage]’

* &) Refertokpis p21 1 @) Refer toKpis p20-27
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INFRASTRUCTURE FAILURE AND ASSET R_ESIL]ENCE
RISK 3

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

Stakeholders

00000

Strategic outcomes
020

Examples of risk mitigation

- We run strategic modelling to assess potential changes o supply
and demand on our waste netwerk, to reduce service issues and
potential damage to the environment. See Principal Risk 9.

-~ Qur 24/7 control centre monitors our asset performance,
including real-time telemetry coverage. We operate an in-house
Wsaste Network Response Team.

- Key operational employees are required to complete mandatory
training programmes lo ensure continued campelence with
evolving standards.

- We run educational pregrammes for custemers promoting safe
use of the waste water system, including appropriate disposal
of wet wipes and cooking fat.

Change in-year

- As part of our continuous impravement activity, in earty 2021
we reviewed site flow to full treatment ['FFT') performance,
which led to several site improvements. We have enhanced
our site performance monitors with the installation of Event
Duration Monitors [[EDM’) on both storm weirs and discharges
to the environment which have given an improved view of site
performance, nol previnusly available.

- We have a regular review schedule fer refreshing our contingency
plans to ensure that they remain appropriate for the risk posed
by an asset failure.

Key risk indicators

- Internal sewer flooding [no. of incidents]'
- External sewer floeding [no. of incidents}!
- Public sewer flooding [no. incidents]' |,

- Pollutions incidents [no. of incidents)!

- Blockages (no. of incidents)

1 @) Reter toKpis p27

SUPPLY CHAIN AND CAPITAL PROJECT DELIVERY
RISK 4

Key suppliers cannot meet contractual
obligations causing disruption to capital
delivery (cost and quality) and/or critical
operational services.

Stakeholders

0060

Strategic outcomes

06020

Examples of risk mitigation

- We have framework agreements covering multiple contractuat
partners, to provide a flexible and diverse supply chain.

- Weuse a gated capital process to provide assurance around
destgn and delivery.

- We have dedicated quality and assurance teams wha gerform
in-depth quality reviews.

- We review contracts regularly and contract performance
meetings, including KP! reviews and proactive supplier and
market assessments. .

- Appropriate regular training for contract management teams.

- We regularly check the stability of the Severn Trent supply chain;
we have a methodology in place to assess financial stzbility with
lead measures.

-~ We have regular management reviews with our strategically
material suppliers through to CEQ level where needed.

Change inyear

- The risk of supply chain disruptions has increased worldwide
resulting from the effects of COV1D-19 and the current
geopolitical climate as well 3s an associated increase in the cost
of global commodities.

- We have made improvements to our immediate payment terms
for our contracted SME partners.

~ .One of our supply chain partners entered administration this year.
We were able to seamlessly transition to a new partner, protecting
the Severn Trent deliverables and obligations in AMP7.

Key risk indicators -

- Number of project milestones completed on time
[no. of projecis)
- Ratio of critical single source supplier [%]



CYBER SECURITYAND TECHNOLOGY RESILIENCE
RISKS

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.

Stakeholders

000060

Strategic outcomes

0000

Examples of risk mitigation

- Dedicated Information Security Team and Data Privacy
Officer responsible for monitoring information security
and cyber threats.

~ Mandatory znnual cyber security training for all emplayees.

- A robust operstional security programme, including physical
access controls, on site system protection and remote system
protection. A programme of reqular internal and third party
testing of our security network and systems.

- An effective vulnerahbility management system, including
penetration testing of publicly accessible systems, behavioural
slerts, patching processes, data dispasal and access control,
including Multi-Facter Authentication.

- Wewaork closely with third party IT service partners to manzge
risk and improve technical standards.

- Migration to cloud platforms improving the resilience of our
disaster recavery and business continuity plans.

- All operational'and office sites have business cantinuity *
and crisis management plans in place, which are tested on
a regular basis. :

- We have developed disaster recovery plans that are stress tested.

Change inyear

POLITICAL, LEGAL AND REGULATORY

RISK &

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

Stakeholders

Q0

Strategic outcomes
06020

Examples of risk mitigation

- Qur fast-tracked Final Determination pravided earty sight over
the AMP7 period enabling a prompt start on our plans.

- We are preparing for early engagement with key stakeholders
for PR26 planning.

-~ We actively engage with the UK Bovernment, MPs, the Welsh

Government, regulators and other stakeholders about the future

shape and direction of the water sector, sharing our experience
where possible. -

- We operate an established Governance Framewaork, policies and
training ensuring our ongoing compliance with all appliczble
laws and regulations, including Competition Law and General
Dsta Protection Regulations, for the operation of separate
Wholesale and Retail business and between our Group
businesses. This is subject to reqular review.

- lnvestment plans are subject to regular review, on at least an
annual basis, to take sccount of changes to legislation,
regulation and our business.

- External legal advisers provide detsiled reviews in respect
of upcoming legislation that may affect the Group.

- As part of our Licence to Operste process. we ask relevant
managers, strategic leaders and Directors to complete 2
self-declaration twice ayear. ;

©

- We have made improvements to our site performance monitors
with the installation of EDM on both storm weirs and discharges
to the environment, giving an improved view of site performance
not previously avsilable. -.

- Ohwvat and the Environment Agency have each issued their
own investigations in the waste water industry to investigate
compliance; these investigations are ongoing.

Changeinyear

- There has been a general increase in the risk of cyber-attacks
due to geopolitical instability.

- We continue to make good progress on the delivery of our
NIS-R Programme, which is improving cyber security both
generally and within the operational technology enviranment.

Key risk indicators

Key risk indicators
- Number of high and medium priority incidents lno. of incidents]

[ - Changes in regulatory framework
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FINANCIAL LIABILITIES
RISK 7

We fail to fund our Severn Trent defined
benefit pension scheme sustainably.

FINANCIAL LIABILITIES
RISK 8

We are unable to ensure sufficient liquidity
to meet our funding requirements.

Stakeholders

000

Strategic outcomes

000

Examples of risk mitigation

- Our deficit recovery plans are agreed by the Company setting out
the cash contributions required from Severn Trent to the Scheme.
- The Company agreed the triennial actuarial valuaiion as at
31 March 2019, including repair payments of c.£60 million per
annum until 2022
- Interest rate, inflation and equity risk are managed through
appropriate hedging stralegies to manage downside risks.
with regular monitoring in place.
- We continue to work with the Trustee in cons:dermg The Pensions
Regulator’'s consultation an its funding code of practice.
- The Company is represented on the Investment Committee
af the Scheme and the investment puhcy is formally approved
by the CFO.

Change in year

~  QOur IAS 19 deficit has reduced to é128 mitlion as of March 2022.
- We are £140 million ahead of the journey plan agreed as part
of the 2019 vatuation.

Key risk indicators

- Pension deficit {Em)?

2 e Refer to CFOs Report

Stakeholders

000

Strategic outcomes

000

Examples of risk mitigation

- The Group's Treasury activity is overseen by our Treasury
Committee with support fram dedicated advisers.

- The Group has a diversified capital structure, in both tenor
and access to global debt capital markets to mitigate risks.

- The Group maintains liquidity headroom of at least 15 manths.

- The Group has committed credit facilities for five years.

- The Broup 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 cperating effectively. These are reviewed at least annually.

Change in yéar ’

- Weuseadiverse range of funding sources with accessic a
variety of markets.

- During 2021/22 we completed a £250 millicn equity placement
(to fund the Green Recovery programme), agreed £1.1 billion of
new committed debt facilities, and ratsed £500 million of new
debt (3-£400 million bond and two £50 million private
placements].

Key risk indicators

- Available liquidity?

CLIMATE CHANGE, ENVIRONMENT AND BIODIVERSITY

65 sk 10

We fail to influence positively the natural
capital in our region.



CLIMATE CHANGE, ENVIRONMENT AND BIODIVERSITY
RISK 9

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

0006000 000000

Examples of risk mitigation

- Woe utilise scenario modelling and data modelling, to understand
{he impact climate change could have on our essential services
{see Principal Risks 2and J).

- We have introduced new climate monitoring®.

- Our AMP7 Business Plan supporis increased resilience against
the potential impacts of climate change through capital scheme
delivery. See Principat Risk 4.

-~ Qur climate change strategy.

< Qur Triple Carbon Pledge - committing us to net-zero carbon
emissions, 100% renewable energy and an all-electric fleet
hwhere available) by 2030. .

- We have committed to significantly reducing our greenhouse
gas emissions by 2030°.

Change inyear | @

- Securing water supplies - as part of our Green Recovery
programme, we are improving the biodiversity of an additional
4§ hectares, helping to protect customers’ water supplies
during the longer, drier summers we can expect in the future.

- Wewill be creating a new low-carbon/reduced-chemical
treatment capacity for 65 MU/day. in the East Midlands.

-~ We are also installing more than 157,000 smart meters across
our network through Coventry and Warwickshire, helping to
increase water efficiency and reduce leakage, and with a
potential for customers to save money.

Key risk indicators
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EMERGING RISKS

We define Emerging Risks as upcoming events which present uncertainty but that we currently are
unable to fully quantify.

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
early stage and analyse them thoroughly to deduce the potential exposure to Severn Trent. We
continually identify and monitor Emerging Risks using our top-down and bottom-up processes. Our
network of ERM Co-ordinators, ERM Champions and risk owners use techniques such as cross-
functional workshops and PESTLE (‘Political, Economic, Social, Technological, Legal and
Environmental’) analysis. This culminates in an Emerging Risk horizon map reported annually to the
Audit and Risk Committee and Board.

We closely monitor Emerging Risks that may, with time, become either complete ERM 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 environments in which we
operate evolve.

The Directors have carried out a robust assessment of the Company’s Emerging Risks and consider
the following to be risks that have the potential to increase in significance and affect the performance
of the Group.

OETAIL

TITLE AREA fFACTOR TIME HORIZON :
' !
. N i

ENERGY Increasing enargy prices impacting both our costs and the total household POLITICALAND SHORT - ;
MARKET bills of gur customers. - ECONOMIC MEDIUM :
|

é

. The ongoing conflict in Ukraine and resulting sanctions could increase ' 1
GEQPOLITICAL commodity prices and result in an economic stowdown. We have seen an ECONDMIC . SHORT - !
TENSIONS increase in cyber threats following the Russian invasion of Ukraine earlier " - MEDIUM bi
in2022. ¥

, |

Post COVID-19 recavery and disruptions caused by the ongoing conflictin i ‘

SUPPLY Ukrzine may cause critical supply chain shortages and resource security SHORT - ;]
CHAIN pressures resulting in increased commodity prices globally. We are OPERATIONAL MEDIUM | ;
DISRUPTION dependent on our supply chains, including foreign suppliers, which j
could be impacted by ongoing global matters. 2

: I

We have already experienced a shift in the expectations of customers :

ACCELERATING and regulators in recentyears and this is likely to evolve further and SHORT -
CUSTOMER place different demands on our plans. We will need to be flexible in REPUTATIONAL MEDIUM [ j
EXPECTATIONS adjusting our plans over the coming ygars to maet the changing 1 i
expectations of our key stakeholders. | |

STATEMENT ON THE CONFLICT IN UKRAINE

At the time of writing, geopolitical events in Ukraine continue to be the focus of the world. While not
previously recorded as a Principal Risk, such events do feature on our horlzon scanning and
associated risks are captured within our ERM framework.

Management continues to assess the impact of the confiict, and the sanctions imposed on Russia, on
the Company's operations and finances, including within our supply chain.

The potential impacts that we have considered are as follows:

» Energy prices higher for longer. Gas and electricity prices were already at historically high
levels before the Russian invasion of Ukraine. This has only been exacerbated by the conflict.
If the EU moves to extend sanctions against Russia, this would likely lead to higher energy
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. prices for a more sustained period. However, current forward prices indicate prices returning to
their : A

> pre-crisis levels in the medium term. -

» Customers’ household incomes squeezed further. Higher energy prices, together with higher
interest rates, tax increases and general inflation, were already squeezing our customers’
household incomes. The potential higher energy prices referred to above would add to this. We
set out the anticipated impact of lower household incomes on our customers’ ability to pay their
bills in note 4 to the financial statements. '

> Economic slowdown. The impact on the global economy of sanctions on Russia and loss of
key commodities from Ukraine might result in lower economic growth in the UK economy,
leading to lower revenue from our non-household customers.

We have considered specific risks as part of the scenarios modelled for our Viability Statement.
Details of the scenarios considered and the results of our modelling, together with the underlying -
assumptions, are set out in our Viability Statement.

The Board continues to receive regular updates on the Group's response in order to assess, monitor
and promptly respond to the impact of evolving geopolitical events in Ukraine on our operations and
our stakeholders.

68



VIABILITY STATEMENT AND GOING CONCERN
Assessment of Current Position and Long-term Prospects

The directors’ assessment of the Group's current financial position is set out in the Chief Financial
Officer's review on pages 48 to 57. Important aspects of that assessment that are most relevant to the
assessment of viability are:

e The Group's regulatory gearing is 59.7%, close 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 February 2024.

e The Group's credit ratings from two agencies (S&P and Moody's) are above the investment grade
base level and are stable. _

¢ The defined benefit pension deficit reduced to £138 million in the year. The next triennial valuation
is underway and we do not anticipate a significant increase in contributions as a resullt.

The Company 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 on their capital)
finance the proper carrying out of their statutory functions. Ofwat meets this obligation by setting price
controls for five-year Asset Management Periods (AMPs) including mechanisms that reduce the risk of
variability in revenues from the regulated 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 the Company has developed its plans to deliver the operational and
financial performance set out in the Ofwat's determination, We have based our assessment of prospects
for the next three years on these plans.

When considering the Group's prospects 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. Iin making this
assessment we have taken account of:

o Ofwat's statutory duty to secure that companies can finance the proper carrying out of their functions;

e The Company's financial structure, which is close to the Ofwat notional capital structure and our plan
-to retain this; and

e The Company’'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. Our
strategic funding objectives reflect the long-term nature of the Company’s 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 rolling period of at least
15 months in order to limit the risk of restricted access to capital markets. Our Group treasury team
. actively manages our debt maturity profile to spread the timing of refinancing requirements and to enable
such requirements to be met under most market conditions. The weighted average maturity of debt at
the balance sheet date was 13 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
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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.

Impact of COVID-19 on the Group’s Prospects

* As expected, the consumption and revenue from the Company’s non-household customers recovered
to close to their pre-pandemic levels in the year. We have also seen continued strong collection
performance on our household customers as unemployment did not reach the levels forecast at the
outset of the pandemic. The cost of living pressures now being experienced by our customers are
expected to have some impact on cash collection, notwithstanding our additional support to help make
bills affordable for our customers most in need. We have made allowance for this in our balance sheet
at 31 March 2022 and in our medium-term plan.

Period of Assessment

The Board considered a number of factors in determining the period covered by the assessment. The
long-term nature of the Company’s 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 out of their functions, support a longer period of assessment.

However, the changing nature of regulation of the Water industry and the uncertain geopolitical and
macroeconomic outlook 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 process. Our latest medium-term plan
extends in detail to the end of the AMP7 period in 2025, with less detailed projections looking beyond
this.

A longer period of assessment introduces greater uncertainty because the vanablhty of potential
outcomes increases as the period considered 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 financial impact under severe but plausible scenarios. The risks and
uncertainties considered were identified in the Group’s ERM process, which is described on pages 58
to 60, and from the key assumptlons in the financial model.

While we have estimated the size of each of the severe but plausible scenarios 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 point in the plan with the lowest headroom.

The risks and scenarios tested are described below.

Risk Assessed Severe but Plausible Scenario Stress Test Applied
We endanger the health | Serious injury, ill health or death of | An extreme one off
and safety of our people, | employees, contractors or event.

contractors and members of the public as a result

members of the public. of what we do.

70



Risk Assessed

Severe but Plausible Scenario

Stress Test Applied

We fail to provide a safe
and secure supply of
drinking water.

Catastrophic breach of a large
raised reservoir (>25,000 cubic
metres).

Service failure leads to increased
operating expenditure or failure to
meet performance commitment
targets.

An extreme one off
event.

Totex underperformanbe
in each year of the
forecast.

ODI penalty in a single
year.

We fail to effectively
transport and treat
wastewater.

An extreme breach in sludge
lagoons 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.

ODI penalty in a single
year.

Key suppliers are unable
to meet contractual
obligations causing
disruption to capital
delivery and/or critical
operational services.

_Significant increase in capital

programme costs.

Service failure leads to increased
operating expenditure or failure to
meet performance commitment
targets.

Totex underperformance
in each year of the
forecast.

ODI penalty in a single
year.

We fail to maintain our
critical technology
capabilities due to cyber
threats or system
failures.

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 sustainably.

Increasing pension deficit leading
to higher deficit reduction
contributions.

Increased pension
contributions.

We also applied stress tests relating to economic factors: higher and lower inflation; and higher interest -
rates, and a combined scenario taking into consideration Totex underperformance, ODI penalties and a

financial penalty.
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The amounts of the stress tests applied were:

Stress Test Applied

Amount Modelled .

An extreme one-off event

A one-off impact of £250 million at the point in the forecast
with the lowest headroom.

Totex underperformance

An increase in Totex of £200 million in each year of the
forecast.

ODI penalty

A penalty of £100 million in a single year.

Financial penalty

A penalty of £100 million in a single year.

Increased pension
contributions

Contributions increase by £47 million per annum.

Combined scenario

An increase of Totex of £150 million in each year, and
An ODI penalty of 1.5% in one year, and
A financial penalty of £50 million in one year.

Higher inflation in one year

Increase of 3% in CPIH.

Lower inflation in one year

Decrease of 3% in CPIH.

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 covenants.
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.

.» The table below sets out the potential impacts of the stress tests and the mitigating actions that would

be available to address the impacts.
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Stress Test -
Applied

Potential Impacts on
Viability without Mitigating
Action. .

Mitigation Available (See .
Below) '

An extreme one-off
event.

Increased gearing and
deterioration in credit metrics
that, without mitigating action,
might lead to a downgrade in
ratings although still at

investment grade.

Engage with ratings agencies fo
discuss the short-term nature of
the impacts.

Manage liquidity by temporarily

‘reducing working capital.

Close out derivative financial
instruments in asset positions to
generate cash.’

Consider new sources 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.

Totex
underperformance

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 still at
investment grade.

Headroom against debt
covenants significantly
reduced.

Cost reduction programme
focused on reducing discretionary
expenditure to support
profitability.

Manage‘ liquidity by temporarily
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. .
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Stress Test

Potential Impacts on

Mitigation Available (See

-| Applied Viability without Mitigating Below) : :
Action .
The penalty would flow Accelerate recognition of

ODI penalty

through revenue two yearsf
after the performance
commitment was breached.

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 still at
investment grade.

accumulated ODI rewards not yet
taken.

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.

Financial penalty

Lower profits lead to dividend
cover less than one.

Deterioration in credit metrics
that, without mitigating action,
might lead to a downgrade in
ratings although still at
investment grade.

Engage with rétings agencies to
discuss the short-term nature of
the impacts.

Manage liquidity by temporarily
reducing working capital.

Consider reducing dividend in the
year. '

Increased pension
contributions

-Deterioration in credit metrics

that, without mitigating action,
might lead to a downgrade in
ratings although still at
investment grade.

Manage liquidity by temporarily
reducing working capital.

Close out derivative financial
instruments in asset positions to
generate cash.

Consider new sources of funding
including hybrid debt.
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Stress Test
Applied

Potential Impacts on
Viability without Mitigating
Action '

Mitigation Available (See
Below)

Combined scenario

Significant reduction in-

profitability and cash flow.

Earnings in the year are lower
than the dividend indicated by
our policy - .
Significant increase in gearing
leading to risk of downgrade
below investment grade in
credit rating and breach of
covenants.

Engage with ratings agencies and
banks to discuss the impacts on
ratings and covenants.

Manage liquidity by temporarily
reducing working capital.

Close out derivative financial
instruments in asset positions to
generate cash.

Cost reduction programme
focused on reducing discretionary

| expenditure to support

profitability.
Reprofile capital programme.

Consider downgrading the
dividend. policy

| Higher inflation in
one year

Short-term adverse impact to
profit, dividend cover and
cash. .

However, in the longer term
higher inflation increases
revenue and RCV leading to
higher profits and lower
gearing.

Engage with ratings agencies to
discuss the short-term nature of
the impacts.

Manage liquidity by temporarily
reducing working capital.

Close out derivative financial
instruments in asset positions to
generate cash.

Lower inflation in
one year

Sustained pressure on profit
and cash.

Increased gearing and
deterioration in credit metrics
that, without mitigating action
might lead to a downgrade in
ratings although still at

_investment grade.

.Engage with ratings agencies to

discuss the short-term nature of
the impacts.

Cost reduction programme
focused on reducing discretionary
expenditure to support
profitability.

Reprofile capital programme.

Our dividend policy is index-
linked and therefore low inflation
would reduce the dividend
payable. We would also consider
downgrading the dividend policy if
necessary.
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Stress Test
Applied

Potential Impacts on -
Viability without Mitigating
Action

Mitigation Available (See
Below)

Higher interest rates

Reduction in profltablhty

Deterioration in credit metrics

that, without mitigating action,

might lead to a downgrade in

Engage with ratings agencies to
discuss the impacts and the
regulatory true-up mechanism
that would mitigate the impacts in
the longer term.

ratings although still at
investment grade.

Cost reduction programme
focused on reducing discretionary
expenditure to support
profitability.

Manage liquidity by temporarily
reducing working capital.

Consider reducing dividend in the
year or downgrading the dividend

policy.

The mitigating actions available are described in more detail below:

Mitigating Action

Details

Engage with ratings agenmes
and banks

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
ratio 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 temporary and
likely to reverse in the near future.

Manage liquidity by
temporarily reducing workmg
capital

We would seek to accelerate collection of amounts
receivable with particular focus on overdue accounts. We
would work with our suppliers to negotiate longer credit
terms where appropriate.

Cost reduction programme

We would review discretionary expenditure to identify
costs that could be avoided or reduced without a

| detrimental impact to customer service.

Reprofile capital programme

By deferring elements of capital expenditure we could
mitigate the impact of significant events on our cash flow
and smooth the effect on key ratios over a number of
years, reducing the size of the impact in any one year.

Close out derivative financial
instruments in asset positions

Derivative financial assets such as swaps can be closed
out with the agreement of the counterparty, generating

cash in the short term.
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Mitigating Action , Details
Consider new sources of - The Group has access to a W|de range of capital markets
funding including hybrid debt | 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
was not. Hybrid debt instruments are a form of debt that
has some of the characteristics of equity, for example a
bond that features an option to convert to equity.

Consider reducing dividend Severn Trent Plc’s dividend policy for AMP?7 is to grow the
in the year o dividend by CPIH each year. The majority of ST PIc’s

' : dividend is funded by distributions from the STW Group.

If necessary, we would consider diverging from this policy

to deal with short term pressure on credit metrlcs or

ratings.
Consider downgrading the In curcumstances where the pressure on metrics, ratings
dividend policy or covenants was sustained, we would consider amending

our dividend policy for the AMP to relieve the pressure.

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 existing debt that falls due for repayment during
the 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 requires 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 f6|lowing key assumption:

o Any period in which the Group is unable to access capital markets to raise fi nance during the
period under review will be shorter 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 liquidity, solvency or debt covenants that could not
be addressed by mitigating actions and are therefore not considered threats to 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 supports 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 Water Ltd-Annual Report.

This statement is subject to review by Deloitte, our external auditor. Their audit report is set out on page
134,

vAsse,ssment of Viability

The Board Has assessed the viability of the Company over a seven-year period to March 2029, taking
into account the Company’s current position and principal risks.
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Based on that assessment, the directdrs have a reasonable 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 2029.

Going Concern statement for STW Group’s 2021/22 ARA

In preparing the financial statements the Directors considered the Company’s ability to meet its debts
as they fall due for a period of one year from the date of this report. This was carried out in conjunction
with the consideration 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 above.

The Directors are satisfied that the Group will have sufficient funds to continue to meet its liabilities as
they fall 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 is Central to our Strate'gy

We are focused on driving long-term sustainable performance for the benefit of our customers,
shareholders and wider stakeholders.

This section provides insight into how the Board engages with our stakeholders to understand what
matters to them and further inform the Board’s decision making and the actions taken as a
consequence. You can read more in our formal Section 172 ('S172’) Statement on pages 88 to 91,
which sets out our approach to S172 and provides examples of decisions taken by the Board,
including how stakeholder views and inputs have been considered in its decision making.

The principles underpinning S172 are not only considered at Board level, they are part of our culture.
They are embedded in all that we do, and impacts on stakeholders are considered in the business
decisions we make across the Company, at all levels, 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 102. You can also read more in our separately published Sustainability

Report, which can be found on our website from mid-June. Our 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.

0®0
7\

Our Customers

In serving our customers,
we want to provide bothvalue
and a great experience. Our

consultation with customers
helped our Severn Trent Water
Limited 2020-25 Business Plan
to be fast-tracked by Ofwat.

o N

Howwe engage at Board level

- Customer delivery performance is
discussed at every Board meeting.

- Customer percaptions of value for
money are reported to our Corporate
Sustainzbility Committee.

- Our Board-approved extensive
custamer engagement shapes our
strategy and Business Plan.

How we engage across the Company

- Quarterly meetings with CCW
at management tevel.

- Frequent discussion and
consultation with our online
customer community.

~ Quarterty tracking of customer
perceptions against key indicators
including trust and satisfaction.

- Online seli-service options for
customers have made it easier to
check for and report problems
through our ‘Check My Area” app
and ‘Report a Problem’ services.

- Customers can contact us 24/7
including through two-way
messaging functionality through
SMS, WhatsApp, and Apple
Chat channels.

ro—utcomes from engagement

- Improved ODI performance
scores during theyearwith
€.88% of 0DIs (acrosswater,
waste, environment, customer
and communities) having met
orexceaded target

- Improvements in our C-MeX
ranking
- Helped o\;er 150,000 customers

through our financiat schemes
(2020/21: 150,000}

- Launched our AHordability

additional 100,000 customers
inwater poverty by 2025

- 5.7% of our customers signed up
to our Priority Services Register

- Year-on-year we're supporting
139 more customers through
our Halp to Pay When You Need
It Scheme

Strategy inorder tosupportan

|
I
|
|

Link to KPI

- Value for money

- Help to Pay When You Need It
- Priority Services Register
- C-MeX

- D-MeX

- CRI

- Drinkingwater quality

- Supply interruptions

- Leakage

- Internal sewar flooding
- Internal sevrer flooding

What they tell us matters to them

- Customer service and performance
- leakage and supply reliability
Affordability and vatue for money

- Assistance in times of need
Responsible investment

79

Howwe delivered on feedback
thisyear

- Established our Money Adviser
Network customer programme

C-MeX customer campaign ‘Caring
faryou’

- Water scarcity TV advertisement
- New digital billing opportunities

Link to strategic outcomes
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Our Colleagues

experienced, diverse, and
dedicated workforce. Our
relationship with them is
open and honest, and they
are appropriatety supported,
developed and rewarded to
encourage them to be their
best in all that they do.

r—

How we engage at Board leval

- Our second dedicated virtual
employee engagement event, Ask
Our Board’, was held in May 2022

- The Chair, Non-Executive and
Executive Directors attend Company
Forum meetings and provide
feedback at Board meetings.

- Company Purpose and culture, talent
development and our people are
discussed at Board meetings.

- The Remuneration Committee
reviews workforce poticies and
practices and makes
recommendations to the Board.

- The Board considers our employee
engagement suivey - QUEST - results
and steps taken to address feedback

Link to KPI

- Employee engagement
- LTs

Our Communities

Our aim is to be a force for good
in the communities we serve
and, in doing so, create value
for all our stakeholders.

What they tell us matters to them

~ Health, safety and wellbeing

- Diverse andinclusive workplace

- Oppeortunities to reach full potential
- Open and honest envircnment

- Fairpay andreward -

How we engage across the Company

- Employees are invited to attend the
‘Ask Our Board’ events.

- {in addition to Board attendance, our
Company Forum brings together
employee representatives at
quarterly meatings, including
Trade Unionrepresantatives.

- Continual communication
to employees on COVID-19
impacts and mentat and
physical health awareness.

., Outcomes from engagement .

8.2 out of 10 for employee '
engagement inocur QUEST results ‘

10% rédum'on in LTIs compared i
with 2020/21 )
793 attendees at our 2021 ‘
Loadership event ]
¢.15% of our graduates and
apprentices are from Black, Asian
|
{
|
]

or other minority ethnic
backgrounds

How we delivered on feedback thisyear

- Established aWomenin STEM
and Ops advisory group

- Three menopause educaticn events
held with a total of over 80
attendees

- 2021 leadership avent
- Nawdiversity groups
- Yulife - newwellbeing app

- Continued to narrow our
gender pay gap

Link to strategic outcomes

@ !

How we engage at Board level

- Employees who live and work in our
communities could also engagewith
the Board through the employee
engagementvirtual event, Ask Our
Board’, held in May 2022.

- Corporate responsibility, community

activities and volunteering
programmes are discussed 1 Board
meetings.

- Environmentat matters are requiarty

oonsidered by the Board.

- Business Community Repvesentatives

presented to the Board.

How we engage across the Company

- Qur Employability Schems inspires
aur 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 peoplevolunteer through our
Community Champions pregramme,
viorking to improve our communities
and envirenment.

Outcomes from engagement

Financial supportwasgivento
care leavers through our Big
Difference Scheme

Donated ¢.£2 million to 73 projects
throughour Severn Trent
Community Fund

Donated £103,000 to 34
projects through our
COV!D-19 Emergency Fund

444,745 trees planted todate

Over 340 ‘Kickstarters” across
the business as part of the
Government Kickstart scheme

improved the biodiversity cfover
4,600 hectares of [and ovar the
lasttwoyears

Link to KPI

- Education programme
- Biodiversity

- External sewer flooding
~ Public sewer flooding
- Pollution

What thoy tell us matters to them

- Operational impact and disruption
- Lecal employment

- Economic contribution

Pratection of the environment

How we delivered on feedback
thisyear

~ Welcomed 77 new apprentices
and graduatesin 2021

- Official sponsor for Coventry City
of Culture

- 40years of WaterAid celebrated

- Welcomed four new Hereford
college interns thisyear {22 across
sixyears)

- Hosted a‘Walkin COP26’ event
100,000 Empldyability Hours Scheme
- 1,340 employee volunteering days

- Sustainability Partner for the
Commonwaealth Games

- 80,555 commitments made to
change our behaviour following
our bespoke customer
education programma

Link to strategic outcomes
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How we engage at Board level How we engage across the Company ¢ Outcomes from engagement
% - Commerciat performanceis - Meetingswith suppliers at the outset - Registered by the Chartered
discussed at every Board meeting, of the relationship to agree on Institute of Procurement
H including an update on relationships erformance metrics and ensure and Su, {'CiPS’}with the
0 ur S u p p l lers an d with sup%liers‘.)d § gontinual monitoring of performance; Ethics a';?k
CO ntractors ~ Supplier represematives_ attend the squﬁergueslionnaires and - 78pledges from suppliers at
Employee Forum atongside satisfaction surveys/stakeholder 2 N .
Executive BDirectors and Non- materiality surveys. our 'Thmkmp Differently” supplier !
Executive Directors. - Regular meetings with our supptiers, conferencein 2021
- Our Corporate Sustainability including training on modern slavery, | - 35supplierssignedupto }
Commmittee regularly monitors and our Code of Conduct, Doing the EcaVadis, our online Sustainability
progress on sustainability in our Right Thing. Assessment Platform
" L supply chain. . - Audits and inspections of suppliers. . .
f‘ (J"{!&T:—} - Board has oversight of our Supplier - Periodic performance and - t?:c'{::lhr:’:::.t::twnh the Carton
Y 'a:ﬁk:\ Code of Conduct and approval of commercial reviews. i
b S our Anti-Slavery and Human - Supplier whistlieblowing hotline. - Allcontracts now require a net
Along with our employees, Trafficking Statement. ~ QOur supplier conference in 2021: 15% biodiversity gain for site
our suppliers supportusin “Thinking Differently”. construction works clause
delivering for our customers.
Strong supplier relationships
ensure sustainable, high-quality
delivery for the benefit of
all stakeholders. i
Link to KPI What they tell us matters to them How we delivered on feedback Link to strategic outcomes
As 3t 31 March 2022, the average time - Fair engagemnent ang payment terms this year
Severn TrentWater Limited took topay  _ gollaboration - Hosted ‘Thinking Differentty:
supplierwas - Responsible supply chain Supplier Conference 202V
- Sustainable procurement "
- Reputation - Net-zero epgagement with
2 8 supply chain
days - Executive Safety Forum with our
Tier 1 capital supply chain
We seek to engage Howwe engage at Board level How we engage across the Company
constructively to achieve the - Todeepen Board level understanding - Regular meetings with our regulators
be:t :utcon_les for ‘:5“"‘3"5 of our Regulators, our Chair and atmanagement levelincluding the
and the environment. Non-Executive Directors formally EA, Natural Resources Wales,
Reg u lato rsa nd Below th licy f k met with Ofwat during the year. Natural England, Ofwat, the DW1
G overnment elow the po'lcy ramework, - Regulatory matters are regularty and Defra.
our industry is regulated by considered by the Board, inctuding - Regutar engagement with
i L Ofwat and others. We agree Price Review Plans, theWater Gavernment officials and elected
commitments with our Resources Management Plan and the representatives on water and
regulators and report our Schems of Wholesale Charges. environment-related issues.
performance against these. We - Regulatory stakeholders attend
work closely with our regulators Board meetings, including
to shape our industry to help from Ofwal, the DWI, the EA,
ensure the right outcomes for CCWand Defra.
. - Regulatory consultation updates
customers and the environment. are considered bythe Board.
The policy framework for the '
water sector in England and
Wales is set by the English - : ' -
and Welsh governments,
respectively. .
Link to KP1 . What they tell us matters to them Outcomes from engagement iink to strategic outcomes
*- Outcomes for customers, the - Maintained top- ranking positionin [ .
£ 7 9 m . environment and long-term resilience i the Tortoise Responsibility 100 Index
- Performance against regutatory - €566 miltion (2017/18 pricesjof \
net 0Dl reward targets ! Green Recovery investments :
. - Trustand transparency ' :
2023: £77m : - Governance and compliance
’ - Environmental impact
- Sustainable procurement .
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ENGAGEMENT IN ACTION - Our Customers

Customers are at the heart of everything we do, and our continuous engagement with them ensures
that we are truly able to understand what matters to them and deliver improvements in service.

Caring for our customers campaign

In August 2021, we started our six-week long ‘Caring for our Customers’ campaign, focusing on how
we want to be there to help and put our care at the heart of our communities, whether that is through
financial support for those struggling to pay their bills or the projects we help through our Community
Fund. You can read more about how we are here to help you at: stwater.co.uk/my-account/help-when-
you-need-it/

Enhancing our digital engagement

Throughout the year we have increased our focus on being there for our customers — 24 hours a day,
seven days a week — through whatever channel they choose, always providing easy, friendly,
personable and affordable customer service. A number of our customers choose to contact us through
digital channels and, as such, we have set ourselves the ambition of leading the water industry in
‘digital’. Customers can contact us via social media (Facebook, Twitter, Instagram), WhatsApp, Apple
Chat and Webchat. Throughout the year we have focused on connecting our people to our customers
on a deeper level through our cultural programme, Connected Customer Culture.

35% of the feedback we receive from customers about their web experience tells us that they still
struggle to find what they are looking for, and helping our customers navigate our website is the first
step in our next stage of improvements and one of our priorities for improving customer experience
online. As part of our strategy this year, we have given digital billing a makeover with new and
improved email templates, introduced more direct links for customers clicking through via emails, and
improved our technology to include speech analytlcs and better call handling to improve our services
even further.

We continue to learn and adapt to ensure our digital offering continues to meet customers’ changlng
needs and provide the best experience possible for them.

Introducing Wavemakers

In March 2022, we introduced our exciting Wavemakers initiative, a brand new annual ideas challenge
that is looking to nurture talent and create innovation in our communities. The project, specially
created to find unique and innovative ideas in the world of water, will turn to local talent to help

. develop new ideas that could be rolled out across the Midlands. We believe that working
collaboratively is the best way to create innovative ideas that have the potential to change the lives of
individuals within our communities.

The first round of Wavemakers will give potential future innovators aged 16+ the opportunity to
develop ideas on how to reuse and/or save water, and in return could potentially see a participant
rewarded with either a one-year university course or a £2,000 cash prize towards supporting their
development. Read more at www.severntrent.com/wavemakers

Keeping connected to our customers

We were delighted to receive a Gold Award at the European Contact Centre and Customer Service
awards ceremony, coming out on top in the ‘Most Effective Application of Technology’ category for
‘keeping connected to our customers during the height of the pandemic’.

Water Scarcity TV AD

In November 2021, we launched our Water Scarcity TV advenr, talking about the important (but often
tricky) topic of water scarcity and how we can all do our bit to save water for generations to come. -
Customers were also able to find out how nature has a huge part to play, and what every one of us
can do to reduce the effects of climate change.
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Emma Bird, the Campaign and Content Officer who led the campaign, said: “We were super excited to
partner with ITV's Home Planet as part of their Climate Action week! It was a brilliant opportunity for us
to show how we're caring for nature in our region to reduce the effects of climate change and protect
our future supply, and of course inspire our customers to do their bit by saving water and getting
involved in planting trees.”

ENGAGEMENT IN ACTION - Our Colleagues

Providing opportunities for our employees to be involved in business decisions is a key part of our
culture.

Ask Our Board

As part of our response to COVID-19, we enhanced the already significant dialogue we have with our
employees through the introduction of a virtual employee engagement event, ‘Ask Our Board'. This
year we hosted our second ‘Ask Our Board’ event and employees were invited to pose questions to
the Board in a live Q&A environment, without management present or scripted briefings, in order that
the Board could listen to the views of the workforce first-hand. Questions included performance
highlights over the year, the Commonwealth Games, innovation, river quality and affordability
initiatives.

QUEST

Our annual employee engagement survey, QUEST, helps us to understand what is going well and
where we can improve. QUEST is conducted by an independent research company to ensure the
results are anonymous. We were delighted that our employee engagement score achieved 8.2 out of
10 this year, placing us in the top 10% of utility companies globally, and we were thrilled to receive a
score of 8.2 out of 10 when colleagues were asked if they would recommend Severn Trent as a
-workplace to a friend. :

As important as the range of opportunities prowded is how our colleagues feel about them. We
continue, therefore, to ask colleagues several questions relating to their feelings about learning,
careers and growth at Severn Trent. We are really pleased that all topics scored above benchmark,
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 organisation’ as 7.2 out of 10, 1.0 above benchmark.
When asked whether their job enables colleagues to develop and learn new skills, 8.1 agreed. It is
truly lovely to see how our teams feel supported in their development and see pathways to develop
and progress.

Company Forum

Providing opportunities for our employees to be involved in business decisions is a key part of our
culture and the Board's selected workforce engagement mechanism, our Company Forum, helps to
facilitate this.

The Company Forum meets at least 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. It is jointly chaired by the Managing Director of Customer
Operations and the Joint Secretaries. A different Board Director is invited to attend and participate at
each meeting and, over the last twelve months, John Coghlan, Christine Hodgson and Kevin Beeston
have all attended meetings, in addition to Liv Garfield, to listen to the discussions and to talk about
their areas of responsibility and interests. Directors also provide a written report to the Board following
each meeting.

The agenda is wide-ranging and topics for discussion this year have included workforce learning and
development through our Severn Trent Academy the Green Recovery investment programme,
executive remuneration, diversity and inclusion in the wider workforce and at the Board, and progress
towards the Group’s net-zero commitments. The Company Forum attendees consistently feed back on
the value that they get from Board attendance and the national officers highlight how different this is to
the experience that they have in other organisations.
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Engagement with all employees

We know that coming together and taking time to.connect with our company strategy and ambitions is
important to our colleagues and drives engagement and curiosity in our teams. We take pride in
delivering engaging leadership events each year, that bring our leaders together to build networks and
performance opportunities. This is an important foundation of our culture.

With restrictions largely lifted, we have been able to run in-person events once again and to provide '
more opportunities for colleagues to comment on our strategy and to ask questions and engage on
our focus areas.

In September 2021, we held our leadership events at Draycote Water, with 793 attendees from across
the business, and in March 2022, we held our-annual Business Leaders event. Sessions included
Getting River Positive and Keeping our Promises to our Customers. The event was hugely engaging,
with colleagues saying that it was a positive use of their time, and they were confident in being able to
communicate the message to their teams. To ensure that the messages reached across the whole
organisation, a cascade pack was provided for managers to use with their teams.

ENGAGEMENT IN ACTION - Our Communities
We work hard to make our water wonderful and keep our millions of customers ‘on tap’ every day.

But there is more to Severn Trent than that. We think it is important to give back to the communities
where our customers 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.

Our 100,000 Employability Hours Scheme

In October 2021, we officially launched our 100,000 Employability Hours Scheme, aimed at helping
some of our customers struggling to get back into work following the pandemic. As part of the scheme,
we have opened the doors of our Severn Trent Academy to offer our communities 100,000 hours of
free, valuable skills and training. By making the most of our amazing trainers and facilities, we are able
to provide a full range of sessions that will really help to make a difference to people’s lives, whatever
situation they might find themselves in. :

Whether it is building self-confidence, finding work, or developing skills to make themselves more
employable, we know that our courses will really make a difference in the communities that we serve.
Our training team will deliver the sessions in person at the Academy, virtually and out in our
communities. This will support social mobility across our region and make a huge difference to
people’s lives. '

Severn Trent Career Discovery Days at our Severn Trent Academy

We were thrilled to run a number of pilot Career Discovery Days at our Academy that have been open
to young people who want to find out more about careers at Severn Trent. We have worked in
partnership with local schools and colleges so that students can come along for the day and have a
hands-on experience trying out some more of our technical roles. The Career Discovery Days have
been so successful that we now have a programme of events planned throughout 2022, which started
with the National Apprentice Week in February. We are also working on extending our offer into work
experience programmes for interested students across our partner schools.

STEM Women'’s ‘Online Careers Fair

In February 2022, we attended the STEM Women'’s Online Careers Fair, giving a presentation and
taking part in the panel interview. The New Talent Team was on hand to support individuals with
career coaching, job application support and interview preparation. 915 women attended the event
and, as a result, over 50 applications to work at Severn Trent were received.
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Getting River Positive

Rivers transform the communities around them, and although we have improved the health of our -
region’s rivers significantly in the last 30 years, we recognise that as a sector there is more we need to
do. As a leading environmental company, it's our commitment that we will Get River Positive by 2030.
Our five pledges are underpinned by a range of measures and metrics developed with partners and
stakeholders, addressing our customers’ concerns and taking a leading role in ensuring our region's
rivers are as healthy as possible.

627,500 214,430 13%

customers supported customers supported in more customers supported

through the Big Difference paying their bills year-on-year through our

Scheme to date (a 27% increase year-on-year] Help to Pay When You Need
It Scheme

How we have helped support our communities this year

5.7% c.£2m 1,360

customers signed up to our donated to 73 projects employee volunteering days
Priority Services Register through our Community Fund

ENGAGEMENT IN ACTION - Our Suppliers and Contractors
We recognise that supplier engagement is integral to our success.

Benefits from our strong supplier engagement include ensuring a resilient supply chain; being able to
share knowledge and expertise to find the right solutions for our customers; ensuring continuous
sustainable development; and developing responsible business strategies.

Our enduring relationships with our suppliers in turn help us to reduce the risks we face as a business,
all for the benefit of our wider stakeholders, including our customers and communities.

Thinking differently with our suppliers

On 11 November 2021, we brought together 100 of our suppliers at our Severn Trent Academy and
shared with them our current priorities and future ambitions. Faced with fresh supply-chain challenges
in a post-COVID-19 and post-Brexit environment, the conference provided a great opportunity to
speak directly with our suppliers about our vision and how they play a crucial part, and to have
meaningful discussions and debates about how we can work closer and better together.

The agenda for the day included our vision on customer, sustainability, digital, and health and safety,
communicating our passion on why it is so important to ‘think differently’ about these four areas, and
how engagement with our suppliers can help us unlock new ways of working with our supply chain
and pave a stronger foundation upon which new opportunities and collective success can be realised.
‘The event was a brilliant success, with 78 pledges collected from suppliers, particularly around
improving customer service and experience.

Our Sustainability Team introduced our SBTs and how they can bring operational and financial
benefits to our business and suppliers.
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Engaging with our suppliers to cut Scope 3 emissions

Emissions from our supply chain make up a significant part of our overall emissions and so
collaborative engagement with our suppliers is critical to achieving success in reducing our impact. We
engage directly with our supply chain to measure and improve carbon emissions. We have allgned to
SBTs and, as part of this, we set a target to engage with our top 70% of suppliers, by emissions, to set
an SBT by 2026. We have made great progress against this target, with 38% already committing to
set targets by 2023.

We approach supplier engagement in a number of ways, including one-to-one sessions to discuss the
importance and benefits of setting an SBT. We also encourage our suppliers to sign up to our online
sustainability assessment platform, EcoVadis, which provides an objective assessment of how
sustainable each of our suppliers are.

We were delighted that our supplier engagement approach recently received recognition through the
Carbon Disclosure Programme, for which we were awarded Leadership status. The award was a
glowing endorsement of the work we have done over the last twelve months to help tackle climate
change.

Notwithstanding this excellent progress, we will increase further direct engagement with our high
carbon impact suppliers and continue to utilise the increased insights which the EcoVadis platform
offers; for example, by agreeing corrective action plans with individual suppliers.

Engaging on modern slavery

Collaboration is key to mitigating modern slavery, so we actively engage with other organisations to
gain insight and maintain best practice. We entered our second three- -year partnership with the Slave-
Free Alliance in 2021, which has been instrumental in our approach and in the progress we have
made in identifying and mitigating modern slavery risk. We continue to sit on the Steering Group of
Utilities Against Slavery, formerly known as the Utilities Modern Slavery Working Group. The group
continues to grow, with over 24 utilities organisations actively participating.

In 2021, we also partnered with the Supply Chain Sustainability School, which nrovides accesstoa
wide range of learning resources, including dedicated modern slavery awareness training for all
organisations within the Group's supply chain.

ENGAGEMENT IN ACTION — Regulators and Government

Our relationships with the Government, our regulators, and other agencies support us in ensuring that
we meet the highest customer service and environmental standards, while offering our customers the
lowest prices.

We continue to maintain a positive relationship with our economic regulator, Ofwat, grounded in our
sector-leading performance for customers and investors. We are the only water company in the sector
that Ofwat rated in the top three for both performance and financial resilience in its latest reports (on
2020121 performance). Ofwat also awarded Severn Trent 66% of the sector's Green Recovery funding
in summer 2021.

Engagement with the Environment Agency

John Curtin was appointed Executive Director for Local Operations of the Environment Agency in early
2021 and visited us in July. We took the opportunity to show him a broad overview of the work we do,
with particular focus on our approach to innovation and in protecting the environment.

The visit started at our Spernal waste water treatment works with a presentation from our Chief
Engineer Team on our innovation projects and the benefits they could bring. A number of our
.innovation projects are being tested at Spernal, so a site tour was conducted to see them in action.

We then visited a farm in the Leamington Spa area to see first-hand the catchment management work
our agricultural advisers undertake with local farmers. This activity included increased biodiversity
habitats through wildflower buffer strips along the edges of fields, together with investment in
agricultural machinery to reduce drift when applying chemicals. This not only saves farmers money,
but also protects the wider environment and water courses. The final part of the visit was to see our
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new Thermal Hydrolysis Process (‘THP’), which was being installed at Finham waste water treatment
works. This process takes the biosolids that are a product of the waste water treatment process, and
puts them under pressure and high temperature to improve the amount of green energy that can be
generated. ‘ . .

Engaging with the Treasury Net Zero Mlnlster

In August 2021, we hosted Treasury Net Zero Minister Kemi Badenoch MP at our Severn Trent
Academy and our Finham waste water treatment works in Coventry. During the course of the visit, we
showcased the innovations we were trialling to combat process emissions in the waste water process
as we work towards delivering our ambitious plan to be net zero by 2030 and included a site visit to
see the new THP. During the visit, we also updated the Minister on our catchment management work
with farmers to protect and enhance the environment and shared our ambitious regional investment
plans through our Green Recovery projects.

Winner in Ofwat's Water Breakthrough Challenge

We were delighted to have secured funding for three ground- breaking projects, after being named a
winner in Ofwat's latest Water Breakthrough Challenge, and having been awarded a total of £1.6
million through Ofwat'’s flagship innovation programme.

This trio of projects, which will be delivered with multiple partners, collectively, could deliver significant
benefits for our customers, society and the environment. The projects include the following:

e Catalysing a net-zero future — looking to develop innovative techniques for capturing bacteria
that could potentially help reduce greenhouse gas emissions during the waste water treatment
process. :

e The Home Energy Recovery Unit (HERU') — a waste recovery system developed to manage
domestic and commercial waste on site and turn it into recycled energy.

o Tap water forensics — aiming to develop the use of genetic sequencing in drinking water
treatment, which, unlike current tests, can determine every bacterial species present in water.
This new approach could significantly improve the speed and accuracy of water quality
investigations in the future.
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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.

It is not always possible to provide positive outcomes for all stakeholders and the Board sometimes
has 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 and 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 $S172 are
not only considered at Board level, they are part of our culture. They are embedded in all that we do
as a company.

The differing interests of stakeholders are considered in the business decisions we make across the
Company, at all levels, and are reinforced by our Board setting the right tone from the top. All of the
- Board’s significant decisions are subject to a S172 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 2021/22, the Directors have had regard to the matters set out in S172
of the Companies Act 2006. You can read more on how the Board had regard to each matter, during
the year, as follows:

S172 factor Relevant disclosure

The likely consequences of any decision in the long term | Company Purpose, p3 -

‘ Business model, p6 '
Performance review, p19
| Sustainability, p31

The interests of the Company’s employees Performance review, p19

' Our people, p92

Diversity and inclusion, p93
Employee engagement, p83

The need to foster business relationships with suppliers, | Responsible payment practices, p131
customers and others Performance review, p19

‘ Modern slavery, p86

Sustainability, p31

Business model, p6

The impact of the Company’s operations on the Company Purpose, p3
community and the environment Sustainability, p31
TCFD, p31

The desirability of the Company maintaining a reputation | Company Purpose, p3
for high standards of business conduct Internal controis, p129

' Sustainability, p31
The need to act fairly as between members of the Stakeholder engagement, p79
Company '
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Principal decisions in 2021/22 . .
The principal decisions taken by the Board in the year are detailed within the Governance Report.

Our approach below sets out how the Board is supported in carefully considering all the relevant factors that leads to its selection of the
best course of action to ensure the long-term success of the Company:

Stakeholder engagement The Group’'s culture ensures The Board performs due Follow up actions with
activities recorded, and that there is proper ' diligence in relationto the .Board oversight
detail included in Board consideration of the quality of the information
paperswhere applicable potential impacts presented and receives
of decisions assurance where appropriate LS

BOARD STRATEGIC

< BOARD ' BOARD
. r 4 . INFORMATION DISCUSSICN DECISION
Leadership and management ) R
receive training on Directors’
duties to ensure swareness of
the Board's respansibilities
S172 factors considered in the

Board papers include Board's discussions on strategy, L

atable setting out including how they underpin

S17213ctors and relevant long-termvalue creation The Chair ensures decision

information relating and the imptications for makingis sufficiently Engagement and dialogue

tothem business resilience informed by S172 tactars with stakeholders
saverntrent.com .
$172 reftected inour - Matters Reserved - Board Committee ~ Doing the Right Thing,
governance documentation: tothe Board Terms of Reference our Cade of Conduct
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STRATEGIC DIRECTION STATEMENT

Context

At lts Board Swrategy Day, the Board considered the requirement for the
Company 10 refresh its Strategic Directon Staiement, which had lastbeen
published tn 2007. The Board discussed Iniat thoughis on key rends and
tdentified emerging priority areas. Using this insight, the Strategy and
Regutation Team developed a ¢raft Strategic Direcuon Statement for the
Boary's constderation and feedback.

Adaitonally, Otwar reinforced the necessity tor such 3 document within s
PR24 guldance, including that companies’ future delivery plans should be set
tn e context of LONg- term Sirateqgees.

The Board reviewed the prioriites set gutin the Suategic Direction Statement,
partdcuiarty the proposats t deliver for customers and wider stakeholders.

Consideration of $172 impacts by the Board in its decision making
Customers:

The Board was satisfied that the Strategic Direction Statement was focused

on the Company’s priority (o gravide sale angd consisienty high-quality drinking
Waier [0 CUSIOMEers, ensure Mat supply tnlerrupion and tow -pressure evenis
were effectively managed and ensure hat bils rematn atiordable and
represent good valve. The Beard also constderad that the Sirziegic Direcdon
Statement would facilitate a condnued high- quatlty cusiomer experience.

Environment and the Communities:

The Baard reviewed the appreprizieness of the Swrategic Direciton Starement
10 support the continued proteciion and improvement af our regian’s nawral
enviFonment, and the Craaitan of aew COMMUNITY resources - tirough
suppartng local cammunity projects, giving support tovulneratite ang
disafvaniaged members of sacteiy and, aqudeally, increasing the avatlability
of §phs and (raining oppornities.

Employees:

The Board consitgeres thak he Siraregic Brecoon Siziement would also provide
dargy wemployees on its suramgic prigrues which would in asm support tmemat
planning acwwley. The Sirategic Dreciion Si3Ement 3tso proaded dariy an e
sXills and capahiiites requizd m efFEr Upon e priortiies outined, areased
emgloyee engagemenit rough oreating &0 aUgned Purpose tar ampoyees a1 all
tevels of the orgznisanon, gving dock @ e communities Mwhich we serve and
reinfarcing de Group’s soaally purposesid Cure.

Regulators:

The Baard has a swong Fack recerd of engagement with iis requiaors in
respeci of strategic wpics. As sich, the Board engaqed with Rey regulators
{inctuding Otwag on the inenced approach. The Board consgered that
relaasing the Straiegic Direcibon SE3EMent as a consuliaiton gocument
provided an invaluatle opporiunty to engage with the Company's regulaiors
ang roader siakeholders, and relnforce mac the Company's thinking process
Was maruring taa not fixed. This approach would also atlow incorporation of
areas af intevest from reguizwes and wider siakeholders.

Outcomes and impact on the long-term sustainable

success of the Company

Aswe efiler a pertod of poaEratally InCEases NVesuNeN 3G oSS e Waler
SECIor 1o meet highes resfiience and erwirdarnental stangards, kis atucal that
we have a dear view of our loag-eFm direcuon. This wilt enzble us toth (o plan
Invesiments more effecuvely, bia 2Aso m opimikse owr driveds of value creatlon
awruss AMPS. Our Soraiegic Direcdon Sigieme defines the Companywe wam 1o
tie tn 2050 and the suppordng 3Dy ear Invesanent roadmap requtned 1o achteve ft.

In December 2021, the Sirgiegic Direcuon Staiement was publiched for
consuliaticn 10 ensure ihe constieranon of stekeholder viewswere faciored
R0 115 final form.
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AFFORDABILITY STRATEGY

Context

We have 3 range of SUPpor measures th place (o help SUPROTT CusIomerswho

are expertencing affordability pressures. Recent evenis have compounged the
tinancial pressures faced by our CUSIOMErS and communities - inctuding high
energy prices, rising tnltaitan, tatling Universal Credit, ang ristng Natonal
Insurance conwrtbudons. As a sodatlly-responsible company that genuinely
cares about (15 customers and ihe communtues i serves, the Board geiermined
that the Company s Affgrdability Strategy should be reviewed. The review
tocused on how the Comparyy could further tmprove its approach and ouicomes
for cusiomers, Including increasing e nwnber of households supporied
overall and tmproving the way th which suppaort is 1argeted. In developing aur
refreshed approach, the Company engaged with all of Its s1akehotders, Including
cusiomers, shareholders, Otwar, CCW and lacal communiues, tolisien o and
undersiang their views ang te aftordziitiity chatienges they face. The
Company's strateqy was tien devetoped in Nl constderaton of these
discussions, with the gbjective af addressing altordability tn the iImmediate
1erm and proposing a muli-AMP sTategy 1o eradicale Water povarty in our

region.

Consideration of $172 impacts by the Board in its decision making
Customers:

The Board considered the Camgiamy’s Alinrdzbility Straiegy thview af [1s exising
commitment o keep absolurs bills as tow as posstite (o7 all CUstoMETs whilst
also delivering tmproved resilience, sustatnatiliy, and good CUSIOMEr gUICOMeES,
tty ensurtng thai every pound IS speni'sisety and efftaently. Fotlowing careiul
anatysls, Ute Board ¢etermingd 21 the comblned impact of the atfordatdity
Inki3tves would provice boih: Anmediate SUpPOrt 1 CUSIOMers expertencing
3ttordtability pressures, twraugh the crezidon of a £30 mitlilan fund o SUpport 1o
househalds inwater poverty {ousvrmers that spend more than 5% of thelr incame
ater housing costs onwater): and opimisadon of our soaal s, the

81g Ditterence Schedme, (D IMPOVe SUEPOrT provided (0 customeds. Together
thesewill resutt tn supgort tieing arasatde for ap addivonal 180,000 cusAomers.
Potemtal tmpacts to custermnes bdisweare central 10 Board @isussions and, 25
such, the AliDrdabillsy Siragegywas SEUCRIFRE S0 35 NOT 10 INGTEase QIsis m any
NON-WIter poar CUSIHMETS above e Level assumed in e Company's Hnat
Ostar minanon.

Communities:

The Beard consigered the role tha the Company should play ts reducing water
poserty in gur reghan b7y chaaging (e chamoes of peapte th ur cTUNUNles

ang equipping them with ihe exgereace and skills that will s2and hemin good
s1e3d 3as they laoK 10 find employmeni epporuniues. As such, i was dewermined
that the Afterdantiity Sirasegy shmilo 2450 focus on bolstering sRMls capabithy
tn our reglan, utilistag e Aczdemy walnmg 2cility 10 support Bis acuvity and
nprove SKifls 3Cress Me reqion'ae serve. Hwas 250 constdered that promoiion
of the SUppoTT programmes shuuld be erfanced a1 a commamnity level o ensare
those [ dificully are svare of GUF SUPRAnt schemes and aiso reduce Issues
around acress ar Soaak sigma.

investors:

The Board carelully considered the ieed  deliver value far CUSTIOMETS and
shareholers. As such, the Board deteymined that the Afforabllty Soraegy
shoutd be funded within the existng Business Plan revenue in AMPT, whilst
sull delivertng beneilis w cusiomers fiwe years ahead of the Companys 2030
cemmitment and detiegring the Company’s live-year plan, strong RoRE
pertermance and, crucially, with no iRCFRASE i COST (0 ARy MOA-Water poor
cusiomers above the levet aszumed within the Anat Determinatan.

Regulaters:

The Board has a swong wack record of engaging wih 115 regulziors i respeci ol
SwETRgc 10ptcs. As such, the Board engaged with key requiaiors lincluding OTwas
and CCW), who Indicaied thelr suppurtm the affordabilizy propasais. The Company
3also engzged with locat Govermmert and MPs tn respect of ihe praposals.

Outcomes and impact on the long-term sustainable

success of the Company

Our Attordability Sirategy will provide Bnancial SUpport 1gr the mas1 tnancially
vutnerable customers tn gur region. The combined tmpact of these Mdauves
willmean that we will be able 1 SEpRort arpund an addldonal 100,000 of our
custemers and hetp N them oul of W3CET pIverty. 31 na Increase I coses above
those assumed in our Finz1 DErMLRANON 10 OUT NGN-W aier Poor CUSTOMErs.



GETTINGRIVER POSITIVE BY 2030

Context

\Wasie warer sysiems provide an essendal service, supporiing the day-to-day
royimes of our CUSIOMErs and protectng the environment, public health, and
homes from ftogding. These sysiems are facing increased stresses trom climate
change and pepulation growih, and there 15 growing public, media and potiucal
attentton an the water qualisy of the natlon’s svers. There 15also 3 shift in
communtiles’ atiudes towards rivers, evtdenced through an increased focus on
river quatity, and the main conirthutors (o river health, and the desire for mere
recreanonal use. '

As 2 so02{ly-responsible company that genutnely cares about the environment and
the communides l serves, the Baard reviewed the Company’s Cleanest Rivars
Pragramme, with the otjactive of bringing together the peeple and aciviites ivotvad
nrver protection, oriving the Fapid evoluaon 6f our river management aclivities and
Improvements, and ensuring that capaany and capabilies arein place t manage
the magningle and pace af change required (o become River Postive in the future.

Consideration of $172 impacts by the Board in its decision making
Environment and the Communities:

The Bozrd considers uptaies i respect of environmental performandce at every
Board meeung. The 8ozrd 2150 considered dedicated River guality updates
thngughoux the year and, fuFther 1o these, agreed that a Cleanest Rivers
Programme should be constderad, with the objective of developing a strategy o
BNOLect oUr FEGINA'S TIVESS, CVESTE More opporiunities {or communities to enjoy
our reglen’s fivers, and grovide new habitats sowiidlfe can thrive.

The Bosrd aiso revieaed the arrangements for the dedicated NGO advisory
bady being CONStIUE D owersee (ks acuvity, with the objecive of ensuring
thay the rves quatity Informanon stzxehotéers wanied was In place and
Z¥altable on Me Campany s wedi=ie by the end of 2022,

Company employees:

OuE pagple are passioaaze aboix Making 3 positve tMP3Ct 00 The COMmuNites
and the ervironmant wherewe lve and worg, including riverswithin our reglon.
Our Rizer Ranges Team IS now estabilished and s already proving an imvaluable
resoarce in helping moattar river quality, being the eyes and ears on key
aspects of our assel base ang estabiishing swrong COMMuNiTy retaitonships
hefp chafienge cuswmesr percegitans and behaviour. Addigenally, employees
reqularty parucipare B river heatth campatgns through our establshed
voluRigering programme.

The 8oard and Ramunesauon Comimitiee aansiderad potential mechantsmes o align
eTgltoy 885 Imerests with our river hestth axmmiunesits and deiermined that these
£hould Ge tOYpoTaERd (Nt COMpany -wide remuneraiion arrangements o slign the
acvines oi ali employees m suppart detivery af the Cleanest Rivers Programme.
After caretut consiger asion, the Remuneramon Commitee approved changes (o the
AR Bems Scheme mezmres and @rgels  aignwith the Company's rver
heskth commimnents. You can rezd mose 3boui these changes an page 141.

Regulators:

CLIMATE CHANGE - PROGRESS AGAINST NET ZERC PLAN

Context :

Climate change is 3t the centre of many Board consideraitons and s dectsion
maRing throughout the y2ar. Sustainabiiny-related dlscusskons 1ake piace at

all Board meetngs and the Chalr of the Corporaie Susiatnability Commiree
provides a detated upgaie on sustatnability maners at every Board meeiing,
through a standing agenda item. Throughout theyear, the Board held seven 5essions
dedicated to climate-retaied risks and opportunities and susialnabllity-related
wplcs.

At theAprit 2022 Board meeung, the Board considared an updaie in resgect of

the Company’s Nei Zero Transttion Pian, incuding the teading rale taken within

the secior and UK ecunaimry 1o drive doxn GHE amissions. A that ume, the Beard
discussed progress mage guring theyear - induding smproving our undesrsianding
of the Xey drivers of our process emissions, crealing credbie, innovauve solutlons
to reduce, replace, refmove, and offset GHEGs. The Bozrd scruttnised the Company's
plans to getrver ts new-2ero ComMitnenswinin the required dmelrame, and the
tnnovagve rists ungerway (o bring GHG reducton SCUNITY D Operaions.

Consideration of $172 impacts by the Board inits decision making
Customers:

Our customers have (oid us that ihey expeci Us Io fTolect and improve the
envirenment ang that our respense 10 climate change ts Mparant 10 them.
The Board teok this response into acocunt when approving the Siraiegic
Direction Stztement tpwhich we idemiiy priosfty areas ior our business thatwe
belleve are Key 1o 0slivertng (o7 GUr CRSIOMESS, &NSUNRG restliience agalnst the
challenges of the future, and (ulfiling ow widey ervironmemat and sodetal
goals. The Strategic Direction Stazement both tnforms and guices our future
sirategy and long-term tavesument plans, and shapes our adapuve pauways
and tong-term detivery sraiegies, ensurtng we conunue (o gediver sale and
consistenity Mgh-quality services D Qur CUSIQmETs.

Environment and the Communities:

The Board consigars updases (n respect of eqvirenmentat pesfieMmance and the
Company's acuVIy (o achieve fis Net Zero Transiuon Plan commdunedis 31 every
Board meesing. The Board 2iso consderesd 3 dedicated NetZero Transiitan Plan
update durtng the year.

Company employees:

Our people are pas=onaie WO MIRIRG 3 posiilve tMEaCct on the cOMMunIies
and the efvironment wherewe tive and work, cluding delivery o our NetZero
Transtuon Plan commimmenss. This (5 supported &y oUF Tanspansni remuneraian
tramework thai 21gns raward and iIncentie STucnyes MFoughout our dustness
from our from-ine gperasves trough o our Exequiive Team, ensizing thal every
empigyee is Incenovksed and newarded o dellver e same objecitves. In order
0 allgn detivery of our Ne1 Zevo Transtien Plan with the Interests af gur
employees, susiEinatilicy-based pesfornance measeras are bullt InLo the
Group’s remuneratton polides. You €30 read mare an page 130

Regulators:

The Board has a srong orack record of engaging with s regulairs in respea
of SIrABYIC (oS, AS such, the Board consutied extensively with NGOs,
requlaors, and sther Xey siakehalders and Iver user Groups (o cagture their
views in respea of the Compary’s agproach 1o river healih. The views of these
sizkeholder grouwps were canstdered by the Board th the development of the
Campany's River Pledges. The Campany also engaged with othes companles
within the secics, tnciudng Arglan Waier, 10 develop 2 shared approach and
learn from the experienacas of sher compznies.

Outcomes and impact on the long-term sustainable

success of the Company

Our Gex Rives Postitee commirrnents have been develaped tn tull consideraiten
of our stakeholders — inclummg cuswomers, local communiies and campaign
groups - thyough establishing the fotlowing five pledges:

- Encume Sonn averilows SNt Sewage reaiment works do notharm rvears;
- Crestemors opporunites far Y esyone tD enjoy oUr region’s rivers;

- Supgort athers to iMprove and care far rivers;

~ Enhante our rivers and aEaie new habitats sowiidlife can thrive: and

- Be open and ranspiarent 3ot performance and our plans.

Our five pledges ere underpinned by a range of measures and mewrics
éevelgped with partners and siakeholders, addressing our cusiemers’
concerns znd (3king a leading role i ensurtng thai our reglon’'srvers
@ne a5 healihy as passzible. Yoy can read more on page 17.

The Board has 3 sarong rack r200rd of engagng wih NS Megiamrs in resped of
STITEGIC OMCS. AS Sudh, the Baard consulezd exensely wih reguisors, suppliers
2nd other Xey Siakehalders uniiErsang thetr ews inrespea of the Company's Net
Zere Transiucn Plan Theviews of these stakeholdsr groupswere considared by the
Board in consierziton of progress made dunng the year. The Campany 3lso engaged
with other cCompanieswitin e SeCy 3nd oW SUpply chatn indevelop and share ideas
ang learn from the experssnoes of gther axmpanies in develaptng is approach.

liwestors:

livestors demand that GUr external CoNUMITMENTS S4ANd UP 0 SCruitny when
benchmarked agatnst the best aympanies gtobally and cur approach 1o achieving
netzero is credidile (o our stakehelders, including ex pert climale bodies and our
Investors, who vosed in 1avaur of our approach o ditmase change 3t the 2021 AGM.

Outcomes and impact on the leng-term sustainable

success of the Company

As we enter a perted of parenitatly higher tnvestment across e Waies seclof,
It is crittcal that environmeniat and cimate change faciors are Incorporaied
Into investrnent decistons. Many of our tiitended delivery acvittes are stlll in
relamve Infancy. innovarion and collaboraive working across the glebe will be
required 1o tackle some common problems, 35 well 25 co-operstion rom our
supply cham pariers. Broader macro and geopoliucal constderatons wilk
have 3 bearing on poterciaily campeting Gesernment priories fof net zero
and energy securtry. Coniinual oversight of ihe Company's plzns In
constderzitan of these faciars 1S btk tnio the Board torward plan.
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OUR PEOPLE

Our people are fundamental to taking care one of life’s essentials and we believe our culture is what
makes us special. Our teams are passionate about the positive role they can play in helping
customers and communities thrive and they care that we create an environment where everyone
can feel comfortable to bring their whole self to work.

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 a total of 19 LTls this
year, our best ever performance. Though 19 of our colleagues getting hurt whilst working is still too
many, we delivered a 10% reduction in LTls compared with the last performance year.

We have seen consecutive year-on-year improvement since 2018/19 following the refresh of our
already established Goal Zero strategy. We have delivered a 50% reduction in LTIs since the launch
of our refreshed strategy, and a 42% reduction in all incidents since 2019/20, giving us confidence that
our strategy will continue to drive improvement in performance year-on-year.

At the start of the COVID-19 pandemic, we committed to no furloughing, no redundancies, honouring
of our all-employee bonus and agreeing a 2.3% annual pay increase for three years for our front-line
teams, with 2022 being the final year of that deal.

Our Severn Trent colleagues have been remarkable throughout the pandemic and we have continued
to support them through a comprehensive approach to health, safety, mental wellbeing and financial
security as they have returned to our offices.

If there are any positives to come from a global pandemic, it seems that we are all more aware of our
wellbeing than ever before. Following the success of our ‘Caring for our Colleagues’ campaign and
‘Share a Smile’ initiative over the last two years and having received great engagement from our
colleagues, this year we launched our ‘Tap into Wellbeing' programme, designed to showcase the five
key ways that our colleagues could all help to look after their wellbeing.

In August 2021, we launched YulLife, a new free
wellbeing app offering our employees 24/7 virtual GP
services, mental wellbeing support, nutritionist
consultations and rewards for daily healthy activities. ‘ »
Since we launched the app, a quarter of our employees | .:,;{}

have now downloaded it, with the figure continuing to .

grow month on month. Introducing cur first

! specific PPE headscarf

In April 2022, we introduced our new Severn Trent ,
We were delighted to support and welcoime the addition

Elective Treatment Fund, a temporary, short-term
solution aimed at offering financial support for our
colleagues, for a range of elective treatments that have
been significantly and disproportionately affected by the
increased NHS waiting lists as a result of the pandemic.
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of our findustry first} personal protective equipment {'PPE’]
headscarf, designed by aur very own Aminah, when she
found there was no PPE headscarf option for her towear
whenvisiting operational sites.

We have made the praduct available io our 7,600 plus

-workforce to have as part of their usual PPE kit and are

pleased to see athers in the industry following suit.

Aminah said, “It's really important that to run a successful
business there’s different peaple from all walks of life who
bring different experiences and knowledge. That'swhy it's
really vital that people krvow they can be themsetves at
work,which iswhy something like the PPE headscarfwill
hopefully show others that, working at a place like Severn
Trent, you will feel inclerded ™




Wonderfully You — providing a diverse and inclusive place to work

At Severn Trent, we positively celebrate diversity and inclusion, and embrace individuals’
contributions, no matter what their age, gender, race, ethnicity, disability, sexual orientation, social
background, religion or belief. Having a culture that enables individuals to be really comfortable in
being themselves is a vital part of our future success.

Our Diversity and Inclusion (‘D&lI’) strategy is included within our Sustainability Framework under the
‘Providing a Safe, Inclusive and Fair Place to Work’ pillar. In September 2021, we launched
‘Wonderfully You', our new D&! ambition, which for the first time also includes targets.

Our diversity ambition is to reflect the communities we serve. Success means we can feel comfortable
that we are tapping into every available talent pool in our community, and that we can best serve our
customers because we understand all their needs. Our plans to achieve that include widening our
outreach programmes so that we attract more applications from under-represented groups, breaking
down some of the historical stereotypes that might prevent people from 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 our progress through our engagement survey and monitor the parity or
disparity between different ethnicities and genders. Reverse mentoring and our employee advisory
groups have also helped to give our employees a voice across the organisation so 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 put particular focus on championing the voices of colleagues from diverse
backgrounds. We now have four active employee advisory groups for LGBTQ+, Ethnicity, Disability,
and the new addition of our Women in STEM and Ops group.

Each group is sponsored by an Executive Committee member and has a voluntary employee Chair.
They work alongside external experts like the Disability at Work Charter and Stonewall to help shape
our policies and interventions. They have been fundamental to our progress so far and, going forward,
we see them playing an even more active role.

We are proud of our track record on gender diversity. We were delighted to be recognised as the top
FTSE100 utility company for both representation of women on the Board and combined Executive
Committee and direct reports in the FTSE Women Leaders Review 2022. Severn Trent remains just
one of four companies in the FTSE100 to have a female CEO and Chair, and is just one of eight to
have a female CEOQ at the helm.

As at 31 March 2022, our Executive Team comprised four female and five male members (44% and
56% respectively). 17 members (44%) of our senior leaders were female and 22 were male (56%).
Female representation in the Company was 29% (2,121 women), with male representation at 71%
(5,248 men). Five members of our Board were female (50%) and five were male (50%). Page 105 sets
out a gender breakdown of Directors (as defined in the 2018 UK Corporate Governance Code and
Companies Act 2006). :

Our November 2021 employee engagement survey results showed that we are still well ahead of
benchmark on both engagement (8.2 against a benchmark of 7.6), and our equality measures

(8.7 against a benchmark of 8.1). Females now score higher than males, at 8.8 compared with 8.7, but
we still have work to do on minority ethnic inclusion parity where there is still a gap. To tackle this, we
have developed and piloted a package of measures, including extensive D&! engagement sessions for
our leaders.
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Wonderfully You D&l Champions Event at the Academy

During the year, we hosted our first Wonderfully You D&l Champions event at the Severn Trent
Academy. Over 75 colleagues from the business came together to understand our current D&l
position, our targets and how they could help us create a truly inclusive workplace. It was a hugely
moving and powerful event as colleagues openly shared their stortes and the overwhelming support
they have felt working at Severn Trent.

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

% Ranked 5th inthe Ran;ed 4 Oth in the

Social Mobility Employer Index Stonewall Workplace Equality Index

2021722 5t . 2021/22 40"
2020/21 gt . {2020/21  {175%
. Consi i3 Climbed 374 places
2019/20 | 3 ensisertty[2019/20 414" 437 places

. s e3 nes 161

Tortoise Responsibility100 Index out of 5 overall on Glassdoor in Equileap’s Gender Equality '
Global Report

Tortois= l:_l ‘glassdder A\ EQULEAP

LT A ATTTIEE AND 5 BTTI8

Attracting and retaining talent

An inclusive environment is the foundation of a truly diverse organisation, with all of the rewards that
brings. Whilst the recruitment market has been buoyant after COVID-19 and Brexit, our in-house
recruitment model has proven beneficial, enabling us to continue to attract and retain quality talent.
Our team of in-house recruiters are able to work directly with candidates, demonstrating our Purpose
and culture first-hand and attracting individuals who embody our Values. Our successful in-house
model has also enabled us to ensure our D&l ambitions remain a priority.

Long term, one of our greatest opportunities to improve diversity is through our New Talent
Programmes. While not all our graduates and apprentices come straight from school, our work in
schools and colleges is helping to improve the diversity of our intakes. Our apprentice ethnicity is
above the sector average of 7%, at 9.4%, and we have almost tripled the number of females in
apprenticeship roles during the year. We have made female appointments for the first time in our '
Leakage and Farm Liaison Teams, and have an ‘all female’ intake in the Visitor Experience Team. We
are committed to making our apprentice intake much more diverse in the future, with a specific focus
on attracting more women into the mainly operational apprenticeships that we have for 2022.

As part of the #10000Blackinterns programme, we will welcome 72 students on 8 — 12 week
internships this summer. We are working with the business to ensure we provide the optimal
experience for all of our interns and will be keeping in touch with them in the hope

that some will join us permanently once they complete their degrees.
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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 — our first set of ‘Kickstarters’ joined us in January 2021. We are delighted that to
date 340 ‘Kickstarters’ have joined us, with 40% of those having secured jobs or gone back into
education. We have also offered an additional 77 graduate and apprentice placements this year, our
widest intake ever and across the widest range of roles.

Green Recovery recruitment event

In October 2021, we were pleased to run a recruitment event to support our Green Recovery
programmes at the NEC in Birmingham. We publicly promoted the event as well as approaching
potential candidates on LinkedIn to invite them along. Each of our Green Recovery project leads gave
presentations, with our wider resourcing team engaging with potential candidates and capturing their
details so that we could follow up with them on relevant vacancies.

It has been our most successful recruitment event to date, with over 100 people attending, resulting in
37.5% of the hires being female and 18.75% being from a minority ethnic background. Appointments
have been made for a wide variety of roles from engineers, customer liaison officers, frontline
operatives and project management roles.

Fairly rewarding our people

In 2021, we published our Gender Pay Gap Report highlighting a continued reduction in the median
gender pay gap between women and men for the fifth consecutive year. The Report shows a median
pay gap of 9.1%, down from 9.3% in 2020, as it continues to be positively impacted by a high
proportion of women within our management and senior management roles. Severn Trent is proud to
" have such strong female representation throughout our senior management team, and we believe we
“have created an environment where women can thrive, develop their careers and act as role models
to others looking to join the industry.

Over the same period, we have seen a slight increase in our mean gender pay gap, partly due to small
changes within our Executive population. Our total number of employees grew by 2.1%, with the
number of women growing by 2.3%, and men by 2.0%. As the fastest growing quartiles were the lower
middle quartile for women, and the upper quartile for men, this also contributed to the higher mean
gender pay gap this year.

We have been working hard to create a consistent framework which includes transparent pay ranges
.to support us in measuring our fair pay processes. The full Gender Pay Gap Report can be found on
the Severn Trent Pic website and further information regarding employee pay can be found in our
Directors’ Remuneration Report.

We look forward to sharing our ethnicity gender pay gap once Government Iegislatibn is published, to
ensure that our reporting is consistent with best practice. .

Developing our people

This year we celebrated the first official birthday of our Severn Trent Academy at Hawksley Park. The

Academy opened in February 2021, supporting 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 opportunities for people

to learn, retrain and develop with us in our industry.

During the past year, over 17,000 learners have passed through the doors, we have hosted over
2,600.events and we have committed to delivering 100,000 hours of free employability training for our
communities. We have made some wonderful partnerships in the delivery of our community offer. An
example of true collaboration is our relationship with the charity Sense, helping to ensure our learming
is accessible to all. You can read more about our partnership in the case study below.

Everyone learns in different ways and that is why the Academylgoes beyond classroom learning,
using a combination of the latest technology, with virtual reality, simulation and online learning.
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We have developed some exciting virtual reality learning solutions for manual handling, sewage
treatment and chemical deliveries, offering a safe place for |nd|V|duaIs to practice and build essential
practical skills. '

As part of our Academy offering, we also facilitate mentoring and coaching, helping employees
develop or giving them the chance to help develop others. To continue to build long-term skilis
resilience, we remain one of only two water companies who are fully accredited and delivering
apprenticeships as an employer apprenticeship provider, meaning we can add Ofsted to our list of
regulators and can now deliver our own apprenticeship pathways for waste treatment and water
networks.

Future Leaders Programme

We have recently designed and implemented our six month Future Leaders Programme, desngned to
help those who do not have line management experience develop their skills in a practical way so they .
can successfully step into their first manager role within twelve months of completing the programme.
Since its launch in July 2021, we have completed two cohorts consisting of 32 people, with four people
having already been promoted to a line management position.

Senior management development
Having assessed the collective strengths and development areas of our Senior Management Team
(‘SMT’), we have been hosting a series of masterclasses as part of our SMT Development Pathway.
These sessions focus on a range of areas, including regulation; sustainability; financial management;
coaching, and personal growth and development. The masterclass approach, run by SMT members
for their peers, has received positive feedback. ,
Listening to our people

Providing opportunities for our employees to stay connected to the direction of the Company and be
involved in business decisions is a key part of our culture, and we are ailways looking for new and
different ways for 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 stakeholder
engagement section entitled ‘Engagement in Action — Our Colleagues’.

Sense

In Octoher 2021, we partnesed with the national UK charity Sense,

to help ensure the learning that we provide to colleagues and
comimunities is more accessle and to provide us with resaurces

to be able to better support and provide learning around disability
awareness, Through this exciting partnership, Sense will help
Severn Trent deliver workshops on Different Assistive Technologies,

Disability Awareness and Deaf Awareness, aswell as e-learning
medules such as Introduction to Oifferent Communication Styles
and Basic BSL learning videos. Althoughin the early stages of our
partnership, we have already been shortlisted in the Partner of
the Year category for the Sense Awards.

Zoe Bates, Employment and Benefits Co-ordinator at Sense,
said, "It has been a great privilege to work with Severn Trent,
B and assist them in their learning and training programmes, ;o
specifically working to make them accessible to people with
comptex disabilities. It is an excellent opportunity for both Sense
and Severn Trent to collaborate to improve the employment gap
of people living with comptex disahilities in the local cammunity.”
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NON-FINANCIAL INFORMATION STATEMENT

This section of the strategic report constitutes the non-financial information statement of Severn Trent
- Water Limited, produced to comply with sections-414CA and 414CB of the Companies Act. The -
information listed in the table below is incorporated by cross reference. ‘

"Reporting Requirement

_Policies and standards which govern our approach.

+
B

Additional information -
and risk management

A

Diversity and Inclusion Policy — Wonderfully You

y

L (pages)
STAKEHOLDERS Our Customer Policy outlines how our people are responsible | Stakeholder Engagement,
in ensuring we keep our promises and deliver great customer | pages 79 - 87
service. s.172 Statement, pages
Our Group Data Protection Policy supports our people in | 88-91
protecting our employee and customer data when performing | Key Activities of the
their work and making decisions. Board, pages 112
Our Group Commercial Policy outlines what is expected of
those involved in procurement activities, enabling them to
uphoeld our Values and maintain proper standards of fairness
and integrity in our relationships with all stakeholders.
ENVIRONMENTAL Our Group Environment Policy supports our environmental | Sustainability Framework,
MATTERS plans and our commitment to environmental leadership. It sets | pages 31
out guiding principles of how we as a Group operate to protect | Sustainability Report,
the environment and the commitments our people need to | severntrent.com
consider when performing work activities and when making | Our TCFD Disclosures,
decisions. : ) pages 31-47
Stakeholder Engagement,
pages 79-87
Section 172 Statement, -
pages 88-91
EMPLOYEES Group Health, Safety and Wellbeing Policy — We believe no one | Our People, pages 92 to
should be 96
hurt or made unwell by what we do and this policy outlines | Stakeholder Engagement,
expectations of all employees to ensure we achieve our Goal | pages 79-87 :
Zero. : Gender Pay Gap, page 95
Group Speak Up Policy — Our Values are an essential part of | Culture, page 3
Severn Trent, and we take seriously any reports about illegal | Governance Report,
practices or inappropriate conduct. We encourage our | pages 102 to 127
colleagues to Speak Up if they are worried about wrongdoing | Directors’ Remuneration
affecting our company, customers, colleagues or suppliers. Report, pages 124 to 127
Our Group HR Policy outlines our commitment to maintaining a
work culture that is diverse and inclusive, supportive and
nurturing, and which makes the most of everyone's growth
potential.
RESPECT FOR HUMAN Anti-Slavery and Human Trafficking Statement, available on our | Governance Report,
RIGHTS website pages 102 to 127

ANTI-CORRUPTION
AND BRIBERY

Our Group Financial Crime and Anti-Bribery and Anti-
Corruption Policy outlines acceptable and non-acceptable
behaviours to ensure compliance with anti-bribery and anti-
fraud laws.

Our Group Conflicts of Interest Policy provides guidance
around managing conflicts of interests arising from obligations
pursuant to the CA2006, the 2018 Code and FCA rules and
guidance. : .

Our Group Security Policy aims to minimise the likelihood of a
threat being realised through the use of appropriate security
solutions.

Group Competition and Competitive Information Policy - We
take our position within the market, and our compliance with
competition and antitrust laws, seriously. In everything we do,
we strive to do it with openness, fairness and honesty.

Governance Report,
pages 102 to 127
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SOCIAL MATTERS

¢ Doing the Right Thing, our Code of Conduct, helps us put our
Values into practice and embody the principles by which the
Group operates, and provides a consistent framework for
responsible business practices.

¢ Group Environment Policy

¢ Customer Policy

Sustainability Framework,
page 31

Directors’ Report, pages
128 t0 132

Sustainability Report,
severntrent.com

BUSINESS MODEL

Stakeholder Engagement,
pages 79-87
DESCRIPTION OF Our Approach to Risk,
PRINCIPAL RISKS AND page 58 to 60
IMPACT OF BUSINESS Principal Risks, pages 61
ACTIVITY to 66
Emerging Risks, pages 67
to68
Our Business Model,
page 6
DESCRIPTION OF THE Business Model, page 6

NON-FINANCIAL KEY
PERFORMANCE
INDICATORS

Strategic Report, pages 3
-98

Our Performance and Key
Performance Indicators,
pages 19 to 27

The policies mentioned above form part of Severn Trent's Group policies, which act as the strategic

link between our Purpose and Values 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.

By o.rder of the Board.

ey

Bronagh Kennedy

General Counsel and Company Secretary

14 July 2022
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ST Classification: OFFICIAL COMMERCIAL

Severn Trent Water Limited

Governance report
For the year ended 31 March 2022

CHAIR’S INTRODUCTION TO GOVERNANCE

“‘Behind the 'headline, our Purpose has remained consistent and deeply embedded throughout the
COVID-19 pandemic, enabling us to focus on the long term, whilst adapting to the new world around us
in order to make a positive difference for all of our stakeholders”.

Board focus areas in 2021/22

Scrutinised operational performance at every meeting.

Considered the Company's approach to addressing society’s expectations in relation to river quality.

Reviewed the Group's strategy, five-year plan and budget.

Scrutinised progress against the Board’s objectives and ensured they continued to align with the

Company'’s Purpose and Values.

o Discussed and reviewed regular updates on the Group’s culture and employee engagement,
including satisfying itself that workforce policies and practices were consistent with the Company’s
Values and culture.

e Considered our Affordability Strategy to ensure the Company contlnues fo support our most
vulnerable customers in the post-pandemic environment.

¢ Reviewed the role the Company must play in the Levelling Up agenda, including opportumtles within
under-invested areas of our region.

o Discussed and reviewed regular updates on the Group’s Green Recovery programme and individual
projects.

e Appointed Gillian Sheldon and Tom Delay as Independent Non-Executive Directors and ensured the

Severn Trent Plc Nominations Committee oversaw that effective induction programmes were

designed and delivered.

Read more about the key activities of the Board on page 112.

This year has taught us some valuable lessons and underlined the importance of our Purpose in
everything we do. Our strategy is working and we are confident that we are in a strong position for the
challenges and opportunities ahead. As the effects of the COVID-19 pandemic continue to present
themselves, the Board remains focused on ensuring that Severn Trent is a successful, socially-
purposeful company, making long-term decisions for the benefit of all our stakeholders.

The development of our Board objectives during the year has strengthened our commitment to our
Purpose of ‘taking care of one of life’s essentials’, which comes to life through our Values of Having
Courage, Embracing Curiosity, Showing Care and Taking Pride. Our Values are integral to the way we
behave and the way we do business, in order for us to promote the long-term success of the Company.
The Board spent time considering a number of important strategic topics during the year, and you can
read more about the key activities of the Board on pages 106.

Corporate governance

The Group's long-term success depends on our commitment to exceptional corporate governance

standards, which underpin the confident delivery of everything outlined within this Annual Report.

We do not see governance as something we do because we have to. We see it as something that is

ingrained in the way we behave, how we make decisions, how we run our business and, ultimately, how-

we build trust. The Board is fully committed to open and transparent reporting and we welcome

enhancements to the corporate governance landscape, including any future outcomes from the

Department of Business, Energy and Industrial Strategy (‘BEIS’) consultation on ‘Restoring trust in audit
- and corporate governance’. Two themes in particular remain central to our governance approach

- living our Purpose and culture, and balancing the interests of our stakeholders.
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Living our Purpose and culture

As outlined within my Chair's Statement the opportunlty to meet employees throughout the year has
highlighted the clear sense of Purpose we have at all levels of our organisation — from our frontline
operational teams to the Boardroom. Our Purpose of ‘taking care of one of life’s essentials’, forms the
foundation of our relationships with stakeholders — including our customers, communities, suppliers,
investors, regulators and our people. And this Purpose has remained consistent throughout the COVID-
19 pandemic, enabling us to focus on the long term, whilst adapting to the new world around us, in order
to deliver mutual benefits for our stakeholders. | was fortunate to be able to meet many of our people
this year, and when listening to them, it is clear that they are wholly connected to our Purpose - evident
in the dedication they have shown in delivering for our customers and the loyalty they have shown to
Severn Trent in a challenging labour market.

The Board places great importance on ensuring that our culture is established throughout the Group,
aligned across directorates and demonstrated within teams. Our participation in the Company Forum
(our workforce engagement mechanism), our review of QUEST engagement results, our ‘Ask Our
Board' session and the range of site visits we undertook throughout the year are all crucial to understand
our culture and how this flows through into the essential services we provide, the environment we protect
and the communities we support. Page 102 set out in more detail how our culture is interwoven in all
we do.

In addition, the Board recognises the need to foster an inclusive culture and encourages all colleagues
to bring their whole selves to work, fulfil their potential and perform at their best. The COVID-19
pandemic has shone a light on’issues such as mental health, racial equality and the importance of
maintaining work-life balance.

The Board and Executive Team have applied focus to these topics during the year. This important work
is focused on careers and career progression for colleagues from minority ethnic, LGBTQ+ and disabled
groups and women working in Science, Technology, Engineering and Mathematics (‘STEM’) and
Operational roles. We have also embraced the Government Kickstart Scheme, with ambitious plans to
support 500 unemployed 16 to 24 year-olds into employment with paid work experience and skills
development. The Board enjoyed an engaging and informative visit to the new Severn Trent Academy
in April 2021 to observe the range of programmes available to develop and support our people and
nurture leaders of the future, with a particular focus on careers and career progression, and creating a
working environment where everyone can thrive.

Stakeholders and sustainability

The Board values the insight gained from stakeholder engagement and places significant importance
on maintaining close relationships with stakeholders, taking account of and responding to their views.

| am pleased that following the easing of restrictions, | have been able to meet with our key regulators
over the year, including Ofwat, DWI, CCW, Defra and the EA during the year, and many of our regulators
also attended our Board meetings. We continue to listen to these stakeholders and their insights help
shape our strategy and the decisions we take as a Board. It is not always possible to provide positive
outcomes for all stakeholders and the Board sometimes has to make decisions based on competing
priorities. Our stakeholder engagement processes enable Board members to understand what matters
to stakeholders and carefully consider all the relevant factors and select the course of action that best
leads to the highest standards of business conduct and success of Severn Trent in the long term. Our
approach to Section 172 ('S172’) of the Companies Act 2006 is set out on pages 88 to 91 and provides
examples of decisions taken by the Board and how stakeholder views and inputs as well as other S172
considerations have been taken into account in its decision making.

During the year, | have also enjoyed meeting customers and individuals from our local communities who
undoubtedly share our views on prominent sustainability topics such as the environment, river quality,
Levelling Up and affordability.
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The Board is responsible for overseeing the delivery of the Group’s Sustainability Framework and, as
such, sustainability is a key theme of Board and Committee discussions. The role and responsibilities
of the Board and each of its Committees in relation to sustainability is set out within our dedicated
Sustainability Governance Framework on page 31. ‘

Our bold sustainability ambitions are deeply rooted and owned across the whole of the Company and
placed right at the heart of our governance. We strive for excellence in these areas and we welcome
collaboration with our employees, suppliers, customers and external partners to learn from each other
and achieve our ambitions in an efficient and effective way. Our partnership with the Birmingham 2022
Commonwealth Games is one example, as is the work we are continuing to undertake in relation to river
quality.

The Board '

My ongoing focus is -to maintain a strong, value-adding Board, with a diverse range of professional
backgrounds, skills and perspectives. Angela Strank retired from the Board on 31 March 2022, having
served on the Board for over eight years. On behalf of the Board, | would like to thank Angela for her
service to Severn Trent and her valuable contribution to the Board’s work, and also in her capacity as
the Chair of our Corporate Sustainability Committee.

We continued to make good progress with succession planning and the evolution of the Board and its
Committees this year, and were delighted that Gillian Sheldon and Tom Delay joined the Board in
November 2021 and January 2022 respectively. Their extensive induction programmes are underway
and further detail can be found on pages 121 to 123. Diversity remains a key consideration in our
succession planning and whilst our female representation on the Board dropped following Angela
Strank’s retirement from the Board in March 2022, we still exceed our Board Diversity Policy target of
40% female Board Directors. Further detail on Board changes made during the year and Board diversity
can be found in our Severn Trent Plc Nominations Committee Report.

The Severn Trent Pic Nominations Committee also considers succession planning for the Executive
Commiittee and other key roles within-the senior leadership team, as well as initiatives underway to
develop talent internally. The Group has robust succession plans in place, with credible succession
plans in place for all key roles. Our annual Board Effectiveness evaluation concluded that the Board
continues to operate effectively. You can read more about the process and outcomes of this year’s
evaluation on pages 118 to 120. '

Looking forward .

Throughout its discussions this year, the Board has spent a significant amount of time considering the
important role the Company must play to thrive in the post-pandemic economic recovery. As a Board,
our overarching objective is to ensure that Severn Trent remains a successful, socially purposeful
company, making decisions for the benefit of all our stakeholders and promoting the long-term success
of the Company. | would like to thank all of our stakeholders again this year — our customers,
communities, shareholders, my fellow Board members and, of course, our inspiring colleagues, who
continue to show unfaltering commitment to fulfil our Purpose of ‘taking care of one of life’s essentials’
for our customers and the communities we serve.

Christine Hodgson
Chair
14 July 2022
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CHAIR'S INTRODUCTION TO GOVERNANCE CONTINUED

CULTURE

Playing a Leading Role
We are committed to
taking a leading role to
protect our planet and
act as aleader in
combating climate
change in our industry.
We are pioneering
inngvation on net zero,
playing our partin the
UK’s Levelling Up
agenda and operating
within a strong

Delivering Our Purpose ny.you'c. ) governance framework.
Our ctear sociat Purpose p&ompa Yy aan trygy

is underpinned by our

strong Yalues and borne

out in our culture which

governs how we think
and behave, from
fostering a diverse
and inclusive working
environment to
rewarding ali of

our people fairly.

Living Our Values

Our people are
fundamental to taking
care of one of life’s
essentials and we
believe our culture is
what makes us spacial.
Wa sirive towark

“na people to%
Wil 7
Q@‘ D

@ Having Courage
(),Embracing Curlosity

Customers and
Communities at the
Reart

Our customers and
communities are at the
heart of everythingwe -
do and our colleagues’
passion and
commitment shine
throughin everything
they do. We create and
foster an environment
where everyone can feel
comfortable bringing
their whole setves
towork.

togeiher as one . Q) Taking Pride
community - a community R @ Showing Care

which supports each
other to succeed,
recognises and rewards
each other’s contribution
and lisiens and talks to
each other.

Our people are fundamental to our success and critical to us being a company you can trust. Our people
have told us that they work best together, in an environment of collaboration and innovation. Our culture
of empowerment 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 a
truly awesome place to work. This is borne out by our excellent engagement score of 8.2 out of 10,
putting us in the top 10% of utility companies globally. '

“Our Values 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 — 24 hours a day, 365 days a year — as they work determinedly
to deliver our essential service. This is evident in the dedication they show in delivering for our customers
and communities. Our people are also supported by the systems and processes we have in place that
enable us to deliver consistently outstanding operational performance. This consistency has created
capacity for our talented people to do even more to make a positive difference for all of our stakeholders.
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Our unique footprint connects the interests of our stakeholders — with many shareholders also being our
customers, employees and pensioners — and this is evident in our bold ambitions to support the
Government’s Levelling Up agenda through our Green Recovery, affordability and employability
initiatives. The role we can play in the UK’s post-pandemic recovery presents an exciting opportunity to
accelerate the pace on these really fundamental topics. We are not at all complacent in this endeavour,
and many lessons will be learned and shared with others along the way, but through being

bold and taking action on the fundamental issues our customers and communities care about, we will
play our part in society and, in doing so, support the creation of long-term value for the mutual benefit
of our shareholders, employees, customers and communmes we serve. You can read more in the Our
People section on pages 92 to 96. :

The Board understands the ir_nportarice of collectively setting the right tone from the top, with each
Director leading by example to promote a culture of inclusivity. Great emphasis is placed by the Board
on ensuring that our unigue culture is aligned to the Purpose, Values and strategy that it has established,
and as such, one of the Board’s key focus areas is to monitor and assess the culture across the Group.

How we engage with colleagues to monitor and assess culture

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 employees throughout the Group and listening to feedback from our stakeholders.

We believe that our strong culture is a unique strength and we see the benefits in employee
engagement, retention and productivity. The Board places great importance on employee engagement
and regularly reviews its approach to engaging with the workforce, taking into account the provisions of
the 2018 UK Corporate Governance Code (the ‘2018 Code’).
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Ask Our Board

As part of its response to COVID-19, the Board enhanced the already significant dialogue

it has with the workforce through the introduction of a virtual employee engagement event,
‘Ask Qur Board', where employees are invited to pose questions to the Board in a live Q&A
environment, without management present or scripted briefings, in order that the Board can
listen to the views of the workforce first-hand. As a result of the positive feedback from our
employees, the ‘Ask Our Board” event has become part of the Board's ongoing engagement
activity to ensure a direct dialogue with the workforce across the Group. The most recent
event in May 2022 saw over 140 colleagues dial in, and feedback from the Board and employees
was very positive. Questions included performance highlights over the year, our partnership
with the Commonwealth Games, innovation, river quality and affordability initiatives.

QUEST

During the year, the Board has focused on
deepening its understanding of the Group's
culture even further, through a dedicated
Employee Voice session in November 2021.
The sessionwas centred on the results of
our employee survey, QUEST, and other
relevant data. The Board considered the
positive and more challenging aspecis
revealed by the survey and discussed the
Company’s approach to addressing areas of
employee focus. The annual QUEST survey
was held in November 2021, and an interim
survey was held again thisyear [ahead of the
November survey taking placel. The Board
takes seriously the results and comments
that arise from these surveys anditis a
main focus of the Board to make sure that
management implements any required
interventions in a timely manner. The Board
was delighted that our strong employee
engagement score was maintained again
this year, with an average score of 8.2 [out

of 10).

Company Forum

The Board's selected workforce
engagement mechanism, our Company
Forum, met in person and virtually during
the year. The Company Ferum provides an
opportunity for employee and Trade Union
employee representatives to meet with
Board members on a regular basis. It
ensures that views from a diverse cross
section of the workforce - in terms of
seniority, gender, ethnicity, tenure of
employment and job types - are considered
in Board discussion and decision making,
and each meeting generates wide-ranging
exchanges of opinion and insights.

Members of the Board and Executive
Committee attend the Severn Trent
Company Forum on a rotational basis, so
each Director receives the opportunity to
listen directly to what employees have to say
and for our employees to hear about matters
that the Board is reviewing and considering.

Diversity and inclusion

working groups

The Board recognises the importance of
ensuring that the Severn Trent culture
positively celebrates diversity and inclusion,
truly embracing individuals’ contributions,
no matter what their age, gender, race,
ethnicity, disability, sexual erientation,
sacial background, religion or belief. The
Board was delighted that Severn Trent
was recognised as the top FTSE100 utility
company for both representation of women
on the Board and combined Executive
Committee and direct reparts in the FTSE
Women Leaders Review 2022

Board members are looking forward to
attending meetings of the four active
emplayee advisory groups - LOBTQ+,
Ethnicity, Disability and Women in
STEM and Ops roles - over the next
twelve months to hear directly about
the progress made against the action
plans across the business.

Site visits

In addition to the reqgular programme of Board
meetings held at operational sites, a number of site
visits were undertaken by Board members this year.
Such visits enable the Board to understand the culture
of the Group and assist with measuring progress
against the Group’s Peaple Strategy, which focuses on
employee health and wellbeing, diversity and inclusion,
and talent development. Site visits also allow the
Board to observe the Group’s operations in action and
reinforce their knowledge. Locations of sitesvisited

by Board during the year are set out on the map.
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1. ST Searches,
Nottingham

2. Meriden Reservoir
3. Eathorpe

4. Shustoke

5. Draycote

6. Lake Vyrowy

7. Derby

8. Finham

9. Minworth

10. Hartshilt, Nuneaton
11. Spernat, Redditch
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GOVERNANCE ATA GLANCE :

GOVERNANCE AT A GLANCE
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Major Board Decisions

- River Ouality Action Plan - and incorporation of River Pledges
into the Group’s all-employee bonus scheme.

Affordability Sirategy and Societal Strategy.

Strategic Resource Oplions for submission to Ofwal.

Green Recovery financing.

Governance improvements
- Development of our Governance Strategy.

- Updaled and approved the Board Commitlee Terms of Reference
and Charter of Expectations to explicitly require consideration af
stakeholders and wider societal expectations.

Board changes

~ The Doard spent a signilicant amount of time considering
succession planning during the year, in relation to both
Board and Committee membership.
Gillian Shetdon joined the Board as an Independent
Non-Executive Director on 1 November 2021.

Tom Delay joined the Board as an tndependent
Non-Execulive Director on 1 January 2022.

Board CPD Sessions and
Deep Dive Topics 2021/22

April 2021

May 2021

Juty 2021

September 2021

October 2021

Board and Committea maatings.

Board and Committes mastings

Board

Board and

00000
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BOARD OF DIRECTORS

We have a strong, value-adding 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 ensuring the continued long-term success
of the Company. Integrity 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 on all
stakeholders. Succession planning during the year has complemented the existing composition of
the Board, with an emphasis on sustainability and strategic corporate finance experience to ensure
that we continue to build upon the excellent progress we have made in dehvenng for all of our
stakeholders.

Sharmita Nebhrajani was

Auditand Corporate

Dirsctor Position Board Risk inabili v o i Cams:‘::: unable to attend the November
Christine Hod Chair Vil = o 75 Ve = and December 2021 Board.

- - and Committee maatings due
Liv Garfietd Chief Exacutive Lk = d = d = w illness and extended
James Bowling Chiaf Financial Officer n - - - - - hospitali .
Kevin B Senior Independertt Nor-Executiva Director Y/ mn - 5 6 85 Angela Suank was unable
John Coghlan Independent Non-Executive Director n i - 8/5 - 8/5 t© agnend 3 Ramuneration
Tom Delay Indapendent Non-Executive Director _ - n 71 - - o . ina due to
Sharmila Nebhrajani' |ndepandent Non-Executive Director &7 8/7 k73 &5 Y/K) - along-standing pe:sunal
Philip R Indapendant Non-Executive Director mn Y1l - 55 &6 55 commitment. Angela was
GilllanSheldon Indapendant Non- Executive Director ¥3 i1 - n - 22 provided with all relevant
AngelaStrank® Independent Non-Executiva Director n - &4 85 V6 - papers and provided commants
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GOVERNANCE FRAMEWORK

We pride ourselves on having a high-functioning, well-compased, independent and dverse Board and being transparent in alt thatwe do.
Maintaining the highest standards of governance is integral to the successful delivery of aur strategy. Qur Governance Framework ensures
that the Board is effective in both making decisions and maintaining aversight, whilst atso adhering to our 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 created and preserved for the mutual benefit of our sharaholders, 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.

" INFORMING : 1
¥ REPORTING
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CORPORATE GOVERNANCE STATEMENT
Board leadership and company purpose
An effective Board

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.

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 in a
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.

The requirements of the Board are clearly documented in the Severn Trent Water Limited Articles
of Association, Charter of Expectations and Schedule of Matters Reserved to the Board. The
Board reviewed and approved the Schedule of Matters Reserved to the Board in March 2022. All
of these documents are available on the Severn Trent Pic website.

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 Directors have direct access to senior management at all times. Informal as
well as formal contact with the wider business is encouraged to develop a deeper understanding
of Severn Trent's operations and requests for further information are welcomed. This broadens
the Non-Executive Directors’ sources of information and enables them to consider the wider
impact of any Board decisions on stakeholders more broadly. The effectiveness of the Board is
reviewed at least annually and conducted according to the guidance set out in 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.

Strategy

-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. As well as
standing strategic items at every Board meeting, the Board also holds a dedicated strategy
meeting with the Executive Committee to help consider the strategic direction of the Company for -
the short, 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 2022. The performance review of the Company can be found within the
Strategic Report. This provides detailed information relating to the Group, its business model and
strategy, the operation of its businesses, future developments and the results and financial
position for the year ended 31 March 2022.
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Stakeholder engagement

Stakeholder engagement is central to our strategy. Our dedicated Stakeholder Engagement and
S172 statements on pages 88 to 91 respectively set out how the Board engages with and
balances the interests of stakeholders. A detailed overview of the Board's engagement with the
workforce is set out on pages 83 to 84.

Annual Report : '

Our Annual Report is available to all shareholders and we aim to make our Annual Report as
accessible as possible. Shareholders can opt to receive a hard copy in the post, a PDF copy via
email or download a copy from our website. Please contact the Company Secretary to request a

copy. .
§
Corporate website
We continually monitor our website, severntrent.com, to ensure it is user-friendly 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, results
presentations (including webcasts)} and an investor news section containing information which
may be of interest to our shareholders.
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KEY ACTIVITIES OF THE BOARD IN 2021/22
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'DIVISION OF RESPONSIBILITIES

As at the date of this report, our Board comprised the Chair, six Independent Non-Executive
Directors and two Executive Directors. There is clear division between Executive and Non-
Executive responsibilities which ensures accountability and oversight. The roles of Chair and
Chief Executive are separately held and their responsibilities are well-defined, set out in writing
and regularly reviewed by the Board. The Chair and the other Non-Executive Directors meet
routinely without the Executive Directors, and individual Directors meet often outside formal
Board meetings in order to gain first-hand experience of our operations and engage with our
workforce. The Executive Directors meet weekly as part of the Executive Committee to attend to
‘the ongoing management of the Group. Any significant operational and market matters are
communicated to the Non-Executive Directors on a timely basis outside of Board meetings. The
Board is supported by the Company Secretary, to whom all Directors have access for advice and

corporate governance services.

NON-EXECUTIVE DIRECTORS

Chair
Christine Hodgson

Leads our unified Board and is responsible

for its effectiveness.

Fosters a culture of inclusivity and
transparency by demonstrating the
Company's Values, estattishing the

right tone from the top’.

- Sets agendas and ensures timely dissemination
of information to the Board, to support

sound decision making and allow for
construcive discussion, challenge and debate,
in consultationwith the CEO, CFO and
Company Secretary.

Responsible for scs ing the performance
of the Executive Committee and overseeing the
annual Board Effectivaness evaluation process.
Facilitates contribution from all Directors and
ensures that effective relationships exist
between them.

- Ensures that the views of all stakeholders are
understood and considered 2ppropriately in
Board discussion and decision making.
Responsible for the compositien and evalution
of the Board, together with the N

Coemmittee and SID.

EXECUTIVE DIRECTORS

Senior Independent
Non-Executive Director ('SID’)
Kevin Beeston

tn addition to his responsibilities as a Non-Executive
" Director, the SID also carries out the following duties:

- Supports the Chair in the delivery of their
objectives.

- Acts as an alternative contact for sharehelders

should they have a concern that is unresotved
by the Chair, CEO or CFO.

- Leads the appraisal of the Chair’s performance
with the Non-Executive Directors.

-+ - Undertakes a key role in succession planning

far the Board, tagetherwith the Board

Committees, Chair and Non-Execulive Directors.

Independent Non-Executive Directors
John Coghtan, Tom Delay, Sharmila
Nebhrajani, Philip Remnant,

" Giltian Shetdon

Promote high standards of integrity

and corporate governance, and uphold

the cultural tone of the Company.
Constiuctively challenge and assist

in the developmant of strategy.

Monitor the delivery of strategy by the
Executive Committee within the risk

and control framework set by the Beard.
Satisfy themselves that internal controls

are rabust and that the external audit

is undertaken prapertly.

£ngage with internal and external stakehalders
and feedback insights to the Board, including
in relaticn to employees and the culture of
the Company.

Have a key role in succession planning for the
Board, together with the Board Committees,
Chair and SID.

Serve envaricus Cammittees of the Board.

Chief Executive {"CEQ’)
Liv Garfield

- Represents Severn Trent externaltly to all stakeholders, including ‘-

S, € s, suppli

s and the communities

the Government, regul
we serve.

Séts the cultural tene of the organisation.

- Facilitates a strong link between the business and the Board to support

effective communication.

Develops and implements the Group’s strategy, as approved by the Board. -

Chief Financial Officer {'CFO’}

James Bowling

strategic objectives.

Manages the Group's finandal affairs.
- Supports the CEQ in the implementation and achievement of the Group’s

Oversees Severn Trent's relationships with the investment community.

- Represents Severn Trent exiernally to all stakeholders, induding the

Gaovernment and regutators, ¢
Company’s defined benefit pension sch

s, Pension Tr for the
. lenders, suppliers and the

Responsible for overall delivery of commerdal objectives of the Group. communities we serve.
Proenotes and conducts Group affairs with the highest standards of integrity,
probity and corporate governance, in line with our Strategic Framework and

Values.

COMPANY SECRETARY

Bronagh Kennedy

Ensures sound information flows to the Board in order for the Board to
function effectively and efficiently.

Advises and keeps the Board updated on Listing and Transparency Rule
requirements and on best practice corporate governance developments.
Facilitates a comprehensive inductlion for hewly appointed Directors,
tailored to their individual requirements.

- Ensures compliance with Beard procedures and provides support to
the Chair.

- Co-ordinates the effectiveness evatuation of the Board in conjunction
with the Chair.

- Provides advice and services to the Board.
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Board independence

The independence of our Non-Executive Directors is formally reviewed annually by the Severn
Trent Plc Nominations Committee, and as part of the Board Effectiveness evaluation. Particular
focus is applied to the Directors who have served over six years on the Board. 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
continue to demonstrate independence. In accordance with the 2018 Code, all Directors will retire
at this year's AGM and 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. Our Board
and its Committees consider potential conflicts at the outset of every meeting and the Board
formally reviews the authorisation 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 actual 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 to 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 order to satisfy ourselves that any additional 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 the shareholder. advisory groups’ individual guidance on ‘overboarding’. These
requirements impose a limit on the number of directorships both Executive and independent Non-
Executive Directors are permitted to hold. Our Independent Non-Executive Directors commit
sufficient time to discharging their responsibilities as Directors of Severn Trent in line with the
requirements set out in our Charter of Expectations. Details of the Directors’ external
directorships can be found in their biographies on page 108.

Before committing to an additional appointment, Directors confirm the existence of any potential
or actual conflicts; that the role will not breach their overboarding limit; and provide the necessary
assurance that the appointment will not adversely impact their ability to continue to fulfil their role
as a Director. Directors are required to obtain formal approval from the Board ahead of '
undertaking any new external appointments.

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.
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Executive Committee , 4 ‘ -
: Liv Garfiatd, GV Executives-serving for part of the year

BA {Hans)
Chief Executive T Andy Smith Andy retiredin
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. ®
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Board composition - -

As at the date of this report, our Board comprised the Chair (who was independent on
appointment), six Independent Non-Executive Directors and two Executive Directors. The details
of their career backgrounds, relevant skills, Committee membership, tenure and external
appointments can be found within their individual biographies on page 108. Further detail on the
role of the Chair and members of the Board can be found on page 113.

The Chair, Senior Independent Director and Non-Executive Directors are appointed for a three-
year term, subject to annual re-election by shareholders following consideration of the annual
Board Effectiveness evaluation outputs. This term can be renewed by mutual agreement, up to a
maximum total tenure of nine years. 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 Severn Trent Plc website. Any new appointments to the Board result from a
formal, rigorous and transparent procedure, responsibility for which is delegated to the
Nominations Committee (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 succession 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 Severn Trent Plc Nominations Committee can be found
within the Severn Trent Plc Annual Report and Accounts 2021/22.

Our internal processes

The environment 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. Our Board Effectiveness process includes
training discussions with the 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 economic and political environment and environmental, sustainability,
technological and social considerations. Our Company Secretary also provides regular updates
to the Board and its Committees on regulatory and corporate governance matters.

The aim of the training sessions is to continually 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 below Executive Committee level and gain further direct insight into our
businesses and management capability. During the year, the Board took part in a number of CPD
and deep dive sessions, details of which can be found on page 106.

Directors’ resources

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 CPD
content, a Results Centre and Investor Relations section, and briefihgs on Board training session
topics. It also contains a further reading section which covers updates and guidance on changes
to legislation and corporate governance best practice.
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Directors’ skills and experiences

An effective Board requires the right mix of skills and experience. Our Board is a dlverse and
effective team focused on promoting the long-term success of the Group. The Board skills matrix
below details some of the key skills and experience that our Board has identified as particularly
valuable to the effective oversight of the Company and execution of our strategy. The Board skills
matrix is reviewed at least annually.

Board skills matrix

Strategic outcomes

@ A company you can trust o A service for everyone o Water always there
@A positive difference An outstanding experience @ Waste water safely taken away

o Lowest possible bills : . @ Good to drink @ A thriving environment

Skills - mapped to strategic outcomes
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UK Corporate Governance Code Compliance Statement

The membership of the Board of Severn Trent Water Limited is the same as that as the listed
Company, Severn Trent Plc. This structure was implemented in 2007 to make sure that the
highest standards of corporate governance are applied at the regulated subsidiary level and to
foster greater visibility and supervision by the Severn Trent Plc Board.

As a listed company, Severn Trent Plc has applied the provisions of the UK Corporate
Governance Code (the ‘2018 Code’), for the year ended 31 March 2021. As Severn Trent Water
Limited is not a listed company it is not required to comply with the 2018 Code. Severn Trent
Water Limited complies with the 2018 Code. In respect of the Audit and Risk, Remuneration and
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Nomination Committees, the Severn Trent Plc Board Committees operate on behalf of Severn
Trent Water Limited. :

Further information in reéspect of the Audit and Risk and Nomination Committees can be found in. :
the Severn Trent Plc Annual Report and Accounts. ‘

Severn Trent Water Limited also complies with Ofwat’s Principles of board leadership,
transparency and governance, to ensure the highest standards of governance. We are satisfied
that current practices and the application of the 2018 Code at both holding company and
regulated company levels are entirely consistent with Ofwat principles.

The Code is available on the Financial Reporting Council's (FRC) website (www.frc.org.uk).

For the whole of the financial year ended 31 March 2021, Severn Trent Water Limited was
“comipliant with the 2018 Code, with the following exceptions:

1. Audit Committee and Remuneration Committee at Company level
The Remuneration Committee and Audit Committee at Severn Trent Plc Group level operates on
behalf of the Company; and '

2. Provisions relating to relations with shareholders’
The Company does not comply with the provisions relating to Relations with Shareholders which
~ covers dialogue with Shareholders and Constructive use of the AGM, as it would not be
appropriate to do so. However, Severn Trent Plc does fully comply with these requirements.

Board 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. This year,
the review was facilitated internally by the Company Secretary, who is well placed as an
independent sounding board to the process. Meetings took place during January, February and
March 2022, and key themes were shared with the Board and Nominations Committee along with
a 2022 action plan. :

An externally facilitated evaluation was conducted by Independent Board Evaluation (‘IBE’) in
2020/21 and the next externally facilitated evaluation will be scheduled in accordance with the
2018 Code provision that the Company should undertake an externally facilitated Board
effectiveness evaluation at least every three years.
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2020/21 EXTERNAL EVALUATION

facilitated review, as detailed below.

The evaluation concluded that excellent progress had been made in respect of areas for further focus identified in the 2020/21 externally

Board composition and succession pl

RECOMMENDATION PROGRESS

Focus should be applied to future changes
to Board membership, including the loss of
experience and knowledge of the business,
in the context of Non-Executive Director tenure.

One of the key activities for the Board and Nominations Committae during theyear was
the Committee’s ptans for the evolution of the Board. An independent search tirm was
appainted to hetp with this over the next two to three years and two candidates were
identified as preferred candidaies for new Non-Executive Director appointments.

{twas recommended that Gillian Sheldon and Tom Delay were invited to join the Board,
with effect from 1 November 2021 and 1 January 2022 respectively, and become
members of the Group's Board Committees with effect from 1 January 2022 as fellows:

Gillian Sheldon

- Audit and Risk Committee;

-~ Nominations Committee; and
- Treasury Committee. -

Tom Delay

- Corporate Sustainability
Committee; and
Nominations Committee.

Following the Ofwat interview process, both appointments were announced on
1 November 2021.

To bolster succession planning for the Remuneration Committee, Sharmila Nebhrajani
was appointed to serve on the Remuneration Committee with effect from 16 September 2021.

Induction programmes were considered to be
excellent and should continue to be tailored to
individuat Board members, with consideration
given to establishing a Board ‘buddy’ scheme.

A Board ‘buddy’ scheme has been introduced for new Board appoi S 10 comp
the Group's extensive induction approach. The Board buddy arrangements for the most
recent appointments were as follows:

- Gillian Sheldon - Kevin Beeston
- Tom Delay - John Coghtan

Both Gillian and Tom have reported that the scheme has formed a valuable part of
their inductions.

Board agenda and focus

Consideration should be given to agreeing a set
of Board objectives and actions for prioritisation
each year to inform the Board agenda.

A set of Board objectives and actions were developed by the Board and agreed in
April 2021, and the Board has received progress updatas on a six monthly basis.

At its meetings in March and April 2022, the Board reviewed and agreed its Board
objectives for 2022/23.

Alongside the excellent written reports provided
to the Board by each of its Committees,
consideration should be given to tabling a report
from the Company Forum, the Company's
selected workforce engagement mechanism.

Written reports from Company Forum meetings are now tabled at all subsequent Board
meetings and the Board members who attended provide oral feedback to add further
context and colour to the discussions that took place at the meaetings.

Governance enhancements

Align membership of the Treasury Committee
and Corporate Sustainability Committee to
that of other Board Committees, comprising
Non-Executive Directors only.

In line with the recommendations of the Board Effectiveness evaluation, the Board
refreshed the membership of the Treasury and Corporate Sustainability Committees
in 2020/21, so that the membership of both Committees comprises Non-Executive
Directors only.

Notwithstanding the excellent informal
interaction between the Board and its
Committaes throughout the COVID-19 pandemic,
consider holding additional private sessions
[without management present) for the Board
and its Committees during the year.

Private sessions are now held at all Board and Committee meetings at the discretion
of the relevant Chair. -
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2021/22 INTERNAL EVALUATION

An outline of the process followed for this year's review and the minor areas for further development of the Board's effectiveness are detailed below.

Step One
2021/22 Process
Planning

The Company Secretary
undertook a detailed review
of the Board Effectiveness
evaluation process in
2020/21 and used this to

Step Two
One-to-One
Meetings

Board members participated

in comprehensive one-to-one
meetings with the Company
Secretary, with additional

input from the Chair and Senior
Independent Director. Separate
discussions were held to consider
the effectiveness of the CEQ,

led by the Chair. The Chair’s
performance evaluation was

led by the Senior Independent
Director. Discussions to consider
the effectiveness of Board
Committees were led by the
respective Committee Chairs.

->

develop the approach for
2021/22, incorporating
recommendations

from the 2018 Code, Parker
Review and FRC Guidance
on Board Effectiveness.

Board agenda

->

Step Three
Evaluation
and Reporting

The Company Secretary
compiled the individual
responses, including analysis fully considered when

of themes and proposed actions.  making recommendations

A detailed report, setting out -> in respect of the appointment
the findings of the evaluation, and reappointment of

was provided to the Chair for individual Directors and
consideration. The Company included an assessment
Secratary and Chair met to of their independence,
discuss the findings, with the time commitment and
resulting report being tabled individual performance.

to the Nominations Committee

and Board in April 2022.

Step Four
Agree Actions and
Monitor Progress

The findings of the
evaluation exercise were

Notwithstanding the well-structured sgendss which comprise an optimal mix
of strategic and operational items. more oppartunity could be atforded to
allow the Board te 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 Board 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 are appropriately
scheduled for discussion at fulure Board meetings.

In addition to the informative oral reports provided to the Board by the Chair
on her meetings with shareholders, consideration should be given to include
dedicated time on the agenda for all Directors to provide feedback on

g nt with stakeholders,

A standing item has been added to the Board agenda to allow Directors to
provide individual feedback on their nt activity with all stakeholders.

34¢8

Engagement outside meetings

Non-Executive Directors should continue to be invited to additional site visits
outside the Board meeting rhythm to 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 have been scheduled for the upcoming
year. covering the full range of the Group's operations.

‘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.

- | Treasury-related topics and other technical matters.

has been devel

| ‘teach in’

A programme of ped, including

Board Committees

Nominations Committee - consideration should be given as to whether the
Committee’s remit should be expanded to cover wider talent development,
below Executive Committee level.

The Committee’s remit will be considered during its next review of its
Terms of Reference, which will be undertaken no later than March 2023.

Remuneration Committee - consideration should be given as towhether there
should be an additional Non-Executive Director on the Committee.

As part of its ongoing succession planning activity, the Boardwill
continue to consider the composition of all Committees, including
that of the Remuneration Committee.

Evaluation findings

The key theme highlighted in the 2021/22 evaluation was positive Board discussion dynamics. It
was noted that all Directors fostered a culture of open, constructive debate, undertaken by a
respectful and cohesive, and appropriately challenging Board.

The evaluation also concluded that the Board, its Committee Chairs and Committees were
effective and that all Directors were considered to have demonstrated considerable commitment
and time to their roles, well in excess of that required by the Charter of Expectations
notwithstanding any other positions held by them outside of Severn Trent.
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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 linkages are in place
between the Committees and the Board as a whole, not least as it is impracticable for all
Independent Non-Executive Directors to be members of all of the Committees. Mechanisms are
in place to facilitate these linkages, including ensuring that there are no gaps or unnecessary
duplications between the remit of each Committee and overlapping membership between Board
Committees where necessary. The Board also receives a written summary of each of the
Committee’s meetings and oral updates at the Board, where appropriate. Overall, Board
members are fully satisfied that the governance and controls in place are working well and give
the Board the visibility it needs to carry out its oversight duties.

Chair's performance

~ The Senior Independent Director, Kevin Beeston, carried out a review of the performance of the
Chair which included meeting with the Non-Executive Directors without the Chair being present.
The consolidated feedback, which was wholly positive in nature, was discussed with Christine
Hodgson.

External appointments

As part of the evaluation, full consideration was given to the number of external positions held by
the Non-Executive Directors. Directors’ other appointments were reviewed, including the time
commitment required for each. The Severn Trent Plc Nominations Committee did not identify any
instances of overboarding and confirms that all individual Directors have sufficient time to commit
to their appointment as Directors of Severn Trent Plc and Severn Trent Water Limited. Approvals
were sought 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 and
Severn Trent Water Limited before consent was granted. The full list of external appointments
held by our Directors can be found in their biographies on page 108. All of our Non-Executive
Directors are considered to be independent.

Induction

We develop a detailed, tailored induction for each new Non-Executive Director. This includes
one-to-one meetings with the Chair and each of the existing Non-Executive Directors. One-to-one
meetings are also arranged with the CEO, CFO and the Company Secretary, along with other
members of the Executive Committee. 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 water businesses and have a chance to experience our unique culture in
person. We provide briefings on the key duties of being a Director of a regulated water company
and proposed appointees meet with Ofwat as part of the appointment process.

We enhance the Board's induction programme in light of feedback from new Directors and the
Board Effectiveness evaluation, for example, the recent introduction of the Board buddy scheme.

Gillian Sheldon and Tom Delay’s inductions -

The Board welcomed both Gillian Sheldon and Tom Delay during the year, and their extensive
induction programmes covered a range of areas across the business, including governance,
stakeholder engagement and the environment. The sessions were a mix of virtual and physical
meetings, and both Gillian and Tom visited a number of our operational sites.
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The main focus for both Gillian and Tom’s inductions was on matters pertinent to their roles on
the Board Committees. For Gillian, this included receiving an overview of the current risks faced
by the Group, the regulatory finance model, and our risk management framework and internal
control processes in relation to her role on the Audit and Risk Committee, and an overview of the
Group’s AMP7 funding strategy in relation to her role on the Treasury Committee..For Tom, firstly
as a member and then as Chair of the Corporate Sustainability Committee, this included a series
of deep dives of the Group’s Sustainability Strategy and net-zero commitments. A summary of
both Gillian and Tom'’s key induction visits and events is set out on page 123.
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| INTRODUCTORY;MEETINGS ]
Sessions held in the first individual one-to-ones Overview C ittes specific »
few days and weeks to Indivstual meetings with - Water company background Gillkanand Tom took partin dedicated sessions
re that n H Non-Executive Qirectors - Political landscape that covered topics which directly redate to their
ensure tha ew Directors and Executive Commitiee - Economic regulation Committee membarships.
are able to gainareal members. - Regulation by Ofwat and the seting of
understanding of our revenue allowance and price controls | Gittias Tom
: - Governance Framework Auditand Risk Commirtee  Corparata Sustainabili
Purpose, th’e environment - Compliance and assurance orocesses | _ ERM processandoutputs  Committee iy
we operate in and our core - Riskmanagament - Regulatory finance model - Sustaenability framework
business activities - Network controt - iniernak control processes - Nes-zero commitmens
" - Vater and wastewater treatmant Treasury € i
- River quality o ee
- Bioresources - AMPT7 funding strategy
. Complemented by
spscnc DEEP,DIVE SESSIONS ' ' ' o J
Deep dive sessions enable Sustainability Busi Customer Retail | HR Chief Engineer Dams and
Directors to ex plO rein Services and Technology Reservoirs
detail the areas of focus for | Overview ofour ‘Outline of the Summary of our Overview of our Reainforcement of Outtine of the
| sustainability non-regulated wide-ranging People Strategy, our robusthealth, management
the (?roup over the short to fr rk busi in customerbaseand | diversityand safety, secority and | approach taken
medium term. and how each the Group and how we can best inclusion ambitions | wellbeing agenda, to ensyre that the
suswinabitity the differant delwver for them, and support of alongside asset Group complies
pillar is embedded takehold including our employability strategy planning with all situtery
into the Group’s groups that Aftordability ‘schemes suchas and & » requi n
culiure. are linked to Sirategyandusing | the Kickstartand projects. relation toour
this activity. technology to make | #10000Blackinterns assat base.
it easierfor Programmss. Asitevisittoa
customers w getin rasacvolr has been
touchwith us. arranged so that the
O&rectors cansee
first-hand the
processes and
procadures in place.

\)

Knowledge reinforced by

SITEVISITS

Site visits allow Directors Spernal Sewage Works Finham Treatment Works
o observe the Group's Demonstration of the sewerage network and the stages of Ovarview of the Thermal Hydroysis Process [ THP] which uses

H H H the wastewatar tr procass, alongside a presentation anaerobic dsgestion to treat sewage studge bedoreit ks recycled
operations in action ar_‘d atour Resource Recovery and innovation Centre, where we as fertiliser for agriaArat and. The THP plant was instatled
meet colleagues to gain seek to address future chatlenges and achyeve our ambitions, alangside a gas-to-grid plant as part of an ambitiows capitat
further insight into particularly in relation to carbon reduction initiatives and investment to drive etficiency and increase energy self-generation,
our culture ’ proactive pollution avoidance.
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Directors’ Remuneration Report

The Executive Directors of Severn Trent Water Limited mirror those of Severn Trent Plc and,
consequently it is not possible to separate the remuneration received solely for their services to
Severn Trent Water Limited. Therefore, the Remuneration Report that follows is a summary of the
Remuneration Report found in the Severn Trent Pic Annual Report and Accounts which is available
on the Severn Trent Plc website.

The Severn Trent Plc Remuneration Committee (the ‘Committee’) sets the Remuneration Policy

(the ‘Policy’) for Executive Directors and other senior executive managers, taking into account the

Company’s strategic objectives over the short and long term and the external market. At the 2021

AGM held on 8 July 2021 we received overwhelming shareholder support for the new Policy, with

99.66% approval. The full Policy can be found on the Severn Trent-Plc website and on pages 145
* to 153 of the 2021 Directors’ Remuneration Report.

The -Committee addresses the need to balance risk and reward. The Committee monitors the
variable pay arrangements to take account of risk levels, ensuring an emphasis on long term and
sustainable performance. The Committee believes that the incentive schemes are appropriately
managed, and that the choice of performance measures and targets does not encourage undue
risk taking by the Executives, so that the long-term performance of the business is not compromised
by the pursuit of short-term value. The schemes incorporate a range of internal and external
performance metrics, measuring both operational and financial performance over differing and
overlapping - performance periods, providing a rounded assessment of overall Company
performance. More detail on how the Committee has satisfied itself, over the course of the year,
that a fair and consistent approach is applied to both the remuneration of the Executive Directors
and the wider workforce can be found on pages 129 to 148 of the Severn Trent Plc Annual Report
and Accounts.

Directors’ remuneration and annual bonus scheme
Remuneration for Executive Directors comprises the following elements:

base salary and benefits;
pension arrangements;
annual bonus; and

long term incentive plan.

As outlined in the Severn Trent Plc Annual Report and Accounts, the Non-Executive Chair,
Christine Hodgson, and independent Non-Executive Directors, do not participate in the Company’s
incentive arrangements, i.e. annual bonus or share plans.

" Base salaries and benefits
Base salaries for individual Directors are reviewed annually by the Committee and normally take
effect from 1 July. Salaries are set with reference to individual performance, experience and
contribution, together with developments in the relevant employment market (having regard to
similar roles’in publicly quoted companies of a comparable size (currently FTSE51-150 excluding
financial services) and practice in other.water companies), company performance, affordability,
wider economic environment and internal relativities. '

‘In addition to base salary, Executive Directors receive a benefits package which contractually
includes a green travel allowance (formerly car allowance, changed to recognize the use of public
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transport and introduction of our electric vehicle car scheme), membership of a defined contribution
pension scheme or cash allowance in lieu, family level private medical insurance, life.assurance,
personal accident insurance, health screening and incapacity benefits scheme. Executive Directors

may also take advantage of the Severn Trent flexible benefit scheme open to all employees. '

Annual Bonus 2021/22

The annual bonus is designed to encourage improved financial and operational performance, and
to align the interests of Directors with shareholders through the partial deferral of payment in
shares. When implementing the 2021/22 all-employee annual bonus scheme it was determined
that it would continue to use the elements and weightings agreed with shareholders, with the target
bonus of 60% of salary remaining unchanged.

Bonuses are based on customer, financial and operational performance. Half of the bonus is paid
in cash and half in shares which vest after three years (with the value of any dividends to be rolled
up and paid on vesting). ‘

Malus and clawback mechanisms also apply to allow the recoupment within three years of the
payment of the cash bonus or the grant of deferred shares in the event of financial misstatement,
error in the calculation or gross misconduct.

Annual bonus performance is measured over a single financial year. An annual bonus was awarded-
of 97.2% of salary for both the Chief Executive Officer and the Chief F|nanC|aI Offlcer Annual bonus
payments to Executive Directors are not pensionable.

The table below shows a summary of the metrics and targets which were used to determine the
annual bonus awards, together with the actual performance achieved:

Measure Weighting | Threshold | Target Stretch | Actual Outcome
% Total (0% (50% (100% | Performance |o o0
award payable) payable) | payable) award

Group PBITW 49% £478.1m £493.1m | £508.1m £508.3m 49.0%

Customer ODIs | 35% £39.3m £50.0m £60.9m [ £78.3m 23.0%

Customer

Experience 8% 10 8 6 8 4.0%

Health and Safety | go, 0.19 0.15 011|014 5.0%

(i) Our ODIs are grouped into three categories. The outcome achieved reflects performance across all three
ODI categories, and the outturn represents significant outperformance in two of the three categories.

(i) Measured as ranking in C-MeX, the industry-wide performance measure.

(i) Measured as number of lost time incidents divided by number of hours-worked by multiplied by 100,000.

(v) Severn Trent Plc Group PBIT

4Further comment on our overall performance during the financial year can be found in the Chief
Executive’s. review on pages 13 to 16.

Base Salary

The Executive Directors’ salaries will increase by 2.3% from 1 July 2022, further detail can be found

on page 135 of this year's Severn Trent Plc Annual Report and Accounts.
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Annual Bonus 2022/23

In March 2022, the Remuneration Committee approved a change to the bonus design for 2022/23,
to include an element linked to our newly launched River Pledges. This element will carry a
weighting of 8% of the total bonus and is created by incorporating the Customer Experience
measure (C-MeX) into the ‘minimise disruption to customers’ ODI category. By adding in this River
Health element, 20% of the total bonus will be linked to measures relating to the environment.
There are five distinct River Pledges, each with a series of sub-measures beneath them. In
selecting which of the measures to build into the bonus scheme, we have focused on those that
are most pertinent to stakeholders, namely reducing the harmful impact we have on river heaith
and increasing opportunities for people in our region to enjoy our waterways.

The annual bonus performance measures and weightings for the 2022/23 financial year will
therefore be as follows:

e Group Profit Before Interest & Tax — 49%

e Customer and Environment ODIs — 35%
o Minimise disruption to customers (12%)
o Prevent failure in our network and our sites (11%); and
o Improve the environment we live in (12%)

¢ River Health — 8%

¢ Health and Safety (Lost Time Incidents) — 8%

The maximum bonus opportunity will remain at of 120% of salary in 2022/23.

The Committee considers the forward-looking performance targets to be commercially sensitive
and has, therefore, determined not to disclose them in advance. Details of the targets used will be
disclosed in next year's Remuneration Report. '

Long Term Incentive Plan

Executive Directors may also participate in the Severn Trent Plc Long Term Incentive Pian (‘LTIP’)
which is designed to encourage strong and sustained improvements in financial performance, in
line with the Company’s strategy, and long-term shareholder returns. Under this plan, conditional
awards of performance shares are made to Directors up to an annual maximum limit and vest after
three years. The value of dividends paid on the shares comprising the award will be rolled up and
paid on vesting.

Malus and clawback mechanisms apply to allow the recoupment of incentive awards within three
years of vesting in the event of financial misstatement, an error in calculating the level of vesting
or gross negligence, fraud or gross misconduct. :

LTIP vesting
The LTIP award granted in 2018 was the first to include a stretch measure relative to the UQ .
- performance of the other water and sewerage companies (‘WaSCs'). This change in structure of
the LTIP, which received strong support from shareholders as part of the 2018 Policy review,
involved a recalibration of the previous stretch RoRE target as target (the ‘standard element’), and
the introduction of a new stretch target of UQ performance (the ‘UQ element’). In so doing, the
Committee wanted to ensure that any additional incentive opportunity could only be earned through
outstanding performance and the overall approach aligned with the Companys aspirations to
remain a UQ performer.
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The Committee confirmed the vesting outturn of the standard element of the 2018 LTIP in the 2021
Directors” Remuneration Report. However, the vesting of the UQ element could not be measured
until the end of July 2021 when comparable statistics for the other WaSCs were provided to and
published by Ofwat. It was therefore not possible to include the 2018 LTIP UQ vesting outcome in
last year's disclosure, which is why it appears as part of the 2021/22 total single figure amount.

-Severn Trent achieved UQ performance against WaSC peers and as a result there was full vesting
of the 2018 LTIP. '

As in previous years, the Committee has assessed the standard element of the total potential 2019
LTIP vesting, as this measures the Company’'s performance against RoRE set by Ofwat’s Final
Determination (‘FD’). Over the three-year period of the 2019 LTIP, the Company achieved a RoRE
of 1.50x against the target that we set of 1.39x the base RoRE return. This results in a vesting of
the standard element of the 2019 LTIP equivalent to 150% of salary for the CEO and 100% of
salary for the CFO. Any vesting of the UQ element of the 2019 LTIP will be disclosed in the 2022/23
Directors’ Remuneration Report.

Further details can be found in the Severn Trent Plc Annual Report and Accounts.

2020, 2021 and 2022 LTIP Awards

Awards granted from 2018 continue to be subject to a Return on Regulated Equity (RoRE)

performance condition measured over three financial years. Average RoRE performance is

compared with the baseline RoRE figure set by Ofwat in our FD. Threshold performance is equal
- to the FD, increasing on a straight-line basis to maximum vesting for achieving additional stretch

target of UQ RoRE performance. A two-year post vesting holding period will also apply.

Awards granted from 2021 include a second performance measure related to sustainability,
specifically our net zero carbon ambition, incorporating our Sustainability Framework within
the LTIP. RoRE remains the primary measure with a weighting of 80% whilst the
sustainability measure has a weighting of 20% and focus on our public commitment to net-
zero carbon emissions by 2030 as part of our Triple Carbon Pledge.

Further de'taiIsA can be found on pages 130 and 137 in the Severn Trent Plc Annual Report and
Accounts.

The grant levels for the 2022 LTIP awards remain unchanged at 200% of base salary for the
Chief Executive Officer and 150% of base salary for the Chief Financial Officer.

Shareholding guidelines

The Policy includes mandatory shareholding requirements as a percentage of salary for the
Executive Directors, which are 300% for the CEO and 200% for the CFO. Since meeting
these shareholding levels in 2019, the Executive Directors have continued to build significant
shareholdings (1,229% for the CEO and 745% for the CFO) and have retained, except in the
case of statutory tax and National Insurance deductions, all Company shares acquired as a
result of discretionary awards vesting or options being exercised under the Company’s share
plans. Further details can be found in the Severn Trent Plc Annual Report and Accounts.
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Directors’ report

The Directors’ Report for the year ended 31 March 2022 Comprises pages 149 to 152 of this
report, together with the sections of the Annual Report incorporated by reference. The
Governance Report set out on pages 90 to 152 is incorporated by reference into this report and,
accordingly, should be 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 on pages 1 to 89, as the Board considers them to be of strategic importance.

Specifically, these are:

o the Performance Review on pages 19 to 27, 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 2022,

o future business developments (throughout the Strategic Report);

o 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 3 to 98.

¢ information on the Group's GHG emissions for the year ended 31 March 2022, contained
within our TCFD section on pages 31 to 47

¢ how we have engaged with our people and stakeholders on pages 79 to 87.

+ business relationships (throughout the Strategic Report); and

o the Section 172 Statement on pages 88 to 91.

Principal activity

The principal activity of the Company 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 Company
as at 31 March 2022 are shown in notes 42 and 19 to the financial statements.

Areas of operation
" During the course of 2021/22, the Company 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 108. Details of
Directors’ service contracts are set out in the Directors’ Remuneration Report on pages 124-127.
The Board has a documented process in place in respect of conflicts.

Insurance and indemnities

The Company 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 Company against certain liabilities that may be incurred as
a result of their positions with the Company. The indemnities were in force throughout the tenure
of each Director during the last financial year and are currently in force. Severn Trent Water does
not have in place any mdemnmes for the benefit of the External Auditor.

Employees

Severn Trent Water 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
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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. Severn Trent believes that no one 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 (having 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, in order to
keep them in employment with us. : '

All our training, promotion and career development processes are in place for all our employees
to access, regardless of their gender, ethnicity, age or disability. The provision of occupational
health programmes 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.

Employee engagement

Due to our commitment to transparent and best practice reporting, we have included the sections
on Engagement with our Colleagues and a dedicated Our People section within the Strategic
Report as the Board considers these disclosures to be of strategic importance and they are
therefore incorporated into the Directors’ Report by cross-reference. Pages 83-84 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 by the Company during the
financial year.

Business relationships

Pages 88 to 91 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 Board considers its Section 172 Statement to be of strategic importance and

. is therefore incorporated into the Directors’ Report by cross-reference.

Research and development

Innovative use of existing and emerging technologies will continue to be crucial to the successful
development of new products and processes for the Company and our products must continue to
deliver value for customers.

Internal controls

Further details of our internal control framework can be found in the Severn Trent Plc Audit and
Risk Committee Report on page 129. '

Treasury management

Details on our Treasury Policy and management are set out in the Chief Financial Officer’s.
" Review on pages 48 to 57.
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Post balance sheet events
Details of post balance sheet events are set out in note 41 to the financial statements.
Capital structure

Details of the Company’s issued share capital and of the movements during the year are shown
in note 30 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 nominal value of all share capital.

There are no specific restrictions on the size of a holding or on 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.

With regard to the appointment and replacement of Directors, the Company is governed by its
Articles, the 2018 UK Corporate Governance Code (the ‘2018 Code’), the Companies Act 2006
and related legislation. The Articles may be amended by Special Resolution of the shareholders.
The powers of Directors are described in the Severn Trent Water Matters Reserved to the Board
document, the Articles, which can be found on our website. Under the Articles, the Directors have
authority to allot Ordinary Shares. -

Group Structure

The Company’s position within the Severn Trent Plc Group can be found on the Severn Trent Plc
" website. On 31 March 2022 the Company transferred its ownership of the entire share capital of

Hafren Dyfrdwy Cyfyngedig to the its immediate parent, Severn Trent Draycote Limited through

completion of a dividend in specie. For more information, see note 19 to the financial statements.

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 Company 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.

Contributions for political and charitable purposes

Donations to charitable organisations during the year amounted to £5,055,786 (2021:
£5,325,230). 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 WaterAid, the UK’s only major charity dedicated to
improving access to safe water, hygiene and sanitation in the world's poorest countries.

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, neither Severn Trent Water
nor its subsidiaries made any political donations or incurred political expenditure in the financial
year under review. .
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Supplier payment policy

Individual operating companies within the Severn Trent Water 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 Company policy that provided a supplier is complying with the
relevant terms and conditions, including the prompt and complete submission of all specified
documentation, payment will be made in accordance with agreed terms. It is also Company policy
to ensure that suppliers know the terms on which payment will take place when business is
agreed. Throughout the year, as part of our response to the COVID-19 pandemic, we have been
supporting small and medium enterprises in our region by accelerating payments to our supply
chain. For the payment practices reporting period ended 31 March 2022, the average time to pay
for Severn Trent Water Limited was 28 days.

Relevant audit information

The Directors confirm that: .

- so far as each of them is aware, there is no relevant audit information of which the
Company’s Auditor is unaware; and ‘

- each of them has taken all the steps that he/she ought to have taken as a Director to
make himself/herself 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 sectlon
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 Severn Trent Plc Audit and Risk Committee Report on pages 118 and 119, the Severn Trent
Plc 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 2022 Severn Trent
Pic AGM. Deloitte LLP indicated its willingness to continue as Auditor. The Severn Trent Plc Audit
and Risk Committee will also be responsible for determining the audit fee on behalf of the Board.

Carbon footprint

The Board considers environmental matters to be of strategic importance and therefore relevant
information contained in Our TCFD Disclosures on pages 31 to 47 of the Strategic Report is
incorporated into the Directors’ Report by cross-reference. The TCFD Disclosure includes our
annual report on Greenhouse Gas emissions along with details of our energy consumption
across the Severn Trent Water Group and how we manage energy use.

Annual Performance Report of Severn Trent Water Limited

The Annual Performance Report for Severn Trent Water Limited is prepared and sent to Ofwat.

A copy of this will be available on the website of Severn Trent Water Limited in due course. There
is no charge for this publication.
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By order of the Board

Bronagh Kennedy
. Company Secretary

14 July 2022
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Directors’ responsibilities 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. Under that law the Directors are required to prepare
the Group financial statements in accordance with international accounting standards in
conformity with the requirements of the Companies Act 2006 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 Directors must not approve the accounts unless they are satisfied that
they give a true and fair view of the state of 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 policies 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
Directors: :
* Properly select and apply accounting policies;
* Present information, including accounting policies, in a manner that provides relevant,
reliable, comparable 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 on the entity’s financial position and financial performance; and
« Make an assessment of the Company'’s ability to continue as a going concern.

The Directors 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 position 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
Company and hence for taking reasonable steps for the prevention and detection of fraud and
other irregularities.

The Directors 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 legislation in other jurisdictions.

~ Each of the Directors confirm 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 or
loss of the Company and the undertakings included in the consolidation taken as a whole;

- the Strategic report includes a fair review of the development and performance of the
business and the position of the Company and the undertakings included in the

. consolidation taken as a whole, together with a descnptlon of the principal risks and
uncertainties that they face; and
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- 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 14 July 2022 and is
signed on its behalf by: : '

By order of the Board
O s~

Christine Hodgson
Chair
14 July 2022

James Bowling
Chief Financial Officer
14 July 2022
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF SEVERN TRENT
WATER LIMITED : '

Report on the audit of the financial statements

1. Opinion

In our opinion:

e the financial statements of Severn Trent Water Limited (the ‘parent company’) and its subs-idiaries (the
‘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 2022 and of the group’s loss for the year then ended; _

¢ the group financial statements have been properly prepared in accordance with United Kingdom adopted
international accounting standards;

e the pafent company financial statemen;cs have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice, including Financial Reporting Standard 101 “Reduced
Disclosure Framework”; and '

e 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 group income statement;

the group and company statements of comprehensive income;

the group and company statements of changes in equity;

the group and company balance sheets;

e the group cash flow statement; and

o the related notes to the group and company financial statements 1 to 44.

The financial reporting framework that has been applied in the preparation of the group financial statements
is applicable law 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 Generally Accepted Accounting Practice).

2. Basis for opinion

We conducted our audit in accordance with International Standards on Auditing {(UK) {ISAs {UK)) and
applicable law. Our responsibilities under those standards are further described in the auditor’s
responsibilities for the audit of the financial statements section of our report.

- We 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’) Ethical Standard, and we have fulfilled our other ethical responsibilities in accordance with these
requirements.
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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:

o valuation of the provision for household trade receivables in Severn Trent Water
Limited;
e classification of capital programme expenditure in Severn Trent Water Limited.

Within this report, key audit matters are identified as follows:

@ Similar level of risk

Matériality The materiality that we used fof the group financial statements was £13.8 million
which was determined on the basis of profit before tax and gains/losses on financial
instruments and exceptional items, capped at 99% of Severn Trent Plc group
materiality. '

Scoping Our scoping has resulted in over 96% of the group’s net operating assets and 91%

of profit before tax and gains/losses on financial instruments being subject to audit
testing.

Significant changes in
our approach

[n the Prior Period we identified the valuation of accrued income for measured
customers in Severn Trent Water Limited as a key audit matter as COVID-19
significantly impacted the water consumption by customers. The increased
consumption by households and lower consumption by non-household customers
increased the level of unpredictability of water consumption, and therefore the
potential level of volatility for accrued income.

" Consumption patterns have stabilised since the second half.of the previous financial

year which has reduced the level of estimation uncertainty for accrued income in
the current financial year. As a result, the valuation of accrued income for.
measured customers in Severn Trent Water Limited has been removed as a key
audit matter as at 31 March 2022.

4. Conclusions relating to going concern

In auditing the financial statements, we have concluded that the directors’-use of the going concern basis of
accounting in the preparation of the financial statements is appropriate.

Our evaluatiéri of the directors’ assessment of the group’s and parent company’s ability to continue to adopt
the going concern basis of accounting included:

. Reviewing the group’s borrowing arrangements, in particular the £1.0 billion revolving credit facility,
including the sufficiency of headroom available in the forecasts (cash and covenants);

. Assessing the assumptions used in.the cash flow forecasts for consistency with board approved budgets
and future plans for AMP 7, and performing sensitivity analysis relating to these assumptions; and

. reviewing the appropriateness of the disclosures provided in the financial statements.
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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. Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our
audit of the financial statements of the current period and include the most significant assessed risks of
material misstatement (whether or not due to fraud) that we identified. These matters 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 do not provide a separate opinion on these matters.

5.1. Valuation of the provision for household trade receivables in Severn Trent Water Limited @

Key audit matter A portion of household customers do not, or cannot, pay their bills which results in

description the need for provisions to be made for non-payment of the related receivables.
Management makes estimates regarding the expected future loss rate for current
receivables when calculating the appropriate level of bad debt provision.

The bad debt provision recorded as at 31 March 2022 was £128.3 million {31 March
2021: £130.8 million), which incorporates management’s estimate of the future
impact of external economic factors on customers’ ability to pay their outstanding
bills to Severn Trent Water Limited.

Provisions are made against Severn Trent Water Limited’s trade receivables balance
based on historical cash collection rates of debt invoiced seven to nine years ago,
which is considered by management to be representative of collection risk on the
whole population of household debtors. A further amount has been recorded to
reflect anticipated changes to cash collection as a result of forecast reductions in
gross disposable household income. The adjustment is based on the historical
correlation between gross disposable household income and the bad debt charge
and is impacted by the level of decline and length of the impact on the UK economy

The key audit matter has been focused on the valuation of the household bad debt
provision, and specifically whether the experience of debt invoiced seven to nine
years ago provides an appropriate expectation of lifetime expected credit losses
under IFRS 9 Financial Instruments, and whether the assumptions used in
determining the impact of forecast decreases in real disposable household income
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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 bad debt provision is discussed in note 20) and note 21 to the financial
statements. Management has included this as a key source of estimation
uncertainty in note 4(b)(iii) to the financial statements.

How the scope of our
audit responded to the
“key audit matter

Our procedures included the following:

¢ Obtaining an understanding of relevant controls over the calculation of the bad

" debt provision, including over the supporting data and assumptions; ‘

e 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 to source data from the billing system;

e evaluating the reascnableness of economic data (both forecast and-historical)
used within the calculation, and performing a sensitivity analysis; and

e evaluating management’s assumptions used in the calculation of the bad debt
provision and challenging whether this represents lifetime expected credit loss,
including review of cash collection data and historical trends.

Key observations

We are satisfied that the assumptions applied in assessing the valuation of trade

_receivables, including the impact of external economic factors, are reasonable and

that Severn Trent Water Limited’s bad debt provision has been appropriately
calcullated using relevant data, in accordance with IFRS 9.

5.2. Classification of capital pfogramme expenditure in Severn Trent Water Limited @

Key audit matter.
description

Severn Trent Water Limited has a substantial capital programme which has been
agreed with the regulator {(“Ofwat”) and therefore 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
manipulation of this balance. ,

During the year,-Severn Trent Water Limited has invested £565.0 million {2021:
£540.7 million) in capital expenditure projects out of the total group additions of
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£689.3 million (2021: £656.9 million) disclosed in note 17. Severn Trent Water
Limited spent a further £194.1 million (2021: £147.3 million) on-infrastructure
maintenance expenditure out of the total group expenditure of £198.2 million
(2021: £151.0 million) disclosed in note 6.

Management has included this as a critical accounting judgement in note 4a) to the
financial statements: :

How the scope of our  Our procedures included the following:

audit responded to the

key audit matter e reviewing Severn Trent Water Limited’s capitalisation policy and
implementation guidance to understand any changes in the current year
and to determine compliance with the relevant accounting standards;

e obtaining an understanding of, and testing, relevant controls over the
application of the policy to expenditure incurred on projects within the
group’s capital programme during the year; and

e for a sample of capital projects, assessing the application of the
capitalisation policy to the costs incurred by evaluating the business cases
and invoices. :

Key observations Management’s capitalisation policy and implementation guidance is consistent with
the prior year and is appropriate. We are satisfied that management has
appropriately applied their capitalisation policy and implementation guidance in
determining the expenditures capitalised. ‘

6. Our applica‘gi_on of materiality f

- 6.1. Materiality .
We define materiality as the magnitude of misstatement in the financial statements that makes it probable

that the economic decisions of a reasonably knowledgeable person would be changed or influenced. We use
materiality both in planning the scope of our audit work and in evaluating the results of our work.

Based on our professional judgement, we determined materiality for the financial statements as a whole as
follows: '

Group financial statements Parent company financial statements
i . R j
]Mateﬂ,a"t&'_ . {£13.8 million (2021: £13.5 million) £12.9 million (2021: £12.5 million)
IBasis f-or'determining ]Approximately 6% of profit before tax Approximately 6% of profit before tax
1 materiality “and gains/losses on financial instruments and gains/losses on financial
‘ . ' {and exceptional items, capped at 99% of  instruments.

) ‘ ;Severn Trent Plc group materiality.
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Rationale for the Profit before tax adjusted for Profit before tax adjusted for
benchmark applied gains/losses on financial instruments and gains/losses on financial instruments
_ exceptional items has been used in order items has been used in order to focus on
to focus on the group’s underlying the company’s underlying trading
trading performance consistent with the  performance consistent with the
- 1group’s internal and external reporting. . company’s internal and external
| reporting.

I Group materiality £13.8m

Component materiality
range £0.1m to £13.0m
m Profit before tax, gains/losses on financial \

instruments and exceptional items \ Audit Committee reporting

& Group materiality threshold £0.69m

Profit before tax,
gains/losses on financial
instruments and
exceptional items £232m

6.2. Performance materiality

We set performance 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 o Parent company financial statements
Performance ' 70% (2021: 70%) of group materiality 70% (2021: 70%) of parent company
materiality } ' materiality
Basis and In determining performance materiality, we considered the following factors:
rat|ona|‘e for j e our-assessment of the control environment, including continuity of the business
.determining ;

‘ year on year;
performance _ .
materiality ¢ low value of uncorrected misstatements identified in previous financial years.

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 £689,000 (2021: £672,000); as well as differences below that threshold that, in our view, warranted
reporting on qualitative grounds. We also report to the Audit and Risk Committee on disclosure matters that
we identified when assessing the overall presentation of the financial statements.
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7. An overview of the scope of our audit

-7.1. Identification and scoping of components

Our group audit was scoped by obtaining an understanding of the group and its environment, including group-
wide controls, and assessing the risks of material misstatement at a group level. :

The parent company, Severn Trent Utilities Finance Plc and Hafren Dyfrdwy Cyfyngedig were subject to full
statutory audits using component materiality of £12.9 million (2021: £12.5 million), £12.4 million (2021: £9.8
million) and £700,000 (2021: £652,000) respectively and together account for 96% {2021: 95%) of the group’s
net operating assets and 91% (2021: 95%) of profit before tax and gains/losses on financial instruments.

The group audit team performs the audits of the parent company, Severn Trent Utilities Finance Plc and
Hafren Dyfrdwy Cyfyngedig. :

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 scope audit procedures.

7.2. Our consideration of the control environment
The group uses SAP, a financial accounting software platform, in all of its legal entities.

With the involvement 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 relied on the relevant controls in respect of household and non-household revenue, classification of
capital programme expenditure and operating expenditure business processes, which are supported by the
group’s financial accounting software platform. We tested the operating effectiveness on a sample basis by
either observing or performing each step of the control and obtaining the relevant evidence to support that it
operated as designed. '

7.3. Our consideration of climate-related risks

The group has assessed the risk and opportunities relevant to climate change and has included this risk as a
principal risk as set out on page 66, consistent with previous years. This risk has also been considered and
embedded into the businesses as explained in the Strategic Report.

As a part of our audit procedures, we have obtained management’s climate-related risk assessment and held
discussions with management to understand the process of identifying climate-related risks, the
determination of mitigating actions and the impact on the group’s financial statements. While management
has acknowledged that the transition and physical risks posed by climate change have the potential to impact
the medium to long term success of the business, they have assessed that there is no quantitatively material
impact arising from climate change on the judgements and estimates made in the financial statements for the
year ended 31 March 2022 as explained in note 4a iv).

We reviewed management’s climate change risk assessment and evaluated the completeness of identified
risks and the impact on the financial statements. We also considered the impact of climate change in our own

audit risk assessment procedures and did not identify any additional risks of material misstatement.

Our audit procedures also included:
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o with involvement of our Environmental, Social and Governance specialists, reading disclosures
included in the Strategic Report and considered whether they are materially consistent with the
financial statements and our knowledge obtained in the audit; and

¢ evaluating financial statement disclosures to assess whether climate risk assumptions were
appropriately disclosed.

8. Other information

The other information comprises the information included in the annual report, other than the financial
statements and our auditor’s report thereon. The directors are responsible for-the other information
contained within the annual report. Our opinion on 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 thereon.

Our responsibility is to read the other information and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or our knowledge obtained in the course of the audit, or
otherwise appears to be materially misstated.

If we identify such material inconsistencies or apparent material misstatements, we 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
required to report that fact.

We have nothing to‘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 ability to continue as a going concern, disclosing as applicable, matters related to going concern
and using the going concern basis of accounting unless the directors either intend to liquidate the group or the
parent company or to cease operations, or have no realistic alternative but to do so.

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, but is not a guarantee that an audit conducted in
accordance with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on 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/auditorsresponsibilities. This description forms part of our auditor’s report.
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11.Extent to which the audit was considered capable of detecting irregularities,
including fraud )

Irregularities, ihcluding ffaud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined 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.

11.1. Identifying 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 considered the following:

e the nature of the industry and sector, control environment and business performance including the
design of the group’s remuneration policies, key drivers for directors’ remuneration, bonus levels and
performance targets; :

e results of our enquiries with management, internal audit and the Audit and Risk Committee, about
their own identification and assessment of the risks of irregularities;

e any matters we identified having obtained and reviewed supporting documentation, concerning the
group’s policies and procedures relating to:

o identifying, evaluating and complying with laws and regulations and whether they were aware
of any instances of non-compliance; '
o detecting and responding to the risks of fraud and whether they have knowledge of any
actual, suspected or alleged fraud;
o theinternal controls established to mitigate risks of fraud or non-compliance with laws and
N regulations; and

e the matters discussed among the audit engagement team and relevant internal specialists, including
tax, pensions, IT, and industry specialists regarding how and where fraud might occur in the financial
statements and any potential indicators of fraud.

As a result of these procedu‘res, we considered the opportunities and incentives that may exist within the
organisation for fraud and identified the greatest potential for fraud in the following areas:

e valuation of the provision for trade receivables in Severn Trent Water Limited; and
e classification of capital programme expenditure in Severn Trent Water Limited.

In common with all audits under I1SAs (UK), we are also required to perform specific procedures to 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 regulations 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 legislation, tax legislation and the sector it operates in.

In addition, we considered provisions of other laws and regulations that do not 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).
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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 programme expenditure as property, plant and equipment 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:

e reviewing the financial statement disclosures and testing to supporting documentation to assess
compliance with provisions of relevant laws and regulations described as having a direct effect on the
financial statements; ‘

¢ enquiring of management, the Audit and Risk Committee and in-house legal counsel concerning actual
and potential litigation and claims;

e performing analytical procedures to identify any unusual or unexpected relatlonshlps that may
indicate risks of material misstatement due to fraud,;

* reading minutes of meetings of those charged with governance, the Audit and Risk Committees,
reviewing internal audit reports and reviewing correspondence with HMRC, Ofwat and other

" regulatory authorities; and

o, in addressing the risk of fraud through management override of controls, 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.

Report on other legal and regulatory requirements

12.0pinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

e theinformation given in the strategic report and the directors’ report for the financial year for which the
financial statements are prepared is consistent with the financial statements; and .

e the strategic report and the directors’ report have been prepared in accordance with appllcable legal
requnrements

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

Based on the work undertaken as part of our audit, we have concluded that each of the following elements of .
the Corporate Governance Statement is mater|a|ly consistent with the financial statements and our knowledge
obtained during the audit:
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e thedirectors’ statement with regards to the appropriateness of adopting the going concern basis of
accounting and any material uncertainties identified set out on page78; :

e the directors’ explanation as to its assessment of the group’s prospects, the period this assessment
covers and why the period is appropriate set out on page 69 to 78;

e the directors' statement on fair, balanced and understandable set out on page 134;

e the board’s confirmation that it has carried out a robust assessment of the emerging and principal risks

set out on page 61 to 68; and

e the section of the annual report that describes the review of effectiveness of risk management and
internal control systems set out on page 59 to 60. '

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:

e we have not received all the information and explanations we require for our audit; or

e adequate accounting records have not been kept by the parent company, or returns adequate for our
audit have not been received from branches not visited by us; or

o the parent company financial statements are not in agreement with the accounting records and
returns.

We have.nothing to report in respect of these matters.

14.2. Directors’ rémuneration

Under the Companies Act 2006 we are also required to report if in our opinion certain disclosures of directors’
remuneration have not been made. :

We have nothing to report in respect of this matter.

'15.Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16
of the Companies Act 2006. Our audit work has been undertaken so that we might state to the 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 responsibility to anyone other than the
company and the company’s members as a body, for our audit work, for this report, or for the opinions we
have formed.

/;(CWL; WL

* Jacqueline Holden FCA (Senior statutory auditor)
For and on behalf of Deloitte LLP

Statutory Auditor

London, United Kingdom

14 July 2022
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Severn Trent Water Limited

Group Income Statement
For the year ended 31 March 2022 .

2022 ' 2021
Note £m £m
Turnover ' 5 1,808.9 1,699.5
Operating costs before charge for bad and doubtful debts , (1,293.3) (1,201.7)
Charge for bad and doubtful debts 6 (24.8) (39.9)
Total operating costs . 6 (1,318.1) (1,241.6)
Profit before interest and tax 490.8 457.9
Finance income 0 55.7 . 59.6
Finance costs _ 1 ’ (314.7) (237.2)
Net finance costs - s (259.0) (177.6)
Reduction in expected credit loss on loans receivable . 7 - : 49
Net gains on financial instruments 12 52.8 4.8
Profit on ordinary activities before taxation ) ’ 284.6 290.0
Current tax . 13 71 (24.9)
Deferred tax excluding exceptional deferred tax . 13 (67.8) (26.2) -
Exceptional deferred tax . 13 (289.2) -
Taxation on profit on ordinary activities . . (349.9) (51.1)
(Loss)/profit for the year . : (65.3) 238.9
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Severn Trent Water Limited

Group and Company Statement of Comprehenswe Income

For the year ended 31 March 2022

Group Company
2022 2021 2022 2021
£m £m £m £m
(Loss)/profit for the year (65.3) 238.9 (76.4) 2215
Other comprehensive income/(loss) '
Items that will not be reclassified to the income statement:
Net actuarial gains/(losses) 188.4 (161.3) 188.2 (156.7)
Deferred tax on net actuarial gains/(losses) (47.1) 307 (47.1) 298
Deferred tax arising on rate change 7.1 - 7.8 -
148.4  (130.6) 148.9  (126.9)
Items that may be reclassified to the income statement: '
Gains on cash flow hedges ' 51.9 31.8 519 - 31.8
Deferred tax on gains on cash flow hedges (12.3) (6.0) (12.3) (6.0)
Amounts on cash flow hedges transferred to the income .
statement 71 85 - 7.1 8.5
Deferred tax on transfer to the income statement (1.8) (1.6) (1.8) (1.6)
. ' ' 449 327 449 © 327
Other comprehenéive income/(loss) for the year 193.3 (97.9) 193.8 (94.2)
128.0 141.0 1174 127.3

Total comprehensive income for the year
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Severn Trent Water Limited
Group Statement of Changes in Equity

For the year ended 31 March 2022

Equity attributable to owners of the company

Share Sha‘re Other  Retained controbl‘l‘i):g- Total
capital  premium reserves  earnings Total interests equity
) Note £m £m £m £m £m £m £m
At 1 April 2020 . 1.0 - (104.3) 2,7255 2,622.2 10.6 2,632.8
Profit for the year - - .= 238.9 238.9 = 238.9
Gains on cash flow hedges - - 31.8 - 31.8 - 31.8
rl?:cszr;zd tax on gains on cash flow 13 _ T (6.0) _ (6.0) _ (6.0)
wanglerred o the ncome sitement - 2 = - 85 - 85 - 85
.sDtZiZ:;ee?m:ax on transfer to the income 13 - - (1.6) - (1.6), - (1.6)
Net actuarial losses 28 - - - (161.3) (161.3) - (161.3)
Deferred tax on net actuarial losses 13 - - - 30.7 30.7 - 30.7
Total comprehensive income for the year - - 327 108.3 141.0 - 141.0
Share options and LTIPs ' ‘

- value of employees' services ' 37 - - - 7.5 7.5 ) - 7.5
Current tax on share based payments 13 .- - - 04 04 - 04 -
Deferred tax on share based payments - - - 04 04 - 0.4
Dividends péid ' 14 - - - (64.0) (64.0) - (64.0)
At 31 March 2021 . 1.0 - (71.6) 2,7781 2,707.5 106 2,718.1
Loss for the year - - - (65.3) (65.3) - (65.3)
Gains on cash flow hedges - - 51.9 - 51.9 - 51.9
E:ézrégd tax on gains on'cash flow 13 - - (12.3) - (12.3) - (12.3)
wansfored to the ncome sistement ?oo- - T - -
Sthizz‘ee?‘:ax on transfer to the income 13 _ _ (1.8) _ (1.8) _ T (1.8)
Net actuarial gains 28 - - - 188.4 188.4 - 188.4
Deferred tax on net actuarial gains 13 - - .= (47.1) (47.1) - (47.1)
Deferred tax arising from rate change 13 - - - - 71 74 - 71
Total comprehensive income for the year - - 449 831 128.0 - 128.0
Proceeds from shares issued 30,31 0.3 249.7 - - 250.0 ' - 250.0
Share options and LTIPs '

- value of employees' services 37 - - - 8.0 8.0 - 8.0
Deferred tax on share based payments 13 - - - 47 4.7 - 4.7
Distributions in the year 14 - - - (355.1) (355.1) - (355.1)
At 31 March 2022 1.3 249.7 (26.7) 2,518.8 2,7431 10.6  2,753.7
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Severn Trent Water Limited |
Company Statement of Changes in Equity

For the year ended 31 March 2022

Equity attributable to owners of the company

Share Share Hedging Retained
capital premium reserve . earnings Total
Note £m £m £m £m £m

At 1 April 2020 1.0 - (104.3) 2,755.0 2,651.7
Profit for the year - - - 221.5 2215
Gains on cash flow hedges - - - 31.8 - 31.8
Deferred tax on gains on cash flow hedges 13 - - (6.0) - (6.0)
Amgunts on cash flow hedges transferred to 12 _ _ 85 _ 8.5
the income statement :
sthit;:(:c:‘ttax on transfer to the income 13 _ _ (1.6) _ (16)
Net actuarial losses . 28 - - - (156.7) (156.7)
Deferred tax on net actuarial losses 13 - - - 298 29.8
Total comprehensive income for the year - - 32.7 94.6 127.3
Share options and LTIPs 4 '

- value of employees' services . 37 - — - 75 7.5
Current tax on share based payments 13 - - - ' 04 0.4
Deferred tax on share based payments 13 - - - 0.4 04
Dividends paid ) T 14 - - . - (64.0) (64.0)
At 31 March 2021 1.0 - (71.6) 2,793.9 27233
Loss for the year - - - (76.4) (76.4)
Gains on cash flow hedges - - 51.9 - 51.9
Deferred tax on gains on cash flow hedges 13 - - = ' (12.3) - (12.3)
Amounts on cash flow hedges transferred to :
the income statement 12 - T A - 7
sDtZ{Z:qeeittax on transfer to the income 13 _ T | (1.8) _ (1.8)
Net actuarial gains - ) 28 - - - 188.2 188.2
Deferred tax on net actuarial gains 13 - - - (47.1) (47.1)
Deferred tax arising from rate change 13 - - - 7.8 7.8
Total comprehensive income for the year ' - - 449 725 1174
Proceeds from shares issued g? 0.3 249.7 - . C = 250.0
Share options and LTIPs

- value of employees' services 37 - - - . 80 8.0
Deferred tax on share based payments ' 13 - - - 47 47
Distributions in the year 14 - - - ) (420.0) (420.0)
At 31 March 2022 13 249.7 (26.7) 2,459.1 2,683.4
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Severn Trent Water Limited

Group and Company Balance Sheet

As at 31 March 2022

Group Company
2022 2021 2022 2021
Note £m £m £m £m
Non-current assets
Goodwill 15 63.5 63.5 1.1 1.3
Other intangible assets 16 145.3 1331 1411 121.9
Property, plant and equipment 17 9,780.2 - 9,703.9 9,629.3 9,3121
Right-of-use assets 18 119.8 119.2 518.6 '535.2
Investments 19 1,564.0 1,550.1 1,957.8 2,180.9
Derivative financial instruments 20 31.2 371 31.2 371
Trade and other receivables 21 228.3 53.6 3241 183.0
Retirement benefit surplus 28 - 17.1 814 -
' 11,9323 11,6776 12,684.6 12,3715
Current assets
Inventory 9.0 9.8 9.0 9.1
Trade and other receivables 21 576.7 502.7 578.4 5409
* Current tax receivable - - 27 1.0
Derivative financial instruments 20 27.6 38 27.6 38
Cash and cash equivalents 23 77.8 12.1 75.6 6.3
691.1 528.4 693.3 561.1
Current liabilities
Borrowings 24 - (264.1) (483.2) (280.5) (500.7)
Trade and other payables 26 (648.6) (534.9) (640.9) (555.4)
Current tax payable (4.1) (3.9) - -
Provisions for liabilities 29 (33.3) (23.9) (33.3) (22.5)
(950.1)  (1,045.9) (954.7) (1,078.6)
Net current liabilities (259.0) (5617.5) (261.4) (517.5)
Total assets less current liabilities 11,673.3 11,160.1 12,423.2 11,854.0
Non-current liabilities
Borrowings 24 (6,134.0) (5,786.8) (7,097.3) (6,749.7)
Derivative financial instruments 25 (40.7) (121.5) (40.7) (121.5)
Trade and other payables 26 (1,320.6) (1,250.0) (1,320.5) (1,236.1)
Deferred tax 27 (1,273.9) (893.5) (1,268.5) (870.6)
Retirement benefit obligation 28 . (137.6) (376.5) - (143.4)
Provisions for liabilities 29 (12.8) (13.7) (12.8) (9.4)
(8,919.6) (8,442.0) (9,739.8) (9,130.7)
Net assets 2,7537 @ 2,71841 2,683.4 2,723.3
- Equity
Called up share capital 30 1.3 1.0 1.3 1.0
Share premium 31 249.7 - 249.7 -
Hedging reserve 32 (26.7) (71.6) (26.7) (71.6)
Retained earnings 2,518.8 2,778.1 2,459.1 2,7939
Equity attributable to owners of the company 2,743.1 2,707.5 2,683.4 2,723.3
Non-controlling interests 10.6 10.6 - -
Total equity 2,753.7 2,7181 2,683.4 2,723.3

The loss for the year for Severn Trent Water Limited Company is £76.4 million (2021: profit of £221.5 million).

Signed on behalf of the Board who approved the accounts' on 14 July 2022.

G

Christine Hodgson

Company Number 02366686

Tl

James Bowling
Chair Chief Financial Officer
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Severn Trent Water Limited

Group Cash Flow Statement
For the year ended 31 March 2022

2022 2021
£m £m
Cash generated from operations 38 856.2 835.6
Tax received 38 62.5 -
Tax paid 38 (1.2) (26.9)
Net cash generated from operating actlvmes 917.5 808.7
Cash flow from investing activities
Purchases of property, plant and equipment (596.3) (606.7)
Purchases of intangible assets and goodwill (36.0) (21.7)
Proceeds on disposal of property, plant and equipment 11.3 2.4
Net loans repaid by related parties - 98.0
Interest received 27 .21
Net cash flow from investing activities (618.3) (525.9)
Cash flow from financing actlwtles
Interest paid (178.2) (177.6)
Interest element of lease payments (3.8) (3.9)
Principal elements of lease payments (9.4) (4.6)
Dividends paid to shareholders of the parent (150.0) (64.0)
Payments for swap terminations - 1.1
Proceeds from swap terminations 5.6 09
Repayments of borrowings (485.3) (241.0)
New loans raised 501.0 416.2
Issue of shares 250.0 -
Intercompany loans issued to ultimate parent (174.0) (52.0)
Issue of intercompany loan raised with ultimate parent 3.5 -
Repayment of intercompany loan raised with ultimate parent - (158.8)
Net cash flow from financing activities (240.6) (285.9)
Net movement in cash and cash equivalents 58.6 (3.1)
Cash disposed with Hafren Dyfrdwy (0.6) -
Net cash at the beginning of the year 121 15.2
Net cash and cash equivalents at end of the year 70.1 12.1
Cash at bank and in hand 28 121
Bank overdraft (7.7 -
Short term deposits 75.0 -
70.1 121
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Severn Trent Water Limited

Notes to the Group and Company financial statements (continued)
For the year ended 31 March 2022

1 General information
The Severn Trent Water Group includes Severn Trent Water Limited and its subsidiary companies.

Severn Trent Water Limited is a company incorporated and domiciled in the United Klngdom The address of its registered
office is Severn Trent Centre, 2 St John's Street, Coventry, CV1 2LZ.

2 Accounting policies
a) Basis of preparation

The financial statements have been prepared on the going concern basis (see Strategic report on page 78) under the historical
cost convention, except for the revaluation of financial instruments including derivatives (refer to accounting policy notes (s) and
(1)), and accounting for the transfer of assets from customers (refer to accounting policy note (i)).

i) Group financial statements

The consolidated financial statements have been prepared in accordance with international accounting standards in conformity
with the requirements of the Companies Act 2006 and United Kingdom adopted International Financial Reporting Standards.

i) Company financial statements

- The Company financial statements have been prepared in accordance with United Kingdom Accounting Standards 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 101, ‘Reduced Disclosure Framework'.

Therefore the recognition and measurement requirements of United Kingdom International Financial Reporting Standards have
been applied, 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 (S| 2008/410) as the parent company financial
statements are Companies Act 2006 accounts.

As permitted by FRS 101, the 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 effective and related party transactions. Where required,
equivalent disclosures are given in the consolidated financial statements and also where required, equivalent disclosures are
given in the group accounts of Severn Trent Pic. The group accounts of Severn Trent Plc are available to the public and can be
obtained as set out in note 44.

As permitted by Section 408 of the Companies Act 2006, no profit and loss account is presented for the parent company. The
profit for the year is disclosed in the statement of comprehensive i income, the statement of changes in equity and the balance
sheet.

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.

b) Basis of consolidation

The consolidated financial statements include the results of Severn Trent Water Limited and its subsidiaries. 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.

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.

c) Revenue recognition
Revenue includes turnover and interest income. -

Turnover represents the fair value of consideration receivable, excluding value added tax, trade discounts and inter-company
sales, in the ordinary course of business for goods 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 provided and includes an estimate of the amount of mains
water and waste water charges unbilled at the year end. The accrual is estimated using a defined methodology based upon a
measure of unbilled water consumed by tariff, which is calculated from historical billing information.

Amounts received from developers for diversions activity is recognised as turnover when the service to divert the infrastructure
has been completed. .

Renewable energy revenue includes sales 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 entitied to them.
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Severn Trent Water Limited

Notes to the Group and Company financial statements (continued)
For the year ended 31 March 2022
Interest income is accrued on a time basis by reference to the pnnmpal outstanding and at the effective interest rate applicable.

2 Accounting policies (continued)
d) Exceptional items

Exceptional items are income or expenditure, whichindividually or, if of a similar type, in aggregate should, in the opinion of the
Directors, be disclosed by virtue of their size or nature if the financial statements are to give a true and fair view.

e) 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 taxable 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 tax asset is 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 statement and reserves is recognised in
the year that the rate change occurs. Adjustments in respect of prior years are recognised at rates that have been enacted or
substantively enacted by the balance sheet date.

Current and deferred tax are recognised in profit or loss, except where they relate to items that are recognised in other
comprehensive income or directly in equity, in which case, the current and deferred tax are recognised in other comprehensive
income or directly in equity, respectively. Where current tax or deferred tax arises from the initial accounting for a business
combination, the tax effect is included in the accounting for a business combination.

A deferred tax asset is only recognised to the extent it is probable that sufficient taxable 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. 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 to goodwill.

Goodwill is tested for impairment in accordance with the policy set out in note 2 k) below and carried at cost less accumulated
impairment losses. Goodwill is aIIocated to the cash-generating unit that derives benefit from the goodwill for 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 disposal of the operation.
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Severn Trent Water Limited -

Notes to the Group and Company financial statements (continued)
For the year ended 31 March 2022

2 Accounting policies (continued)
g) Other intangible and 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. Following initial recognition, finite life intangible assets are amortised on a straight-line basis
over their estimated useful economic lives as follows:

. Years
Software ' 3-10
Other intangible assets . 15-20

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 k) below).

Intangible assets with indefinite useful lives are carried at cost less accumulated impairment losses. 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: .

it is 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 cost can be measured reliably.

Research expenditure is expensed when it is incurred.
h) Leased assets

Where the Group enters into a contract that contains a lease, it recognises a right-of-use asset.and a lease liability. The right-of-
use asset is 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 costs 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
liability 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 rlght-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 options held are exercisable only by the Group and not by the respective lessor. In determining
the lease term, the Group considers all facts and circumstances that create an economic incentive to exercise an extension
option, or not exercise a termination option. Extension options (or periods after termination options) are only included in the
-lease term if the lease is reasonably certain to be extended (or not terminated). The assessment is reviewed if 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 Group does not recognise a right-of-use
asset or lease liability. Payments under such leases are charged to operating costs.
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Severn Trent Water Limited

Notes to the Group and Company financial statements (continued)
For the year ended 31 March 2022

2 Accounting policies (continued)
i) Property, plant and equipment

Property, plant and equipment is held at cost (or at deemed cost for infrastructure assets on transition to IFRS/FRS 101) less
accumulated depreciation.. Expenditure on property, plant and equipment relating to research and development projects is
capitalised and depreciated over the expected useful life of those assets.

The costs of like-for-like replacement 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.

Where items 6f property, plant and equipment are transferred to the Group from customers or developers, the fair value of the
asset transferred is recognised in the balance sheet. Fair value is determined based on estimated depreciated replacement
cost. The transfer is considered to be linked to the provision of ongoing services and therefore the corresponding credit is
recorded in deferred income 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 of time to get ready for their intended use, the borrowing costs directly attributable to the
acquisition, construction or production of these assets are added to their cost.

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 fand which is not depreciated. Assets in the course of construction are not depreciated
until commissioned. ’

The estimated usefu! lives are:

Years
Infrastructure assets
Impounding reservoirs 250
Raw water aqueducts . 250
Mains . 80 -150
Sewers . /150 - 200
Other assets
Buildings - 30-80
Fixed plant and equipment 20-40
.Vehicles and mobile plant - : o 2-15

j) Grants and contributions

Grants and contributions received in respect of non-current assets, including certain charges made as a result of new
connections to the water and waste water 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 in the income statement in the period that they become receivable.

k) Impairment of non-current assets

If the recoverable amount of goodwill, an item of property, plant and equipment or any other non-current asset is estimated to be
less than its carrying amount, the carrying amount 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 seil 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 disposal. 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 or asset.

The discount rate used is based on the Group's cost of capital, adjusted for the risk profiles of individual businesses. For
regulated businesses we use the WACC from Ofwat’s latest price review adjusted for market changes since this date where
appropriate. ‘ '

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.

Impairments are recognised in the income statement.
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Severn Trent Water Limited

Notes to the Group and Company fmanmal statements (continued)
For the year ended 31 March 2022

2 Accounting policies (continued)
1} Investments

Investments in subsidiaries in the Company’s financial statements are statéd at cost less, where appropriate, provisions for
impairment. Investments in subsidiaries are reviewed for impairment in Ilne with note 2 k) when indicators of impairment have
been identified.

Other investments are |n|t|aIIy recognised and subsequently measured at fair value. Changes in fair value are recognised in
profit or loss.

m) Inventory

Inventory and work in progress is stated at the lower of cost and net realisable value.

Net realisable value is the estimated selling price less all estimated costs of completion and costs to be incurred in selling and
distribution.

n) Loans receivable

Loans 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 loans receivable 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 income are credited to the income statement and added to the carrying
value of loans receivable at a constant rate in proportion to the loan amount outstanding.

The Company recognises a loss allowance for expected credit losses ('ECL’) on its loans receivable. The amount of expected
credit losses is updated at each reporting date to reflect changes in credit risk since initial recognition.

The Company 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 Company measures the loss allowance at an amount.
equal to the 12 month ECL.

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 expected 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 default
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 information about the risk of default that is
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 regulatory, economic, or technological environment faced by the borrower.
Irrespective of 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 borrower is
unlikely to pay its creditors, including the Group, in full. Irrespective of the above analysis, the Group considers that default has
occurred when a financial asset 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.

o) Trade receivables and accrued income

Trade receivables and accrued income, are measured at fair value on initial recognition. If there is objective evidence that the
asset is impaired, it is written down to its recoverable amount and the irrecoverable amount is recognlsed as an expense in
operating costs. :

The Group applies the simplified approach permitted by IFRS 9 for estimating expected credit losses on trade and other
receivables. For trade receivables that are assessed not to be impaired individually, expected credit losses are estimated based
on the Group's historical experience of trade receivable write-offs and reasonable, supportable forward-looking information
which is available without undue cost or effort.
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2 Accounting policies (continued)
p) Retirement benefits

(i) Defined benefit schemes

The difference between the value of defined benefit pension scheme assets and defi ned benefit pension scheme liabilities is
recorded on the balance sheet as a retirement benefit asset or obligation.

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 at the end of each reporting period. Defined benefit pension scheme liabilities are measured at the balance
sheet date by an independent actuary using the projected unit method 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 period, is included in operatlng costs. Net finance cost is calculated
by applying the discount rate used for the scheme liabilities to the net obligation.

Changes in the retirement benefit obligation that arise from:

- differences between the return on scheme assets and interest income included in the income statement;
» actuarial gains and losses from experience adjustments; and

» changes in demographic or financial assumptions,

-are classified as re-measurements, charged or credited to other comprehensive income and recorded in the statement of
comprehensive income in the period in which they arise.

There is no contractual agreement, or stated policy, for charging the net defined benefit cost for the Severn Trent schemes to
participating Group companies of the ultimate parent. As the net defined benefit cost for these schemes is recognised by the
sponsoring employer, Severn Trent Water Limited, the full net defined benefit cost is disclosed in the Severn Trent Water Group
financial statements. For the Company financial statements, contributions made by other Severn Trent Group companies are
disclosed within actuarial gains and losses in the statement of comprehensive income.

(i) Defined contribution scheme
Contributions to defined contribution pension schemes are charged to the income statement in the period in which they fall due.

q) Provisions

Provisions are recognised where:

e there is a present obligation as a result of a past event;
o itis probable that there will be an outflow of economic benefits to settle this obligation; and
o 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 ultimate parent company’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.

r) Borrowings

The accounting policy for borrowings that are the hedged item in a fair value hedge is set out in note 2 s) and the accounting
policy for lease liabilities is set out in note 2 h).

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
statement and added to the carrying value of borrowings at a constant rate in proportion to the capital amount ocutstanding.

Index-linked debt is adjusted for changes in the relevant inflation index and changes in value are charged to finance costs.

Borrowings denominated in foreign currency are translated 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.
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2 Accounting policies (continued)
s) Derivative financial instruments

Derivative financial instruments are stated at fair value, including accrued interest. Fair value is determined using the
methodology described in note 34a). 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 financial instruments is included in finance income or costs.

Derivatives not designated as hedging instruments
Gains or losses arising on remeasurement of derivative financial instruments that are not designated as hedging instruments
are recognised in gains/losses on financial instruments in the income statement.

Derivatives designated as hedging instruments
The Group uses derivative financial instruments such as cross currency swaps, forward currency contracts and interest rate
swaps to hedge risks associated with foreign currency and interest rate fluctuations.

At the inception of each hedge relationship, the Group documents:
+ the economic relationship between the hedging instrument and the hedged item;
¢ the risk management objectives and strategy for undertaking the hedge transaction; 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 appropriate) 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 being recognised in gains/losses on financial instruments in the income statement.
The gain or loss on the corresponding hedging instrument is also taken to gains/losses on financial instruments in the income
statement so that the effective portion of the hedge will offset the gain or loss on the hedged item.

if hedge accounting is discontinued, the fair value adjustment arising from the hedged risk on 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 portion is charged to gains/losses on financial instruments in the income statement. When the gain or loss from
the hedged underlying transaction is recognised in the income statement, the gains or losses on the hedging instrument that
have prewously been recognised in equity are recycled through gains/losses on financial instruments in the income statement.

If hedge accounting is discontinued, any cumulative gain or loss on the hedging instrument previously recognised in equity is
held in equity until the forecast transaction occurs, 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 losses
previously recognised in equity are held in equity until either the forecast transaction occurs or the forecast transaction is no
longer expected to occur.

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 contract is 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 host contract is not an asset within the scope of IFRS 9 and:

e the risks and characteristics of the embedded derivative are not closely related to those 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.
t) 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 period of the grant.

The fair value 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.

The grant of awards of shares of the ultimate parent Company is treated as a capital contribution and credited to reserves.
When awards vest, payments made to the ultimate parent Company for the issue of shares are charged against the capital
contributions previously received in respect of the same awards. Any payments in excess of capital contributions are treated as
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2 Accounting policies (continued)
u) Cash flow statement

For the purpose of 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 liquid funds.

Net cash and cash equivalents include overdrafts repayablé 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.

1

3 New accounting policies and future requirements

At the 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 or Company's financial position.

4 Critical accounting judgments and sources of estimation uncertainty

In the process of applying the Group and Company accounting policies, the Group and Company are required to make certain
judgments, estimates and assumptions that they believe 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.

a) Critical accounting judgments
i) Classification of costs between operating expenditure and capital expenditure

The Company’s business involves significant construction and engineering projects. Assessing the classification of costs incurred
on such projects between capital expenditure and operating expenditure requires judgments to be made. The judgments are made
based on objective criteria that the Group has developed to facilitate the consistent application of its accounting policies. The costs
of like-for-like replacement of infrastructure components are recognised in the income statement as they arise. Total infrastructure
renewal expenditure during the year was £198.2 million (2021: £151.0 million). Expenditure which results in quality or capacity
enhancements to the operatung capability of the infrastructure networks is capitalised and amounted to £725.3 million (2021: £678.6
million).

ii) Income from connections to the water and waste water networks

The Group receives income from developers and domestic customers from new connections to the water and waste water
networks either in the form of infrastructure assets or cash. The more significant examples of these transactions are:

e Developers transfer to the Group infrastructure assets that they have installed in a new development Usually there is no
monetary consideration exchanged when the Group adopts assets in this manner.

e When new properties are connected to the network, the Group is 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 connections. These are referred to as Infrastructure charges. The charges are a standard amount per property and
are not linked to specific reinforcement expenditure.

e When developers require properties to be connected to the Group's network, the Group installs a meter and
connection to each property but retains ownership of the assets and responsibility for their maintenance.

Assessing whether this income is received in relation to the provision of the connection to the Group's infrastructure networks or is
to facilitate the ongoing provision of water and waste water services to the properties 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 value of £62.6 million (2021: £44.9 million), infrastructure charges amounting to £25.0 million (2021: £20.0 million} and
other charges relating to the provision of infrastructure amounting to £17.0 million (2021: £22.0 million).

The Group considers that the purpose of these transactions is to facilitate the ongoing provision of water and waste water services
to 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 to customer when the property is bought and sold during the life
of the property and, without the ongoing water and waste water service, the transactions have no value. Therefore, in line with our
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accounting policies the amounts received are held on the balance sheet and reléased to turnover in the income statement over the
life of the related assets.

4 Critical accounting judgments and sources of estimation uncertainty (continued)
a) Critical accounting judgments (continued)

iii) Accounting for the bulk annuity buy-in of the Severn Trent Mirror Image Pension Scheme (‘STMIPS’)

On 29 June 2021, the Group completed the bulk annuity buy-in of the STMIPS. The Company is the only employer in this scheme.
As aresult of the buy-in, the Group has obtained the right to reimbursement under an insurance policy of the benefits payable to
scheme members. Although substantially all of the risks relating to this obligation are mitigated by the insurance policy, the legal
obligation to pay the member benefits as they fall due remains with the Group. Therefore the Group concluded that this transaction
did not represent a settlement under IAS 19.

As such the £29.6 million difference between the premium paid to secure the insurance policy and the accounting value of the
liabilities covered by the buy-in has been recognised within other comprehensive income as part of the return on plan assets which
forms part of the overall actuarial gain.

iv) Climate change

The Group continues to develop its assessment of the impact that climate change may have on the amounts recognised in the
financial statements. 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 31.

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 is no material impact on the carrying amount of assets or liabilities recognised in the financial statements, nor do they
lead to any additional key sources of estimation or judgment.

b) Sources of estimation uncertainty

i) Depreciation and carrying amounts of property, plant and equipment

Calculating the depreciation charge and hence the carrying value for property, plant and equipment requires estimates to 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 out in note 2 i). The average useful life of property, plant and equipment by asset category is detailed as
follows:

Average useful economic life (years)

Land and buildings 42.0
Infrastructure assets 143.3
Fixed plant and equipment 249

Moveable plant . 11.2

The impact on the annual depreciation expense of a 10% increase and decrease in useful economic life (UEL') of property,
" plant and equipment by asset category is detailed as follows:

10% increase in UEL 10% decrease in UEL

. £m £m

Land and buildings ) (8.8) 10.7
Infrastructure assets ‘ (3.7) 4:5
Fixed plant and equipment : (18.7) 22.8
Moveable plant : , (0.6) 0.8

if) 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, and, where
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market prices are not available, the values of the assets held. Changes in these assumptions could significantly impact the amount
of the obligations or the cost of providing such benefits. The Group makes assumptions concerning these 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.

4 Critical accounting judgments and sources of estimation uncertainty (continued)
b) Sources of estimation uncertainty (continued)
iii) Expected losses on trade receivables
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. A number

of emerging economic factors such as the reduction in Universal Credit, rising National Insurance contributions and higher
energy bills are expected to impact household disposable income and therefore the expected credit losses on trade receivables.

We based our assessment of the future impact of these economic factors on the Office for Budget Responsibility’s most recent
forecast of real disposable household incomes (‘RDHTI’), released in March 2022, which forecasted a 2.2% reduction in RDHI in
2022/23, with a return to 2021/22 levels not expected until 2024/25.

The gross carrying amounts and expected credit loss allowances for trade receivables and accrued income were as follows:

Group
2022 2021
£m £m
Gross carrying amount ’ 575.9 536.8
Provision for bad and doubtful debts . (128.3) (136.2)
Net carrying amount 447.6 400.6
Company
2022 2021
£m £m
Gross carrying amount A 575.9 519.2
Provision for bad and doubtful debts ] (128.3) (130.8)
Net carrying amount 447.6 388.4
Movements in the exbected credit loss allowance are as follows:
. Group Company
2022 2021 2022 2021
£m £m £m £m
At 1 April 136.2 138.2 130.8 134.3
Charge for bad and doubtful debts 24.8 399 . 237 37.8
Disposal of Hafren Dyfrdwy (6.5) - - -
Amounts written off during the year (26.2) (41.9) (26.2) - (41.3)
At 31 March 128.3 136.2 128.3 130.8

Previous economic assessments of RDHI had forecasted a lower expected decrease for 2022/23 than the most recent forecast's
output of 2.2%. If our assessment of the future reduction in RDHI had been lower at 1.56%, the expected credit loss in the year
would have been £3.2 million lower. Similarly, if our assessment of the future change in RDHI had been higher at 2.9%, the
expected credit loss in the year would have been £3.2 million higher.
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5 Revenue from contracts with customers - Group

2022 2021
. X tm ©Em

Water and waste water services B o ) 1,759.0 1,666.9
Renewable energy 44.4 27.4
‘Other services i 5.5 52
Turnover 1,808.9 1,699.5
Finance income ' - 29 23
1,811.8 1,701.8

Revenue from water and waste water services provided to customers 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 on 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 to the Group’s water and waste water networks represents a contract liability and is
- recognised in 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 income were as follows:

2022 2021
: ’ . : £m - £m
At 1 April . ' 1,259.1 1,188.3 .
Contributions and grants received . . 42.7 41.4
Assets transferred at no cost 62.6 449
Amounts released to income statement (17.4) (15.5)
Disposal of Hafren Dyfrdwy . (14.3) -
At 31 March ’ 1,332.7 1,259.1

Revenue amounting to £17.4 million (2021: £15.5 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
(2021: nil).

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.

Revenue from the remaining performance obligations is expected to be recognised as follows:

2022 2021

. - £m £m

In the next year 15.2 15.1
Between one and five years - 60.8 60.4

After more than five years ) 1,256.7 1,183.6
1,332.7 1,259.1
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6 Net operating costs - Group

y 2022 2021
. £m £m
Wages and salaries ' ‘ 277.6 268.3
Social security costs ' ' 29.0 26.4
Pension costs : ‘ ‘ 26.9 26.0
Share based payments . 8.0 7.5
Total employee costs . 341.5 o 328.2
Power ‘ 113.9 100.0
Raw materials and consumables 67.2 62.0
Rates 83.3 81.6
Charge for bad and doubtful debts 24.8 39.9
Service charges ' 365 38.6
Depreciation of property, plant and equipment . 349.9 331.7
Depreciation of right-of-use assets . - 24 2.0
Amortisation of intangible assets 334 313
Hired and contracted services ' 203.8 . 198.9
Rental charges
" -land and buildings - 0.1
Hire of plant and machinery ' 8.1 6.9
Profit on disposal of tangible fixed assets : (7.6) (3.2)
Exchange losses/(gains) . 0.3 (0.2)
Infrastructure maintenance expenditure 198.2 151.0
Ofwat licence fees : : 49 45
- Other operating costs 50.0 494
Other operating income ‘ (3.8) (2.1)
1,506.5 1,420.6
Own work capitalised . (188.4) (179.0)
1,318.1 1,241.6
During the year the following fees were charged by the auditor:
Group and Company
2022 2021
£m £m
Fees payables to the Company's auditor for:

- the audit of the Company's annual accounts . 0.3 0.3
Total audit fees : : A 03 03
Fees payables to the Company's auditor and its associates for other services to the Group:

- audit related assurance services’ A 0.1

- other assurance services 0.1 0.1
Total non-audit fees . 0.2 0.2

Other assurance services also include certain agreed upon procedures performed by Deloitte in connection with regulatory
reporting requirements to Ofwat. .
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7 Reduction in expected credit loss on loans receivable - Group

2022 2021
£m £m
Share of net losses of joint venture: - : - - 49

Following a refinancing exercise between Water Plus and both its joint venture partners, in the previous year the loan receivable
from Water Plus was novated from the Company to Severn Trent Pic. The Group and Company therefore recognised a gain on
impairment provision of £4.9 million in the prior year, included within adjusted results given the refinancing was required in the
ordinary course of business.

8 Employee numbers — Group and Company
Average number of employees (including Executive Directors) during the year:

Group Company

2022 2021 . 2022 2021
Number Number Number Number
6,803 6,658 6,666 6,526

9 Directors’ interests and remuneration — Group and Company
a) Directors’ interests

All of the Directors as at the end of the year are also Directors of Severn Trent Plc, the ultimate parent undertaking, and their
interests in the share capital of that Company are disclosed in the Severn Trent Plc Annual Report and Accounts for the year
ended 31 March 2022. Share options were granted and exercised in accordance with the Severn Trent Sharesave Scheme as
appropriate.

The Executive Directors have further interests in Severn Trent Plc ordinary shares of 9717/1g p each by virtue of having received
contingent awards of shares under the Severn Trent Long Term Incentive Plan (LTIP), deferred shares under the Severn Trent
Annual Bonus Scheme.

The individual interests, which represent the maximum aggregate number of shares.to which each individual could become
entitled, are disclosed in the Annual Report and Accounts of Severn Trent Plc for the year ended 31 March 2022.

b) Directors’ remuneration

The following table shows the remuneration dLie to directors for their services to the Company during the year:

2022 2021

£m £m

Short term employee benefits 34 3.1
Share based payment 33 1.9.
: 6.7 5.0

The emoluments of the non-executive directors are paid by Severn Trent Plc.

There were no retirement benefits accruing to directors (2021: nil) under a defined benefit scheme and one director (2021: one
director) under a defined contribution scheme.

Two directors (2021: two directors) exercised share options or received LTIP awards which vested during the year.

c) . Highest paid director

2022 2021
£m £m
Aggregate emoluments (excluding pension contributions) 3.9 28

The highest paid director at 31 March 2022 and 31 March 2021 was not a member of the defined benefit pension scheme.
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10 Finance income - Group

2022 2021
. £m ' £m
Interest income earned on: - . ) ) . ) .
‘Bank deposits } 0.1 0.1
Amounts due from group undertakings 13 01
Other finance income 1.5 2.1
Total interest receivable 29 2.3
Interest income on defined benefit scheme assets . L 52.8 573
55.7 59.6
11 Finance costs - Group

2022 2021

— £m ) £m

Interest expense charged on: )
Bank loans and overdrafts , 16.4 1.2
Other loans 234.7 158.4
Lease liabilities 3.8 4.0
Amounts payable to group undertakings 0.2 0.9
Total borrowing.costs : 255.1 174.5
Other finance expenses ' ) ‘ 0.3 0.2,
Interest cost on defined benefit scheme liabilities . 59.3 62.5
» 314.7 237.2

Borrowing costs of £34.2 million (2021: £30.4 million) incurred funding eligible capital projects have been capitalised at an
interest rate of 4.34% (2021: 2.44%). Tax relief of £6.4 million (2021: £5.8 million) was claimed on these costs which was
credited to the income statement, offset by a related deferred tax charge of £8.4 million (2021: £5.8 million).
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12 Net gains on financial instruments - Group

2021

2022

£m . Em

Loss on swaps used as hedging instruments in fair value hedges A (1.0) (8.0)
Gain arising on debt in fair value hedges . 1.6 42
Exchange (loss)/gain on other loans ) _ (6.6) 14.8
Loss on cash flow hedges transferred from equity ’ ) (7.1) (8.5)
Hedge ineffectiveness on cash flow hedges . ’ (0.6) (1.9)
Gain/(loss) arising on swaps where hedge accounting is not applied 514 8.2)
Amortisation of fair value adjustment on debt 1.2 1.2
Gain on revaluation of investment ‘ 13.9 11.2
'52.8 48

The net loss on financial assets and liabilities mandatorily measured at fair value through profit or loss was £50.4 million (2021:
loss of £16.2 million). There were no financial assets or liabilities designated as at fair value through the profit or loss (2021: nil).

The Group’s hedge accounting arrangements are described in note 36.

13 Taxation - Group
a) Analysis of tax cha‘rge in the year

2022 2021
£m £m
Current tax - : )
Current year at 19% (2021: 19%) -~ (3.2) 28.3
Prior years (3.9) (3.4)
Total current tax (7.1) 249
Deferred tax -
Origination and reversal of temporary differences: '
Current year ’ 65.5 26.1
Prior years - 23 04
Deferred tax before exceptlonal deferred tax . 67.8 26.2
Exceptional charge on rate change . ’ 289.2 -
Total deferred tax ' ' 357.0 26.2
349.9 51.1

b) Factors ::lffecting the tax charge in the year

The Group tax charge for the current year is higher (2021: lower) than the standard rate of corporation tax in the UK of 19%

(2021: 19%). The differences are explained below:

2022 2021

. £m £m

Profit before taxation : 284.6 290.0
Tax at standard rate of corporation tax in the UK 19% (2021: 19%) : 54.1 55.1
Tax effect of depreciation on non- quallfyrng assets - ) ' 1.5 3.5
Permanent impact of super deduction (5.3) -

Other permanent differences (3.6) (4.2)
Current year impact of rate change : » : 15.6 -
Exceptional deferred tax charge arising from rate change o . 289.2 -

Adjustments in respect of prior years : ‘ : - (1.6) (3.3)
51.1

Total tax charge ' 349.9
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13 Taxation — Group (continued)

b) Factors affecting the tax charge in the year (continued)

The Group current tax charge is Iower (2021: lower) than the standard rate of corporation tax in the UK of 19% (2021: 19%)
The differences are explained below:

2022 2021
- £m £m

Profit before taxation 284.6 290.0
Tax at standard rate of corporation tax in the UK 19% (2021: 19%) 54.1 55.1
Tax effect of depreciation on non-qualifying assets 1.5 35
Permanent impact of super deduction (5.3) -
Other permanent differences (3.6) (4.2)
Tax effect of accelerated capital allowances . ' (41.2) (20.4)
Other timing differences (8.7) (5.7)
Adjustments in respect of prior years (3.9) (3.4)
Total current tax charge . (7.1) ; 249

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 amount 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 cumulative amount of the capital allowances received is greater than the depreciation charged this is
referred to as accelerated capital allowances.

On 3 March 2021, the UK Government announced the introduction of a capital allowance ‘super deduction' which gives an in-
year capital allowance of 130% on the cost of plant and machinery qualifying for the relief and an acceleration of capital
allowances on the cost of assets qualifying for special rate allowances. The introduction of these changes mean the Group is -
eligible to claim more capital allowances in the current period to the extent that the Group will not be liable to pay corporation tax
for the period.

Certain of the Group's property, plant and equipment assets are not eligible fer 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 qualifying 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 deductlble for tax purposes or income that is not taxable.

Other timing differences comprise items other-than depreciation of property, plant and equrpment where the amount is included
in the tax computation in a different period from when it is recognised in the income statement. Deferred tax is provided on
these items.

Temporary differences are reflected at 19% in current tax and 25% in deferred tax. The deferred tax impact is £15.6 million
higher than the current tax benefit and this results in a higher total tax charge.

The amounts included for tax liabilities in the financial statements include estimates and judgments relating to uncertain tax
positions. If the computations subsequently submitted to HMRC include different amounts then these differences are reflected
as an adjustment in respect of prior years in the subsequent financial statements.

Deferred tax is provided at 25%, the rate that is expected to apply when the asset or |Iabl|lty is expected to be settled. Further
details are provided in note 27.
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13 Taxation — Group (continued)

c) Tax (credited)/charged directly to other comprehensuve income or equity

- In-addition to the amount charged to the income statement, the following amounts of tax have been (credlted)/charged directly
to other comprehensive income or equity:

2022 2021
£m £m

Current tax

Share based payments - (0.4)
Pension contributions in prior periods - -
Total current tax credited to other comprehensive income or equity - (0.4)
Deferred tax

Actuarial gains/losses 471 (30.7)
"Cash flow hedges - 12.3 " 6.0
Share based payments 4.7) (0.4)
Rate change (7.1) -
Transfers to the income statement : 1.8 1.6
Total deferred tax charged/(credited) to other comprehensive income or equity 494 (23.5)

168



Severn Trent Water Limited -

. Notes to the Group and Company financial statements (continued)
For the year ended 31 March 2022

14 Distributions in the year — Group and Company

In July 2021 the Company paid a cash dividend of £150 million.
On 31 March 2022 the Compény deciared and paid two dividends in specie comprising:

¢ The entire issued share capital of Hafren Dyfrdwy Cyfyngedig
e  Anintra-group loan receivable from Hafren Dyfrdwy Cyfyngedig

Total distributions in the year are below:

Group Company .
2022 2021 2022 2021
£m £m
Cash dividend 150.0 64.0 150.0 64.0
Dividend in specie ) 205.1 - 2700 -
Total distributions in the year 355.1 64.0 420.0 64.0
Cash dividends recognised as distributions to equity holders in the period:
2022 2021
Pence per Pence per
) share £m share £m
Interim dividend for the year ended 31 March 12.0 150.0 6.4 64.0

Dividend in specie = Group -

The dividend in specie in the Group financial statements was recorded at the carrying value of the net assets of Hafren Dyfrdwy
Cyfyngedig that were derecognised:

. £m
Other intangible assets 6.0
Property, plant and equipment 2431
Retirement benefit surplus 17.5
Inventory - 0.8
Trade and other receivables 329
Cash and cash equivalents 0.6
Borrowings (3.7
Trade and other payables (59.4)
Current tax payable (1.8)
Deferred tax (26.0)
Provisions for liabilities ' (4.9)
Total 205.1

Dividends in specie - Company

The dividends in specie were recorded in the Company financial statements at the book values of the investments distributed
being £237.0 million and £33.0 million respectively.

2022
£m

Investment in share capital of Hafren Dyfrdwy Cyfyngedig . 237.0
Loan due from Hafren Dyfrdwy Cyfyngedig 330
‘Total distributions in the year ' . 270.0
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15 Goodwill - Group
Goodwill impairment tests

Goodwill relates to the whole of the Group’s operations and cannot be allocated at a lower level.

A summary of the carrying amount of goodwill is bresented below.

2022 2021
’ £m £m
Severn Trent Water Group 63.5 63.5

The Group also has an intangible asset with indefinite useful life amounting to £4.3 million (2021: £4.3 million).

On 1 July 2018 the Instruments of Appointment 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 between
England and Wales. As a result, the business that the goodwill related to was partly in Severn Trent Water and partly Hafren
Dyfrdwy. Upon disposal of Hafren Dyfrdwy from the Group, it was assessed for there to be no systematic basis for allocating the
goodwill between the two entities. Consequently, this has been treated as wholly attributable to Severn Trent Water and has
been assessed for impairment as such.

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 Group was determined on the basis of fair value, through a Level 3 valuation, less costs to sell.

The fair value, determined using a discounted cash flow calculation for the/Group is based on the most recent financiat
projections available for the business, which cover the five year period to 31 March 2027.

The key assumptions underlying these projections are the cash flows in the projections and the following:
%

- Discount rate ' . 5.4
RPI Ior{g-term inflation 3.0
CPI long-term inflation ' : 20
Growth rate in the period beyond the detailed projections 1.5

The discount rate, used in the discounted cash flow calculation, was an estimate for the weighted average cost of capital at the
year end date based on the nominal post-tax WACC detailed in the Ofwat PR19 final determination and updated for subsequent
changes in market conditions. The rate disclosed above is the equivalent pre-tax nominal rate.

Inflation has been included in the detailed projections at 3.0% and 2.0% for RPl and CPI respectively based on the Bank of
- England’s target rate for CPI.

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.

The fair value less costs to sell for the Group exceeded its carrying value by £4,869 million. An increase in the discount rate to
6.4% or a reduction 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 Group.
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16 Other intangible assets — Group and Company

Group
Computer software : Capitalised
’ development
Internally costs, patents Instrument of
generated Purchased and other rights appointment Total
£m £m £m £m £m
Cost )
At 1 April 2020 271.2 163.2 12.0 4.3 440.7
Additions 10.3 11.4 - - 21.7
Disposals (8.9) (1.8) - - (10.7)
Transfers from property, plant and equipment 22.2 - - - '22.2
At 1 April 2021 2948 162.8 12.0 43 473.9
Additions 214 14.6 - - 36.0
Disposals - - (12.0) - (12.0)
Transfers from property, plant and equipment 11.3 3.0 1.3 - 15.6
Disposal of Hafren Dyfrdwy (9.6) - - -~ (9.6)
At 31 March 2022 317.9 180.4 13 4.3 503.9
Amortisation
At 1 April 2020 (201.0) (107.2) (12.0) - (320.2)
Amortisation for the year (19.2) (12.1) ‘ - - (31.3)
Disposals 8.9 1.8 - - 10.7
At 1 April 2021 (211.3) - _(117.5) (12.0) - (340.8)
Amortisation for the year (24.7) (8.7) - - (33.4)
Disposals - - 12.0 - 12.0
Disposal of Hafren Dyfrdwy 36 - - - 3.6
" At 31 March 2022 (232.4) (126.2) - - (358.6)
Net book value
At 31 March 2022 85.5 54.2 13 4.3 145.3
At 31 March 2021 83.5 453 - 43 133.1
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16 Other intangible assets — Gfoup and Company (continued)

Company
Computer software devel oprg:.f:fg:f:
Internally patents and other
- generated Purchased rights - Total
£m £m £m £m
Cost
At 1 April 2020 261.6 163.2 12.0 426.8
Additions 10.3 11.4 - 21.7
Disposals : (8.9) (1.8) - (10.7)
Transfers from property, plant and equipment 22.2 : - - 22.2
At 1 April 2021 285.2 162.8 12.0 460.0
Additions . 21.4 14.6 ) - 36.0
Disposals - - (12.0) (12.0)
Transfers from property, plant and equipment 11.3 3.0 1.3 15.6
At 31 March 2022 317.9 180.4 1.3 499.6
Amortisation /
At 1 April 2020 . - (199.4) (107.2) (12.0) (318.6)
Amortisation for the year (18.2) (12.0) - (30.2)
Disposals . 8.9 1.8 — 10.7
At 1 April 2021 (208.7) (117.4) (12.0) (338.1)
- Amortisation for the year (23.7) (8.7) - (32.4)
Disposals ] - - 12.0 12.0
At 31 March 2022 ) (232.4) (126.1) - (358.5)
Net book value )
At 31 March 2022 ~ 85.5 54.3 1.3 141.1

At 31 March 2021 ) 76.5 45.4 - 121.9
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17 Property, plant and equipment — Group and Company

Group
' Fixed plant
Land and Infrastructure and Moveable  Assets under
buildings assets equipment plant construction Total
£m £m - Em £m £m £m
Cost
At 1 April 2020 3,653.3 5,497.6 4,293.9 66.6 14744 14,9858
Additions 119.5 108.8 221.7 6.2 200.7 656.9
Transfers on commissioning " 1442 166.7 257.8 25 (571.2) -
Disposals (5.1) - (31.7) (3.8) - (40.6)
Transfers to intangible assets - - - - (22.2) (22.2)
At 1 April 2021 39119 57731 4,741.7 71.5 1,081.7 15,579.9
Additions 57.5 129.9 129.8 04 3711.7 689.3
Transfers on commissioning 131.5 87.6 310.9 121 (542.1) -
Disposals (3.7) - (8.9) (4.9) (3.1) (20.6)
Transfers to intangible assets - - - - (15.6) (15.6)
Disposal of Hafren Dyfrdwy (43.5) (129.2) (94.1) - (32.6) (299.4)
At 31 March 2022 4,053.7 5,861.4 5,079.4 79.1 860.0 15,933.6
Depreciation :
At 1 April 2020 (1,444.1) (1,3935) (2,711.0) (35.7) - (5,584.6)
Charge for the year (91.7) (41.0) (193.1) (5.9) - (331.7)
Disposals 5.0 - 31.7 3.6 - 40.4
At 1 April 2021 (1,531.1) (1,434.5) (2,872.4) (38.0) - (5,876.0)
Charge for the year (96.6) (40.8) (205.4) (7.1) - (349.9)
Disposals 35 - 8.1 4.6 - 16.2
Disposal of Hafren Dyfrdwy 2.6 13.2 40.5 . - - 56.3
At 31 March 2022. (1,621.6) (1,462.1)  (3,029.2) (40.5) - (6,153.4)
._Net book value

At 31 March 2022 2,4321 4,399.3 2,050.2 38.6 860.0 9,780.2
At 31 March 2021 2,380.8 4,338.6 1.869.3 33.5 1,081.7 9,703.9

Additions include assets transferred from developers at no cost, which have been recognised at their fair value of £62.6 million

(2021: £44.9 million).
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17 Property, plant and equipment — Group and Company (continued)

Company
Fixed plant
Land and Infrastructure and Moveable  Assets under
buildings assets equipment plant t:onstruction Total
~ £m £m £m £m £m £m
Cost
At 1 April 2020 3,409.6 5,370.4 '4,214.9 66.5 1,431.6 14,493.0
Additions 116.8 108.4 219.8 6.2 188.4 639.6
Transfers on commissioning 1417 166.4 253.3 25 (563.9) -
Disposals (5.1) - (31.6) (3.8) - (40.5)
Transfers to intangible assets - — — — (22.2) (22.2)
At 1 April 2021 3,663.0 5,645.2 4,656.4 714 1,033.9 15,069.9
Additions 56.5 129.5 128.6 0.4 360.7 675.7
Transfers on commissioning 114.5 86.7 302.6 121 (515.9) -
Disposals 3.7) - (8.2) (4.8) 3.1) (19.8)
Transfers to intangible assets - - - - (15.6) (15.6)
At 31 March 2022 ; 3,830.3 5,861.4 5,079.4 79.1 860.0 15,710.2
Depreciation
At 1 April 2020 (1,379.5) (1,382.6) (2,679.9) (35.7) - (5,477.7)
Charge for the year "(86.5) (39.7) (188.2) (5.9) - (320.3)
Disposals 5.0 - 31.6 3.6 - 40.2
At 1 April 2021 (1,461.0) (1,4223) (2,836.5) © (38.0) - (5,757.8)
Charge for the year (91.6) (39.8) (200.8) (7.1) - (339.3)
Disposals 35 - 8.1 4.6 — 16.2
At 31 March 2022 (1,549.1) (1,462.1) (3,029.2) (40.5) - (6,080.9)
Net book value ' : ' '
At 31 March 2022 2,281.2 4,399.3 . 2,050.2 38.6 860.0 9,629.3
At 31 March 2021 ' 2,202.0 4,2229 1,819.9 334 1,033.9 9,312.1

Additions include assets transferred from developers at no cost, which have been recognised at their fair value of £62.6 million

(2021: £44.9 million).

The net book value of land and buildings is analysed as follows:

Group

2022 2021
£m £m
Freehold 2,431.8 2,380.5
Short leasehold 0.3 0.3
2,432.1 2,380.8

Company
2022 2021
- £m £m
Freehold 2,280.9 2,201.7
Short leasehold 0.3 0.3
2,281.2 2,202.0
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18 Leases

a) The Group’s leasing activities

The Group and Company 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 2h).

Lease contracts are negotiated on an individual basis and include a wide range of terms and conditions. The contracts do not
include covenants other than security interests in the leased assets that 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 or
further leasing. There were no sale and leaseback transactions in the period.

b) Income statement

\
The.income statement includes the following amounts relating to leases for the year ended 31 March 2022:

Group
2022 2021
£m £m
Depreciation charge of right-of-use assets:
Land and buildings 0.5 05
Infrastructure assets . i 11 1.2
'Fixed plant and equipment 0.2 0.3
Moveable plant 0.3 -
Total depreciation of right-of-use assets o : 2.1 20
Interest expense included in finance cost : 3.8 4.0
Expense relating to leases of low-value assets included in operating costs : ) - 0.2
c) Balance sheet
The balance sheet includes the following amounts relating to leases:
: Group Company
2022 - 2021 2022 2021
£m £m £m £m
Right-of-use assets: .
Land and buildings . o 4.3 3.0 155.7 157.4
Infrastructure assets ' 1115 112.6 359.4 3742
Fixed plant and equipment . 34 3.6 31 33
Moveable plant ’ 0.1 - 0.4 0.3
: ' 119.8 119.2 518.6 535.2

Additions to right-of-use assets for the Group were £2.7 million (2021: £0.5 million) and for the Company were £2.7 million
(2021: £273.9 million).

Group Company
2022 2021 2022 2021
£m £m £m £m
Lease liabilities:
Current- 58 53 221 20.8
Non-current 103.0 106.5 524.4 5454
108.8 111.8 546.5 566.2

175



Severn Trent Water L|m|ted

Notes to the Group and Company fmanmal statements (continued)

For the year ended 31 March 2022 -
18 Leases (continued)
¢) Balance sheet (continued)

Obligations under lease liabilities are as follows:

Group Company
2022 2021 2022 2021
£m £m £m £m
Within 1 year 9.4 9.1 40.7 39.6
1-2years 10.0 9.3 41.2 39.7
2 - 5years 33.7 315 127.5 122.8
After more than 5 years 86.5 96.8 5148 544 .4
Gross obligations under finance leases 139.6 146.7 724.2 746.5
Less: future finance charges (30.8) (34.9) (171.7) (180.3)
Present value of lease obligations 108.8 111.8 546.5 566.2
Net obligations under leases were as follows:
Group Company
2022 2021 2022 2021
£m £m £m £m
Within 1 year 5.8 5.3 22.1 20.8
1-2years 6.4 5.8 235 217
2 -5years 248 220 79.2 72.4
After more than 5 years 71.8 78.7 421.7 451.3
Included in non-current liabilities 103.0 106.5 524.4 545.4
108.8 111.8 546.5 566.2

d) Cash flow

The Group’s total cash outflow for leases in the year was £13.2 million (2021: £8.5 million) which consists of £3.8 million (2021:

- £3.9 million) payment of interest and £9.4 million (2021: £4.6 million) repayment of principal elements.
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19 Investments

Group Company _
Other . Other Total
investments Subsidiaries investments £m
£m £m
At 1 April 2021 1,550.1 630.8 1,550.1 2,180.9
Gain on revaluation 13.9 13.9 13.9
Disposals - (237.0) - (237.0)
At 31 March 2022 1,564.0 393.8 1,564.0 1,957.8

The disposal in the year related to Hafren Dyfrdwy Cyfyngedig. The entire share capital was transferred to the Company’s
immediate parent, Severn Trent Draycote Limited on 31 March 2022 through completion of a dividend in specie (see note 14).

The Company has the following subsidiary undertakings:

Subsidiary undertaking

Country of operation and
incorporation

Principal activity

Percentage and class of
share capital held

Aqua Deva Limited

Chester Water Limited

Dee Valley Group Limited

Dee Valley Limited

Dee Valley Services Limited

Dee Valley Water (Holdings) Limited
East Worcester Water Limited

Energy Supplies UK Limited

North Wales Gas Limited

Northern Gas Supplies Limited

Severn Trent Funding Limited

Severn Trent General Partnership Limited
Severn Trent LCP Limited

Severn Trent Leasing Limited

Severn Trent Reservoirs Limited

Severn Trent Utilities Finance Plc

Severn Trent WWIF Limited

Wrexham Water Limited

England and Wales
England and Wales
England and Wales
England and Wales
England and Wales
England and Wales
England and Wales

England and Wales

England and Wales
England and Wales
England and Wales
Scotland

England and Wales
England and Wales
England and Wales
England and Wales
England and Wales
England and Wales

Dormant company
Holding company
Holding company
Holding company
Dormant company
Holding company
Finance company

Dormant company

Dormant company
Dormant company
Dormant company
Finance company.
Finance company
Leasing company
Finance company
Finance company
Trading company
Dormant company

100% ordinary
100% ordinary” .
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary and
100% non-voting
100% ordinary

100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary
100% ordinary

The Company has the following investment:

Associated undertaking

Country of operation and
incorporation

Principal activity

Percentage and class of share
capital held

Severn Trent Trimpley Limited

England and Wales

Non-trading company

49% ordinary

The Company also has an indirect investment in Severn Trent Limited Partnership and Severn Trent 2017 Limited Partnership,
limited partnerships registered in Scotland, as a result of Severn Trent General Partnership Limited being the general partner in

each partnership.

In the opinion of the Directors the fair values of the Company’s investments are not less than the amount at which they are

stated in the balance sheet.

Unless stated below, the registered office of the aforementioned entities is Severn Trent Centre,
2 St.John's Street, Coventry, CV1 2LZ, United Kingdom.

The registered office of Dee Valley Limited i.s Packsaddle, Wrexham Road, Rhostyllen, Wrexham, LL14 4EH.

The registered office of Severn Trent General Partnership Limited is 50 Lothian Road, Festival Square, Edinburgh, EH3 SWJ.
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20 Categories of financial assets - Group

) 2022 2021
Note £m £m

Fair value through profit and loss ‘
Cross currency swaps - not hedge accounted . 13.7 16.6
Interest rate swaps - not hedge accounted 29 -
Investments 19 1,564.0 1,550.1

_ 1,580.6 1,566.7
Derivatives designated as hedging instruments

Cross currency swaps - fair value hedges : 14.6 15.9
Energy hedges - cash flow hedges . 27.6 8.4
42.2 243
Total financial assets at fair value . 1,622.8 1,591.0
Financial assets at amortised cost :
Trade receivables . 2 199.5 202.0
Accrued income ) 21 248.1 198.6
* Other amounts receivable 21 413 26.1
Amounts due from parent company ‘ 21 226.0 104.0
Amounts due from group undertakings 21 71.9 9.7
Short-term deposits 75.0 -
Cash at bank and in hand 2.8 12.1
Total financial assets at amortised cost 864.6 552.5

Total financial assets : 2,487.4 2,143.5

Disclosed in the balance sheet as:
Non-current assets

Derivative financial assets ‘ . 31.2 371
Trade and other receivables 2271 52.0
Investments ' 1,564.0 1,550.1
1,822.3 1,639.2
Current assets
Derivative financial assets 27.6 3.8
Trade and other receivables ' -~ 559.7 488.4
Cash and cash equivalents ] 77.8 12.1

665.1 504.3

2,487.4 2,1435
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21 Trade and other receivables

Group Company

2022 Y2021 2022 2021

£m £m £m . £m

" Current assets . . . ‘

Net trade receivables 199.5 202.0 199.5 194.1

Other amounts receivable 41.3 26.1 41.3 58.2

Prepayments 17.0 143 17.0 13.9

Net accrued income 2481 198.6 248.1 194.3

Receivables from parent company : - 52.0 - 52.0

Receivables due from group undertakings 70.6 9.7 71.6 243

Receivables due from group undertakings under finance leases - - 0.7 0.8

Receivables due from group undertakings under loan agreements 0.2 c = 0.2 33

576.7 502.7 578.4 540.9

Non-current assets .

Prepayments 1.2 1.6 1.2 1.4

Receivables due from group undertakings 1.1 - 11 -

Receivables due from group undertakings under finance leases - - 95.8 96.5

Receivables due from parent company under loan agreements 226.0 52.0 226.0 52.0
Receivables due from group undertakings under loan agreements - - - 331
‘ ' 228.3 53.6 324.1 183.0 .

805.0 556.3 902.5 723.9

. The carrying values of trade and other receivables are reasonable approximations of their fair values.

a) Credit risk
i) Trade receivables and accrued income

The Company has a statutory obligation to provide water and sewerage services to customers within its region. Therefore there
is no concentration of credit risk with respect to its trade receivables and the credit quality of its customer base reflects the
wealth and prosperity of all of the domestic households within the Severn Trent Water region.

In the cprrent and prior year, Water Plus, a joint venture between Severn Trent and United Utilities, was the largest retailer for
business customers’in the Severn Trent Water region. Credit risk is considered separately for trade receivables due from Water
Plus and is considered immaterial as amounts outstanding are paid within 30 days.

The Group applies the IFRS 9 simplified approach to measuring expected credit losses, which uses a lifetime expected credit
loss allowance for all trade receivables and accrued income.

_A collective provision is recorded for expected credit losses against assets for which no specific provision has been made.
Expected credit losses for trade receivables are bgsed on the historical credit losses experienced over the last nine years and
reasonable supportable information on 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 (2021: nil).
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21 Trade and other receivables (contmued)

b) Expected credit loss allowance - trade receivables and accrued income

The expected credit loss at 31 March 2022 and 2021 was as set out below. The expected loss rate disclosed is calculated as

the loss allowance as a proportion of the gross carrying amount.

Group
Gross
. Expected carrying Loss Net carrying
2022 ) loss rate amount allowance amount
i % £m £m £m
Not past due 4 2955 (11.4) 2841
Up to 1 year past due 25 86.2 (21.6) 64.6
1 - 2 years past due 39 60.7 (23.6) 371
2 - 3 years past due 42 37.2 (15.5) 21.7
3 - 4 years past due 54 30.5 (16.6) 139
4 - 5 years past due 50 245 (12.3) 122
5 - 6 years past due 53 15.2 (8.1) 71
6 - 7 years past due 64 10.6 (6.8) 38
7 - 8 years past due 71 6.9 (4.9) 20
8 - 9 years past due 67 33 (2.2) 1.1
More than 9 years past due 100 5.3 (5.3) -
575.9 (128.3) 447.6
2021 Gross
Expected carrying Loss Net carmrying
loss rate amount Allowance amount
% * Em £m £m
Not past due 6 262.1 (14.3) 247.8
Up to 1 year past due ‘ 30 81.9 (24.6) 573
1 — 2 years past due 44 56.5 - (24.9) 316
2 - 3 years past due ’ 49 43.2 (21.2) 220
3 - 4 years past due 47 329 (15.4) 17.5
4 - 5 years past.due ) 49 221 (10.8) 11.3
5 —6 years past due : 62 16.2 (10.0) 6.2
6 — 7 years past due 62 10.6 (6.6) 4.0
7 — 8 years past due 61 49 (3.0) 1.9
8 — 9 years past due 64 28 (1.8) 1.0
More than 9 years past due 100 3.6 (3.6) —
536.8 - (136.2) 400.6
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21 Trade and other receivables (continued)
b) Expected credit loss aliowance ~ trade receivables and accrued income (continued)

Company
Gross
. . Expected loss carrying Net carrying
2022 - . ) rate amount Loss allowance amount
% £m £m £m
Not past due S 4 2955 (11.4) 284.1
Up to 1 year past due 25 ' 86.2 (21.6) 64.6
1 - 2 years past due ' ' A 39 60.7 (23.6) 37.1
2-3yearspastdue o : 42 37.2 (15.5) 21.7
3 - 4 years past due . 54 305 (16.6) 139
4 - 5 years past due 50 245 (12.3) 12.2
5 - 6 years past due 53 15.2 (8.1) 74
6 - 7 years past due : 64 10.6 (6.8) 38
7 - 8 years pastdue ‘ 71 6.9 (4.9) 2.0
8 - 9 years past due : 67 33 (2.2) 1.1
More than 9 years past due . 100 53 (5.3) —
' 575.9 (128.3) 447.6
2021 : . Gross .
' Expected canying Loss Net carrying
loss rate amount Allowance amount
%. £m £m £m
Not past due 5 256.6 (13.8) 242.8
Up to 1 year past due - . , 30 78.3 (23.8) 545
1 — 2 years past due 44 54.2 (23.6) 30.6
2 — 3 years past due ' ' 49 41.2 (20.2) 21.0
3 -4 years past due 47 31.0 (14.7) 16.3
4 — 5 years past due ' 49 21.0 (10.3) 10.7
5 — 6 years past due . 62 156 (9.7) 59
6 — 7 years past due : 63 10.0 (6.3) 37
7 — 8 years past due : 61 49 (3.0) 1.9
8 — 9 years past due 64 2.8 (1.8) 1.0
More than 9 years past due - : 100 36 : (3.6) -
519.2 (130.8) 388.4
Movements on the expected credit loss allowance were as follows:
- Gfoup Company
2022 2021 2022 2021
. £m £m £m £m
At 1 April " 136.2 138.2 130.8 134.3
Charge for bad and doubtful debts 248 399 23.7 37.8
Disposal of Hafren Dyfrdwy (6.5) - - -
Amounts written off during the year : (26.2) C o (41.9) (26.2) (41.3)
130.8

At 31 March . 128.3 136.2 128.3
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22 Finance lease receivables - Company

Minimum lease payments receivable are as follows:

2022 2021
- : ) = £m £m
Within 1 year . . _ : . 8.7 57
1-2years ' N 5.7 5.7
2 - 5years - : 17.0 17.0
After more than 5 years _ : T 210.2 210.3
Gross obligations under finance leases . ) 238.6 238.7
Less: unearned interest receivable (142.1) (141.4)
96.5 97.3

The present value of minimum lease payments receivable are as follows:

2022 2021
£m £m
Within 1 year ] : ' 0.7 0.8
1-2years ' 0.8 0.7
2 -5years : ‘ 2.6 25
After more than 5 years - - 924 93.3
Included in non-current liabilities 95.8 96.5
96.5 . 973

The Company considers that the credit risk in relation to these receivables is |mmatenal and therefore no provision for expected
credit losses has been recognised (2021: nil).

The Company has granted finance leases of between 44 and 57 years in respect of concrete settling tanks. The interest terms
were set at the inception of the leases. Leases bear interest at a weighted average interest rate of 5.1% (2021 5.1%).

23 Cash and cash equivalents

Group Company
2022 2021 2022 2021
£m . £m £m £m
Cash at bank and in hand . 2.8 12.1 0.6 63
Short term deposits ‘ ) 75.0 - " 75.0 -
77.8 12.1 75.6 6.3
24 Borrowings
Group . _Company
2022 2021 2022 2021
£m £m £m £m
Current liabilities

Bank overdraft ’ 7.7 oo 7.7 -
Bank loans - 228.9 - 228.9
Other loans 2506 = 2490 0.8 11
‘Loans due to parent and fellow subsidiary undertakings - . - 249.9 2499
Lease liabilities 58 53 58 . 83
Lease liabilities payable to other group companies - - 16.3 15.5
264.1 483.2 280.5 500.7

Non-current liabilities ) .
Bank loans ] . ) 755.7 7519 755.7 751.9
Other loans : 5,275.3 4,928.4 934.6 923.0
Loans due to fellow subsidiary undertakings - - 4,882.6 4,529.4
Lease liabilities ' ) 103.0 106.5 ) 103.0 106.5
Lease liabilities payable to other group companies . : - - 4214 438.9
6,134.0 5,786.8 7,097.3 6,749.7
6,398.1 6,270.0 7,377.8 7.250.4

See note 35 for details of interest rates payable and maturity of borrowings. !
182



Severn Trent Water Limited

Notes to the Group and Company financial statements (continued)

For the year ended 31 March 2022
25 Categories of financial liabilities - Group

Note 2022 2021
£m £m
Fair value through profit and loss
Cross currency swaps - not hedge accounted - 0.6
Interest rate swaps - not hedge accounted 37.0 63.9
Inflation swaps - not hedge accounted 3.7 321
40.7 96.6
Derivatives designated as hedging instruments
Interest rate swaps - cash flow hedges - 249
- 249
Total derivative financial liabilities 40.7 121.5
Other financial liabilities
Borrowings 24 6,398.1 6,270.0
Trade payables 26 76.8 41.0
Other payables 26 7.1 8.9
Amounts due to parent and fellow subsidiary undertakings 26 57.3 5.8
Total other financial liabilities 6,539.3 6,325.7
Total financial liabilities 6,580.0 6,447.2
Disclosed in the balance sheet as:
Non-current liabilities
Derivative financial liabilities 40.7 121.5
Borrowings 6,134.0 5,786.8
Other payables 0.1 0.2
6,174.8 .  5908.5
Current liabilities )
Borrowings 264.1 483.2
Trade payables 76.8 41.0
Other payables 7.0 8.7
Amounts due to group undertakings 57.3 5.8
405.2 538.7
6,580.0 6,447.2
26 Trade and other payables
' Group Company
2022 2021 2022 2021
£m £m £m £m
Current liabilities
Trade payables 76.8 41.0 76.8 40.0
Social security and other taxes 6.6 6.7 6.6 6.6
Other payables 7.0 8.7 7.5 341
Accruals’ 485.7 457.6 436.3 396.6
Deferred income : : 15.2 15.1 15.2 14.9
Amounts owed to pérent and fellow subsidiary undertakings 57.3 5.8 98.5 63.2
, 648.6 534.9 640.9 555.4
Non-current liabilities
Other payables 0.1 0.2 - -
Accruals 3.0 58 3.0 58
Deferred income 1,317.5 1,244.0 1,317.5 1,230.3
' 1,320.6 1,250.0 1,320.5 1,236.1
1,969.2 1,784.9 1,961.4 1,791.5

The Directors consider that the carrying value of trade payables is not materially different from their fair values.
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27 Deferred tax

Group . ‘
An analysis of the movements in the major deferred tax liabilities and assets recognised by the Group is set out below:
’ ‘ Accelerated Retirement Fair value of
tax benefit financial .
depreciation obligations instruments Other Total
£m £m £m £m £m
At 1 April 2020 ' 938.1 2.8 (47.0) 3.1) 890.8
Chargel/(credit) to income 209 38" 14 - 26.1
Charge/(credit) to equity - (30.6) 7.6 (0.4) (23.4)
At 1 April 2021 . 9590 |, (24.0) (38.0) (3.5) . 893.5
Charge/(credit) to income 359.5 28 0.9 (6.2) 357.0
Charge/(credit) to equity ' - 41.9 12.6 (5.1) 494
Disposal of Hafren Dyfrdwy (22.0) (4.4) - 0.4 (26.0)
At 31 March 2022 1,296.5 16.3 (24.5) ‘(14.4) 1,273.9

Company

An analysis of the movements in the major deferred tax liabilities and assets recognised by the Company is set out below:

Retirement Fair value of
Accelerated tax benefit financial
depreciation obligations instruments Other Total
£m £m £m £m £m
At 1 April 2020 923.0 ' (2.0) (47.0) _(6.9) 867.1
Charge/(credit) to income 20.2 4.5 14 - 26.1
Chargel/(credit) to equity . - (29.8) 7.6 (0.4) (22.6)
At 1 April 2021 943.2 (27.3) (38.0) (7.3)° 8706
Charge/(credit) to income 353.3 24 ) 09 (7.4) 349.2
.Charge/(credit) to equity - 412 12.6 (5.1) 48.7

At 31 March 2022 1,296.5 16.3 (24.5) (19.8) 1,268.5

The majority of the Group and Company’s deferred tax liability is expected to be recovered over more than one year. 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:

Group
2022 2021
) £m £m
Deferred tax asset . P : (38.9) -(65.5)
Deferred tax liability 1,312.8 959.0
1,273.9 893.5
Company
2022 2021
£m £m
Deferred tax asset (44.3) (72.6)
Deferred tax liability 1,312.8 943.2
' 1,268.5 870.6

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 have therefore been remeasured at 1 April 2021 at the new rate of 25%. This resulted in an
. exceptional deferred tax charge in the income statement of £287.5 million and a credit to reserves amounting to £7.1 million.
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28 Retirement benefit schemes
a) Defined benefit pension schemes
i) Background

The Group operates a number of defined benefit pension schemes. The Severn Trent Pension Scheme (‘STPS’) and the
Severn Trent Mirror Image Pension Scheme (‘STMIPs’) closed to future accrual on 31 March 2015, while the Dee Valley Water
Limited Section {DVWS’) of the Water Companies Pension Scheme, which is a sectionalised scheme, currently remains open

. to accrual. The defined benefit pension schemes (the ‘Schemes') cover increases in accrued benefits arising from 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 pensmnable salary history, with
inflationary pension increases applying in line with the Scheme rules.

The defined benefit pension schemes and the dates of their last completed formal actuarial valuations as at the accounting date
are as follows:

Date of last formal actuarial

valuation
Severn Trent Pension Scheme* 31 March 2019
Severn Trent Mirror Image Pension Scheme - 31 March 2019
Water Companies Pension Scheme — Dee Valley Water Limited Section 31 March 2020

* The STPS is by far the largest of the Group's UK defined benefit schemes, comprising over 90% of the Group s overall defined benefit obligations.

The next scheduled format actuarial valuation of the STPS and STMIPS defined benefit pension schemes are being carried out
as at 31 March 2022. These will be completed during the financial year ending 31 March 2023.

On 29 June 2021, the Group completed the bulk annuity buy-in of the STMIPS. Severn Trent Water Limited is the only employer
in this scheme. As a result of the buy-in, whilst the legal obligation to pay the employee benefits directly as they fall due remains
with the Group, the right to reimbursement of such amounts to the Group has been obtained under the insurance policy.

if) Amounts included in the balance sheet arising from the Group’s obligations under defined benefit pension

schemes
Group Company
2022 2021 2022 2021
: £m . £m £m £m
Fair value of assets 2,595.3 2,600.4 2,814.3 2,768.4
Present value of the defined benefit obligations (2,732.9) (2,959.8) (2,732.9) (2,911.8)
(137.6) (359.4) 81.4 (143.4)
Presented on the balance sheet as: .
Retirement benefit obligation — funded schemes _ 171 81.4 _
in surplus
ﬁeéler?‘g?tent benefit obligation ~ funded schemes (137.6) (376.5) _ (143.4)
Net retirement benefit (obligation)/surplus (137.6) (359.4) 81.4 (143.4)
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28 Retirement benefit schemes (continued)

a) Defined benefit pension schemes (continued)

ii) Amounts included in the balance sheet arising from the Group’s obligations under defined benefit pensnon
schemes (continued).

The Schemes’ assets were as follows: - .
’ Group Company )

. 2022 2021 2022 2021
STPS, STMIPS, and DVWS ’ £m £m £m - £m

Fair value of scheme assets .
Equities 478.1 493.3 478.1 493.3
Annuity policies 104.6 - 104.6 -
Corporate bonds 953.0 1,047.5 953.0 - 1,047.5
Liability driven investment funds (LDI) 627.6 629.9 . 627.6 597.4
Property 296.8 2551 296.8 255.1
High-yield bonds. - 284 - -
Contributions due from Scottish Limited Partnerships? - - 2190 2331
Cash 135.2 146.2 135.2 142.0
2,595.3 2,600.4 2,814.3 2,768.4

' In July 2021, the STMIPS Trustees completed the purchase of a buik annuity contract with JUST, an insurance company, to secure the
benefits of all members of the MIPS. The Trustees continue to pay benefits to members as before the transaction, but these cashflows are now
matched exactly by income from JUST.

2 The Scottish Limited Partnerships are subsidiaries of Sevemn Trent Water and therefore any movements are eliminated upon consolidation.

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 to £496.0 million.

Movements in the fair value of the schemes’ assets were as foliows:

Group Company

2022 2021 . 2022 2021

, . £m £m £m £m

Fair value at 1 April 2,600.4 2,4141 2,768.4 2,594.2

Interest income on scheme assets 52.8 57.3 51.5 55.7

Contributions paid by the group/company 61.4 37.7 35.6 12.7

Return on plan assets (excluding amounts 68.9 212 7 68.2 2118
included in finance income) : . ) ' )

Scheme administration costs (3.8) (3.9) (3.6) (3.7)

Benefits paid (120.3) (117.5) (117.3) (115.0)

Unwind qf discount on contribution due from _ - 115 127

SLPs
Disposal of Hafren Dyfrdwy (64.1) - - -
Fair value at 31 March : ’ ‘ 2,595.3 2,600.4 2,814.3 2,768.4

Movements in the present value of the schemes’ defined benefit obligations were as follows:
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28 Retirement benefit schemes (continued)
a) Defined benefit pension schemes (continued)

ii) Amounts included in the balance sheet arising from the Group’s obligations under defined benefit pension
schemes (continued)

Group Company
2022 2021 2022 2021
£m £m ’ £m £m
Present value at 1 April (2,959.8) (2,640.2) ’ (2,911.8) (2,596.4)
Current Service cost ‘ (0.2) (0.2) : - -
Past service cost - (0.3) - (0.3)
Interest cost (59.3) (62.5) (58.4) (61.5)
Actuarial gsins arising.from changes in 5.6 ‘338 5.8 . 332
demographic assumptions ' ’
Actuarial gains/(losses) arising from changes in
poaria fssum(pﬁons ) arising g 1926 (438.9) 191.4 (432.7)
Actuarial (losses)/gains arising from experience (78.7) 31.0 , (77.2) 30.9
adjustments : ) ' :
Benefits paid 120.3 117.5 1173 115.0
Disposal of Hafren Dyfrdwy 46.6 - -. -
Present value at 31 March (2,732.9) (2,959.8) (2,732.9) (2,911.8)

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 therefore the surplus in DVWS has been recognised in full.

iii) Amounts recognised in the income statement in respect of these defined benefit schemes

Group
2022 2021
£m i £m
Amounts charged to operating costs ,
Current service cost (0.2) (0.2)
Past service cost - (0.3)
Scheme administration costs (3.8) (3.9)
(4.0) (4.4)
Amounts charged to finance costs
Interest cost (59.3) (62.5)
Amounts credited to finance income )
Interest income on scheme assets 52.8 57.3
Total amount charged to the income statement (10.5) (9.6)

The actual return on scheme assets was a gain of £121.7 million (2021: gain of £270.0 million).
Actuarial gains and losses have been reported in the statement of comprehensive income.

iv) Actuarial risk factors
The Schemes typically expose the Group to actuarial risks such as investment risk, inflation risk and longevity risk.
Investment risk ‘

The Group's contributions to the Schemes are based on actuarial calculations which make assumptions about the returns
expected from the Schemes' investments. If the investments underperform these assumptions in 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 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 Schemes have a balanced approach to investment in equity securities, debt instruments and real estate. Due to
the long-term nature of the scheme liabilities, we consider it appropriate to invest a portion of the Scheme assets in equity
securities and in real estate to leverage the return generated by the fund.
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28 Retirement benefit schemeés (continued)
b) Defined benefit pension schemes (continued)
iv) Actuarial risk factors (continued) '
Inflation risk

The benefits payable to members of the schemes are linked to inflation measured by the RPI or CPI, subject to caps. The
Group's contributions to the Schemes are based.on assumptions about the future level of inflation. If inflation is higher than the
levels assumed in the actuarial calculations then the Group may need to make additional contnbutuons to the Schemes in order
to fund the payment of accrued benefits.

The Schemes use LDI's within the asset portfolios to hedge against the value of liabilities changing as a result of movements in
long-term interest rate and inflation expectations. This structure allows 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 about 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 in order to fund the payment of accrued benefits.

v) Actuarial assumptions

The major financial assumptions used in the accounting valuation of the obligations for the STPS which represents by far the
largest defined benefit obligation for the Group were as follows.

2022 2021

% pa % pa

Price inflation — RPI , ‘ 3.6 3.2

L . Pre 2030: 2.6

Price lnﬂetlon - CPi ' Post 2030 3.5 24
Discount rate 2.8 2.0
Pension increases in payment 3.6 3.2
Pension increases in deferment 3.6 3.2

The assumption for RPI price inflation is derived from the difference between the yields on longer-term fixed rate gilts and on
index-linked gilts.

In setting our 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 the
constructed yield curve.

The mortality assumptions are based on those used in the latest triennial funding valuations. The mortality assumptions
adopted at the year end for accounting purposes and the life expectancies at age 65 implied by the assumptions are as follows
for the STPS:

2022 2021

Men Women Men Women

Mortality table used - S3PMA_L S3PFA_M S3PMA_L S3PFA_M

Mortality table compared with standard table 112% 95% 112% 95%

Mortality projections CMI 2021 CMI 2021 CMI 2020 -CMI| 2020

Long-term rate of future improvement per annum - 1.0% 1.0% 1.0% 1.0%

Weighting factor given to data for 2021/2020 20% 20% 20% 20%
Remaining life expectancy for members currently aged

65 (years) 218 23.7 21.8 236

Remaining life expectancy at age 65 for members 22.7 248 227 248

currently aged 45 (years)
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28 Retirement benefit schemes (continued)

b) Defined benefit pension schemes (continued)

v) Actuarial assumptions (continued) -

The calculation of the scheme obligations is sensitive to the actuarial assumptions and in particular to the assumptions relating
to discount rate, price inflation (capped, where relevant) and mortality. The following table summarises the estimated impact
on the Group's obligations from changes to key actuarial assumptions whilst holding all other assumptions constant:

Assumption Change in ption Impact on disclosed obligations .
Discount rate* ) Increase/decrease by 0.1% pa Decrease/increase by £42/£43 million
Price inflation? Increase/decreased by 0.1% pa Increase/decrease by £36/£35 million
Mortality? Increase in life expectancy by 1 year Increase by £112 million

1 A change in discount rate is likely to occur as a result of changes in bond yield and as such would be expected to be offset to a significant
degree by a change in the value of the bond assets held by the Schemes.

2 The projected impact resulting from a change in RPI reflects the underlying effect on pensions in payment, pensions in deferment and *
resultant pension increases.

3 The change in assumption is based on triennial valuations-and reflect the fact that life expectancy rates are expected to increase.

In reality, interrelationships exist between the assumptions, particularly between the discount rate and price inflation. The above
analysis does not take into account the effect of these interrelationships. Also, in practice any movement in obligations arising
from assumption changes are likely to be accompamed by movements in asset values — and so the |mpact 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 method at the end of the reporting period, which is the same as that applied in calculatlng the defined
benefit obligation liability recognlsed in the balance sheet.

vi) Effect on future cash flows
Contribution rates are set in consuitation with the Trustees for each Scheme and each participating employer.

The average duration of the benefit obligation at the end of the year is 16 years for STPS and STMIPS (2021: 17 years) and 14
years for DVWS (2021: 15 years).

The most recent completed formal triennial actuarial valuations and funding agreements were carried out as at 31 March 2019
for the STPS and STMIPS schemes and. 31 March 2020 for DVWS. As a result of the STPS and STMIPS actuarial valuations,
deficit reduction contributions of £32.4 million increasing in line with CPI inflation until 31 March 2027, were agreed for the
STPS.

- Payments of £8.2 million per annum through an asset backed funding arrangement will continue to 31 March 2032 for the
STPS. Further inflation linked payments of £15.0 million per annum are being made through an additional asset backed fiinding
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 these contributions are no longer needed.

c) Defined contribution pension schemes

The Group also operates the Severn Trent Group Personal Pension, a defined contribution scheme, for certain of |ts UK
employees.

The total cost charged to operating costs of £26.9 million (2021: £25.2 million) for the Group and £26 6 million (2021: £250
million) for the Company represents contributions payable to these schemes by the Group at rates specified in the rules of the
scheme. As at 31 March 2022, no contributions (2021: nil) in respect of the current reporting period were owed to the schemes.
Hafren Dyfrdwy operates two defined contribution pension schemes, neither of which were material in either the current or prior
year.
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Group

Insurance Regulatory Other Total
: £m ~fm £m £m
At 1 April 2021 14.7 7.8 151 376
Charged to income statement ‘ . 10.3 - 42 14.5
Other net additions , _ - 1.4 - 11.4
Utilisation of provision (8.9) - (3.6) (12.5)
Disposal of Hafren Dyfrdwy - - (4.9) (4.9)
At 31 March 2022 16.1 19.2 10.8 46.1
2022 2021
£m £m

Included in
Current liabilities 333 239
Non-current liabilities 12.8 13.7
46.1 37.6

Regulatory comprises provisions for works in response to legally enforceable undertakings to regulators. 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 dilapidations, commercial disputes, either from continuing or discontinued operations,
and potential environmental claims. The associated outflows are estimated to arise over a period up to ten years from the

balance sheet date.

Company

insurance . Regulatory Other ~ Total
£m £m £m £m
At 1 April 2021 147 7.8 9.4 319
Charged to income statement : ' 10.3 - 4.2 14.5
Other net additions - - 11.4 - 11.4
Utilisation of provision ) ) (8.9) - (2.8) (11.7)
At 31 March 2022 . 16.1 19.2 10.8 46.1
2022 2021
£m £m

Included in
Current liabilities 33.3 225
Non-current liabilities 12.8 9.4
! 46.1 31.9
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30 Share capital — Group and Company

2022 2021
£m £m

Total issued and fully paid share capital :
1,250,100,000 ordinary shares of 0.1p (2021: 1,000,100,000) 1.3 1.0

During the period the Company issued 250 million shares of 0.1p to the immediate parent company, raising £250 million. Share
capital increased by £0.3 million and share premium by £249.7 million.

R Number £m

Ordinary shares of 0.1p .
At 1 April 2020 and 2021 B 1,000,100,000 1.0
Shares issued to immediate parent 250,000,000 0.3
At 31 March 2022 1,250,100,000 1.3

31 Share premium ~ Group and Company

: : 2022 2021
. £m ;:m
At 1 April - -
Share premium on shares issued to immediate parent 249.7 -

At 31 March 249.7 .=

32 Hedging reserve -- Group and Company

Hedging reserve

. £m
At 1 April 2020 _ (104.3)
" Total comprehensive income for the year 327
At 1 April 2021 - (71.6)
Total comprehensive incéme for the year 449
At 31 March 2022 - ' (26.7)

The hedging reserve arises from gains or losses on interest rate'swaps and energy swaps taken directly to equity under the
hedge accounting provisions of IFRS 9 and the transition rules of IFRS 1.
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33 Capital management — Group

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;

e to manage exposure to movements in interest rates to provide an appropriate degree of certainty as to its-cost of funds;

o 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 long-term funding or commitment of funds across a range of funding sources.at the
best possible economic cost. The Group monitors future funding requirements and credit market condmons to ensure continued
availability of funds.

The Group's dividend policy is to declare dividends which are consistent with the Group's regulatory obligations and at a level
which is decided each year after consideration of a number of factors, including regulatory uncertainty, future cash flow
requirements and balance sheet considerations. The amount declared is expected to vary each year as the impact of these
factors changes. Further details of the dividend policy and its apphcat|on are set out in the Company’s Annual Performance
Report, which is available at stwater.co.uk.

The Group's capital at 31 March was:

2022 2021

£m £m

Net cash and cash equivalents : i 70.1 12.1
Bank loans (755.7) (980.8)
Other loans - © (5,525.9) (5,177.4)
Loans due from parent company ‘ 226.2 52.0
Lease liabilities ' (108.8) (111.8)
Cross currency swaps 28.3 31.9
Net debt (6,065.8) (6,174.0)
Equity attributable to owners of the Company ’ (2,743.1) (2,707.5)
Total capital (8,808.9) (8,881.5)
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34 Fair values of financial instruments — Group
a) Fair value measurements

The valuation techniques that the Group applies in determining the fair values of its financial instruments on a recurring basis
are described below. The techniques are classified under the hierarchy defined in IFRS 13 which categorises valuation
techniques into 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:

2022 2021
£m £m  Valuation techniques and key inputs
Cross currency swaps Discounted cash flow
Assets 28.3 32.5 Future cash flows are estimated based on forward interest rates
Liabilit ’ 06 from observable yield curves at the period end and contract interest
labiiities = (0-6)  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 29 - Future cash flows are estimated based on forward interest rates
I from observable yield curves at the period end and contract interest
Liabilities (37.0) (88.8) [ates discounted at a rate that reflects the credit risk of
counterparties. .
Energy swaps Discounted cash flow
Assets 276 8.4 Future cash flows are estimated based on forward electricity prices
Liabiliti from observable indices at the period end and contract prices
fapriiies ) - - discounted at a rate that reflects the credit risk of counterparties.
Inflation swap Discounted cash flow
Liabilities (3.7) (32.1)  Future cash flows on the RPI leg of the instrument are estimated
based on observable forward inflation indices.
Future cash flows on the CPI leg of the instrument are estimated
based on the future expected differential between RPI and CPI (‘the
wedge’).
Both legs are discounted using observable swap rates at the period
end, at a rate that reflects the credit risk of counterparties. This is
considered to be a Level 3 valuation technique.
Investment Net asset value
Asset 1,564.0 1,550.1 The fair value of the investment is considered to be the Group’s

share of its net assets. 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 Investment

£m £m

At 1 April 2020 (27.7) 1,538.9

(Losses)/gains recognised in profit or loss (4.4) 11.2
At 31 March 2021 (32.1) 1,550.1 :

Gains recognised in proﬁ.t or loss 284 13.9

At 31 March 2022 (3.7) 1,564.0

. These Level 3 iﬁstruments are valued uéing unobservable inputs. In valuing the inflation swaps, we have identified the
unobservable input as the CPI wedge. A change of 10bps in the CPl wedge would resuit in a change in the carrying value of
£5.3 million. ’
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34 Fair values of financial instruments — Group (continued)

b) Compérison 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 below,
approximate to their fair values. The carrying values and estimated fair values of other financial instruments are set out below:

31 March 31 March ’
2022 2021
Carrying value Fair value Carrying value Fair value
£m £m £m £m
Floating rate debt
Bank loans 625.8 623.5 858.5 860.0
Other loans ' 1478 161.4 147.8 155.5
Bank overdraft 7.7 ' 7.7 - -
781.3 792.6 1,006.3 1,015.5
Fixed rate debt - B
Other loans 3,784.9 4,024.8 3,687.1 4,057.6
Lease liabilities ‘ 108.8 117.9 111.8 124.6
. 3,893.7 4,142.7 3,698.9 4,182.2
Index-linked debt
Bank loans ‘ 129.9 149.5 122.3 1462
Other loans 1,593.2 2,352.6 1,442.5 2,396.7
1,723.1 2,502.1 1,564.8 2,542.8
6,398.1 7,437.4 6,270.0 7,740.6

To reflect the underlying terms of the debt, within the comparatives, £35.1 million carrying value of other loans has been
reclassified from floating rate to fixed rate debt. The associated fair values have also been restated in the comparatives, with a
decrease of £35.3 million in the fair value of fixed rate debt and an increase of £41.1 million in the fair value of floating rate debt.
The above floating, fixed or indexed-linked classification does not take into account the impact of unhedged interest rate swaps

Or Cross currency swaps.

Fixed rate sterling and currency bonds are valued using market prices for similar instruments, which is a Level 2 valuation
technique.

Index-linked bonds are rarely traded and quoted prices are not considered to be a reliable indicator of fair value. Therefore,
these bonds are valued using discounted cash flow models with discount rates derived from observed market prices for a
sample of bonds, which is a Level 2 valuation technique.

Fair values of the other debt instruments are also calculated using discounted cash flow models with discount rates derived from
observed market prices, which is a Level 2 valuation technique. .
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35 Risks arising from financial mstruments - Group

The Group’s activities expose it to a variety of financial risks:

e market risk (mcludung interest rate risk exchange rate risk and other price risk)
e  creditrisk;

e liquidity risk; and

o inflation risk.

The Group's overall risk management programme addresses the unpredictability of financial markets and seeks to reduce
potential adverse effects on the Group's financial performance or position.

Financial risks are managed by a central treasury department (*Group Treasury”) under policies approved by the Board of
Directors. The Board has established a Treasury Committee to monitor treasury activities and to facilitate timely responses to
changes in market conditions 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 for trading but may be used to mitigate the Group's exposure to
financial risk. The types of derivative instruments held and the related 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
sections a) (i) and note 36 below. .

Cross currency swaps are held to mitigate the Group's éxposure to exchange rate movements on amounts borrowed in foreign
currencies. Further details are set out in section a) (ii) below.

Energy swaps are held to mitigate the Group’s exposure to changes in electricity prices. Further details are provided in note 36
below.

Severn Trent Water operates under a regulatory environment where sales 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/CPIH and the Group holds RP{/CPI swaps to mitigate the risk of
divergence between RPIl 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.

i) Interest rate risk

The Group's 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 variable rates expose the Group to the risk of adverse cash flow impacts from increases in interest rates.

Sorrowings issued at fixed rates expose the Group to the risk of interest costs above the market rate when interest rates
ecrease.

~ The Group's policy is to maintain 40% to 70% of its interest bearing liabilities in fixed rate instruments in 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 out below:

2022 2021

£m £m

Net debt (note 38) 6,065.8 6,174.0

Cash and cash equivalents 77.8 121

Loan due from parent company and group undertakings 226.2 52.0
Cross currency swaps included in net debt at fair value 28.3 319

Fair value hedge -accounting adjustments (21.1) (23.9)

Exchange on currency debt not hedge accounted (14.9) (8.4)

Interest bearing financial liabilities - 6,362.1 6,237.7

The Group manages its cash flow interest rate risk by borrowing at fixed or index-linked rates and by using interest rate swaps.
Under these swaps the Group receives floating rate interest and pays fixed rate interest calculated by reference to the agreed
notional principal amounts. in practice the swaps are settled by transferring the net amount. These swaps have the economic
effect of converting borrowings from floating rates to fixed rates. The Group has entered into a series of these interest rate
swaps to hedge future interest payments to beyond 2030.
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35 Risks arising from financial instruments - Group (contmued)

a) Market risk (continued)
i) Interest rate risk (contlnued)

The following tables show ana|Yses of the Group's interest-bearing financial liabilities by type of interest. Debt which is hedged

by interest rate 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 notional sterling 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 value hedge accounting

adjustments, are excluded from this analysis.

The net principal amount of swaps is shown as an adjustment to floating rate and fixed rate debt to demonstrate the impact of
the Group's interest rate swaps on the amount of liabilities bearing fixed interest.

Floating Fixed Index-

rate rate linked, Total

2022 £m £m £m_ £m

Bank overdraft (7.7) - - (7.7)

Bank loans (625.8) - (129.9) (755.7)

Other loans (104.3) (3,792.4) (1,593.2) (5,489.9)

Lease liabilities - (108.8) - (108.8)

(737.8) (3,901.2) (1,723.1) (6,362.1)

Impact of swaps not matched against specific debt instruments © 475.0 (475.0) ) - -

Interest-bearing financial liabilities (262.8) (4,376.2)  (1,723.1) (6,362.1)
Proportion of interest-bearing financial liabilities that are fixed 69%
Weighted average interest rate of fixed rate debt 3.93%
Weighted average period for which interest is fixed (years) 8.7

Floating Fixed Index-

rate rate linked Total

2021 £m £m £m £m

Bank loans (858.4) - (122.3) (980.7)

Other loans (183.0) (3.519.7) (1,4425) (5,145.2)

Lease liabilities . - (111.8) - (111.8)

(1,041.4) (3.631.5) (1,564.8) (6,237.7)

Impact of swaps not matched against specific debt instruments 524.6 . (524.6) - -

Interest-bearing financial liabilities (516.8) (4,156.1) (1,564.8) (6,237.7)
Proportion of interest-bearing financial liabilities that are fixed 67%
Weighted average interest rate of fixed rate debt 391%
8.9

Weighted average period for which interest is fixed (years)

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 £25.2 million (2021: £17.0 million) in the income statement.

Average contract

Notional principal

fixed interest rate amount Fair value
2022 2021 2022 2021 2022 2021
. % £m £m £m £m

Pay fixed rate interest
1 -2 years 4.98 - (50.0) - (2.2) -
2 - 5years 5.14 5.10 (150.0)  (200.0) (13.6) (33.3)
5—10 years 546 552 (75.0)  (35.0) (21.2) (13.9)
10 — 20 years : - 5.41 - (40.0) . - (16.8)
i 5.20 5.20 (275.0) (275.0) (37.0) (64.0)
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35 Risks arising from financial instruments — Group (continued)

a) Market risk (continued)
Interest rate risk (continued)

Interest rate sensitivity analysis

The sensitivity after tax of the Group's profits, cash flow and equity, including the impact on derivative financial instruments, to
reasonably possible changes in interest rates at 31 March is as follows: '

2022 ) 2021

1.0% -1.0% 1.0%. -1.0%

£fm £m £m £m

Profit or loss 9.7 (10.6) 9.4 (10.6)
Cash flow : ~ ' (1.5) 1.5 (6.9y 6.9
Equity : 9.7 (10.6) 9.4 (10.6)

(ii) 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 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 no charge (2021: nil) in the income statement.

The Group has raised debt denominated in currencies other than sterling to meet its objective of acceséing a broad range of
_sources of finance. The Group mitigated its exposure 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 LIBOR.

Where the terms of thé 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 34a).

The Group also has cross currency swaps with a notional sterling value of £98.3 million (2021: £98.3 million) which are not
accounted for as fair value hedges. Economically these swaps act to mitigate the exchange rate risk of debt within the Group
which is denominated in foreign currency and also swap the interest from fixed to floating, but they are not designated hedges
under IFRS 9. This has led to a charge of £2.3 million (2021: £19.1 million) in the income statement as well as an exchange loss
of £6.6 million (2021: gain of £14.8 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, in the relevant currency, the amount borrowed and the notional principal of the related swap or forward contract. The net
" position shows the Group's exposure to exchange rate risk in relation to its currency borrowings.

Euro US Dollar Yen

2022 . : i €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 - - -
Euro US Dollar Yen

2021 . €m $m ¥bn
Borrowings by currency (19.9) (180.0) (2.0)
Cross currency swaps - hedge accounted 199 30.0 20
Cross currency swaps - not hedge accounted - 150.0 -

Net currency exposure - — Z
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35 Risks arising from financial instruments — Group (continued)

b) Credit risk

Operationally the Group has no significant concentrations of credit nsk Amounts provnded against accounts receivable and
movements on the provision during the year are disclosed in note 21.’

Cash deposits and derivative contracts are only placed with high credit quality financial institutions, which have been approved
by the Board. Group Treasury monitors the credit quality of the approved financial institutions and the list of financial institutions
that may be used is approved annually by the Board. The Group has policies that limit the amount of credit exposure to 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

2022 2021 2022 2021,

£m £m £m £m

Double A range 150.0 - - : -
Single A range . 710.5 890.5 75.0 : -
Below single A range 10.0 10.0 C- -
870.5 3900.5 75.0 =

The fair values of derivative assets analysed by credit ratings of counterparties were as follows:
. Derivative assets

2022 2021

£m £m

Single A range ' 52.6 " 409
Triple B range , 6.2 _
58.8 40.9

¢} Liquidity risk
i) Committed facilities

Prudent liquidity management requires sufficient cash balances to be maintained; adequate committed facilities to be available
and the ability to close out market positions. Group Treasury manages liquidity-and flexibility in funding by monitoring 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 borrowing facilities expiring as follows:

2022 2021
: £m £m
Within 1 year : - 55.8
1-2years o - 689.2
2 - 5years ) 1,000.0 -
1,000.0 745.0

ii) Cash flows from non-derivative financial instruments

- The following tables show the estimated cash flows that will arise from the Group’s non-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.

Interest and inflation assumptions are based on prevailing market conditions at the year end date.

198



Severn Trent Water Limited

Notes to the Group and Company financial statements (continued)

For the year ended 31 March 2022

35 Risks arising from financial instruments — Group (continued)

c) Liquidity risk (continued)

ii) Cash flows from non-derivative financial instruments (continued)

Trade and Payments on’
2022 other financial
Undiscounted amounts payable: Floating rate Fixed rate Index-linked payables liabilities
£m £m £m £m £m
Within 1 year (1.9) (397.5) (30.7) (80.4) - (520.5)
1-2years (310.9) (443.3) (32.7) (0.1) (787.0)
2-5years (393.3) (1,158.1) (154.4) - (1,705.8)
5-10 years (104.7) (1,529.3) (593.1) - (2,227.1)
10 - 15 years - (689.6) (255.1) . - (944.7)
15 - 20 years - (907.6) (280.5) - (1,188.1)
20 - 25 years - - (211.6) - (211.6)
25 - 30 years - - (727.2) - (727.2)
30 - 35 years - - (1.71133) - (1,713.3)
35 - 40 years - - (2,0826) - (2,082.6)
40 - 45 years - - (411.9) - (411.9)
Total (810.8)  (5,1254)  (6,493.1) (90.5)  (12,519.8)
. Receipts
Trade and Cash and Amounts due from
. other shortterm from group financial
Undiscounted amounts receivable: receivables " deposits undertakings assets
£m . £m £m £m
Within 1 year 488.9 77.8 70.6 637.3
1-2 years - - 227 .1 2271
Total 488.9 - 77.8 297.7 864.4
Trade and Payments on
other f_ina_r]gial
2021 Floating rate Fixedrate  Index-linked payables liabilities
: £m £m £m £m £m
Within 1 year . (233.9) (388.8) (26.9) (49.7) (699.3)
1-2years (7.3) (385.1) (27.6) 0.2) (420.2)
2 -5years (647.9) (1,177.6) (129.8) - (1,955.3)
.5-10 years (158.8) (1,337.6) (187.0) - (1,683.4)
10 - 15 years - (710.0) (221.1) - (931.1)
15 - 20 years - (567.8) (153.8) - (721.6)
20 - 25 years - (367.1) (181.0) - (548.1)
25 - 30 years - - (210.8) - (210.8)
30 - 35 years - - (918.8) - (918.8)
35 - 40 years - - (2,950.8) - (2,950.8)
40 - 45 years - - (20.2) - (20.2)
45 - 50 years - - (257.8) - (257.8)
Total ! (1,047.9)  (4,934.0) (5,285.6) (49.9) (11,317.4)
Cash and Amounts due Receipts
Trade short term from group  from financial
Undiscounted amounts receivable: receivables deposits undertakings assets
£m £m £m £m
Within 1 year 426.7 121 9.7 448.5
1-2 years - - 52.0 52.0
Total 426.7 121 61.7 500.5

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 or CPIH. Interest payments are made bi-annually 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.
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35 Risks arising from fihancial instruments — Group (continued)
c) Liquidity risk (continued)
(iii) Cash flows from derivative financfal 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/{outflows) on the derivative financial instruments that settle on a net basis and
the undiscounted gross inflows/(outflows) 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 below. ‘ :

. Cross currency swaps
Interest rate Inflation Energy . Cash Cash

2022 swaps swaps swaps receipts payments Total

£m £fm £m - £m £m £m

Within 1 year (16.0) 0.2 28.0 6.2 (3.5) 14.9

1-2years (15.1) 0.3 - 6.2 (3.5) (12.1)

2-5years . (28.0) 1.3 - 146.3 (120.3) (0.7)

5-10 years (24.8) 3.0 - 39.3 (33.2) (15.7)

10 - 15 years - (5.7) - - - (5.7)

15 - 20 years : - (8.2) - - - (8.2)

) (83.9) (9.1) 28.0 198.0 (160.5) (27.5)

Cross currency swaps

2021 . Interest rate Infiation Energy _Cash | Gasn Total
- £m £m £m “£m £m £m

Within 1 year (19.9) 0.1 7.7 6.0 (2.2) (8.3)
1-2years (18.3) 0.1 3.9 6.0 (2.6) (10.9)
2 -5years ' : - (33.8) 0.6 0.5 355 (21.0) (18.2)
5—10 years (19.8) (5.2) - 147.8 (135.1) (12.3)
10 - 15 years (0.8) 20 - - - 1.2
15 — 20 years - (37.3) - - - (37.3)
(92.6) (39.7) 12.1 195.3 (160.9) (85.8)

b) Inflation risk

The Group's parent company, Severn Trent Water Limited, 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 Limited has raised debt which 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-finked debt at the balance sheet date is shown in section a) (i) interest rate risk, and the estimated future cash
flows relating to this debt are shown in section c) (ii) cash flows from non-derivative financial instruments.

Ofwat is moving the measure of inflation used in the economic regulatory model from RP| to CPIH over a period of time. In
anticipation of this the Group has entered into CPI/RPI swaps with a notional value of £350 million (2021: £350 million) in order
to mitigate the risk of divergence between inflation measured by CPIH and that measured by RPI.

Infiation rate sensitivity analysis

The finance cost of the Group's index-linked debt instruments varies with changes in CPI/RPI rather than interest rates. The
sensitivity at 31 March of the Group's profit and equity to changes in CPI/RPI is set out in the following table. This analysis
relates to financial instruments only and excludes any RP! impact on Severn Trent Water's revenues and Regulated Capital
Value, or accounting for defined benefit pension schemes.

‘ ’ 2022 2021

' +1.0% .0% 1.0% 0%

£m £m £m £m

Profit or loss , (14.0) 14.0 ©(12.7) 12.7
Equity . L . (14.0) 14.0 (12.7) . 12.7
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36 Hedge accounting — Group

The Group uses derivative financial instruments to hedge exposures to changes in exchange rates and interest rates. Hedge
accounting is adopted for such instruments. where the criteria set out in IFRS 9 are met. Hedge ineffectiveness arises from
credit risk, which is not hedged.

a) Fair value hedges
(i) Cross currency 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 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 currehcy swaps designated as fair value hedges were as follows:

Notional principal amount Fair value
2022 2021 2022 2021
£m £m £m £m
Euro o 11.4 11.4 7.4 9.1
US dollar ‘ : 232 232 0.9 ~ (0.6)
Yen 8.5 - 85 6.3 7.4
: 43.1 43.1 14.6 15.9

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 notional 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 is expected to be
highly effective these interest rate swaps are accounted 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 Notional principal amount Fair value

2022 2021 ) 2022 2021 2022 2021

Period to maturity ) % % £m . Em £m £m
2 - 5 years 1.70 - 50.0 - 1.0 -
5-10 years 1.82 1.73 298.0 100.0 1.9 C(5.7)
10 — 20 years h ' - : 1.83 - 248.0 - (19.2)
1.80 1.80 348.0 . 348.0 29 (24.9)

The Group recognised a loss on hedge ineffectiveness of £0.6 miflion (2021: loss of £1.9 mllhon) in gains on financial
instruments in the income statement in relation to interest rate swaps.

(ii) Energy swaps

The Group has entered into a series of energy swaps under which it has agreed to exchange the difference between fixed and
market prices of electricity at six-monthly intervals up to March 2025.

Details of éhergy swaps that have been accounted for as cash flow hedges are summarised below:

Average contract price Notional contracted amount Fair value

- . 2022 2021 2022 2021 2022 2021

Period to maturity £/MWh £/MWh MWh MWh . £m £m
Less than 1 year 38.5 432 131,520 306,360 27.6 38
1-2years : - 38.6 - 175,680 - 20

- 2-5years ' - 48.3 - 284,040 - 26
38.5 440 131,520 766,080 27.6 8.4
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36 Hedge accounting — Group (continued)
b) Cash flow hedges (continued):

(ii) Energy swaps (continued)

At the year end the cumulative fair value adjustfnénts arising from the corresponding continuing hedge relationships were as

follows:

2022

Cumulative amount of fair

Carrying a':::::: of hedged value adjustments on the
hedged items
Assets Liabilities Assets . Liabilities
£m £m £m ’ £m
Cross currency swaps - (58.2) - (13.7)
Interest rate swaps - (347.7) - -
- (405.9) - (13.7)

2021

Cumulative amount of fair value

Carrying amount of hedged items adjustments on the hedged items

Assets Liabilities Assets Liabilities

£m £m £m ' £m

Cross currency swaps - (58.7) - (15.3)
Interest rate swaps - (347.5) - -
- (406.2) - (15.3)

£58.2 million (2021: £58.7 million) of the carrying amount of hedged items and £13.7 million (2021: £15.3 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.

(iii) Impact of interest rate benchmark

From 1 April 2019, the Group early adopted the amendments to IFRS 7 and IFRS 9 introduced to provide temporary relief from
applying specific hedge accounting requirements to hedging relationships directly affected by the planned replacement of
benchmark interest rates such as LIBOR. The Group has applied Phase 2 with effect from 1 April 2021. Under Phase 2, to the
extent that modifications are made to financial instruments that are necessary to implement Interest Rate Benchmark Reform,
reliefs from the discontinuation of hedge accounting or immediate recognition of any gains or losses in the income statement on
the modification of financial instruments measured at amortised cost are available on transition to alternative rates, provided that
the modification is a direct consequence of the reform and the new basis for calculating cash flows is economically equivalent to
the previous basis.

The Group established a LIBOR transition group within Group Treasury with an objective of identifying and assessing LIBOR
exposures within the business and developing and delivering an action plan to enable a smooth transition to alternative risk-free
rates ahead of 31 December 2021. During 2021 the Group successfully transitioned all its floating rate debt instruments and
derivatives from LIBOR to alternative risk-free rates (SONIA). The actions taken included:

¢ Refinancing its committed bank facilities and agreeing new facilities which use SONIA as a reference rate;

e Amending the LIBOR provisions within its bank term loans, floating rate USPP notes and intercompany loans; and

e Applying the International Swaps and Derivatives Associates (ISDA) fallback protocol to the derivative financial
instruments held by the Group affected by the IBOR Reform where the interest rate benchmark was previously linked
to LIBOR.
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37 Share based payment Group

The Group operates a number of share based remuneration schemes for employees. During the year, the Group reoognlsed
total expenses of £8.0 million (2021: £7.5 million) related to equity settled share based payment transactions.

The weighted average share price of Severn Trent Plc during the peﬁod was £27.30 (2021: £23.86).
At 31 March 2022, there were no options exercisable (2021: none) under any of the share based remuneration schemes.
a) Long Term Incentive Plans (‘LTIPs’)

Under the LTIPs, conditional awards of shares may be made to Executive Directors and senior staff. Awards are subject to
performance conditions and continued employment throughout the vesting period.

Awards outstandmg

The 2018, 2019, 2020 and 2021 LTIP awards are subject to Severn Trent Water’s achievement of Return on Regulated Equity
in excess of the level included in the Severn Trent Water business plan over a three year vesting period. It has been assumed
that performance agalnst the LTIP non-market conditions will be 100% (2021: 100%).

Details of changes in the number of awards outstanding during the year are set out below:

Number of
Opening at 1 April 2020 _ ) ‘ 715,602
Granted during the year 216,579
Vested during the year ) (171,326)
Lapsed during the year : (76,633)
Qutstanding at 1 April 2021 ) : 684,222
Granted during the year ‘ . 199,232
Vested during the year ] . . (230,003)
* Lapsed during the year (26,744) .
Qutstanding at 31 March 2022 626,707
Details of LTIP awards outstanding at 31 March were as follows:
Number of awards
Normal Date
Date of grant of Vesting 2022 - 2021
July 2018 2021 - 237,003
July 2019 . 2022 227,242 235,314
July 2020 2023 200,233 211,905
July 2021 ' 2024 199,232

626,707 684,222

The awards outstanding at 31 March 2022 had a weighted average femaining‘ contractual life of 1.1 years (2021: 1.3 years).

Details of the basis of the LTIP scheme are set out in the Directors’ remuneration report on pages 125 and 126.
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37 Share based payment — Group (continued)
b) Employee Sharesave Scheme

Under the terms of the Sharesave Scheme, the Board may grant the right to purchase ordinary shares in Severn Trent Plc to
those employees who have entered into an HMRC approved Save As You Earn contract for a period of three or five years.

Options outstanding

Details of changes in the number of options outstanding during the year a‘re’ set out below:

: Weighted average
Number of share options exercise price
Outstanding at 1 April 2020 3,832,790 1,632p
‘Granted during the year ’ ) 1,003,531 1,860p
Forfeited during the year . (55,412) 1,604p
Cancelled during the year (111,102) 1,688p
Exercised during the year (712,453) 1,640p
Lapsed during the year (2,848) 1,652p
Outstanding at 1 April 2021 3,954,506 1,687p
Granted during the year 844,913 2,307p
Forfeited during the year - (69,143) 1,731p
Cancelled during the year o (126,119) . 1,801p
Exercised during the year (713,797) 1,660p
Lapsed during the year (4,264) 1,691'p
Disposal of subsidiary : (64,377) 1,852p
Outstanding at 31 March 2022 3,821,719 1,823p
Sharesave options outstanding at 31 March were as follows: .
Number of awards
Date of grant Normal date of exercise Option price 2022 2021
January 2016 . 2021 1,724p - 105,205
January 2017 . 2020 or 2022 1,633p 120,336 126,908
January 2018 . 2021 or 2023 1,652p 104,593 686,875
January 2019 . 2022 or 2024 1474p 1,045,033 1,115,372
January 2020 2023 or 2025 v 1,787p 841,055 924,428
January 2021 2024 or 2026 1,860p 888,452 995,718
January 2022 2025 or 2027 . 2,307p 822,250 -

3,821,719 3,954,506

The awards outstanding at 31 March 2022 had a weighted average remaining contractual life of 1.7 years (2021: 2.0 years).
c) Fair value 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 out below:

2022 2021

LTIP SAYE LTIP SAYE

3year - 5 year 3 year 5 year

: ] scheme scheme : scheme - scheme
Share price at grant date (pence) - 2,676 2,939 2,939 2,460 2,336 2,336
Option life (years) 3 33 5.3 . 3 35 5.5
Vesting period (years) 3 3 5 3 3 5
Expected volatility (%) : 18.2 18.2 18.2 18.2 18.2 18.2
Expected dividend yield (%) 39 35 35 4.2 4.3 43
Risk free rate (%) n/a 0.1 0.1 n/a (0.1) (0.1)
Fair value per share (pence) 2,659 543 521 2,443 342 -302

Expected volatility is measured over the three years prior to the date of grant of the awards or share options. Volatility has been
calculated based on historical share price movements.
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The risk-free rate is derived from yields at the grant date of gilts of S|m|lar 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.

38 Cash flow statement
a) Reconciliation of operating profit to operating cash flows

2022 2021
£m £m
Profit before interest and tax ’ 490.8 457.9
Depreciation and impairment of property, plant and equipment ’ 349.9 331.7
Depreciation of right-of-use assets ' 2.1 2.0
Amortisation of intangible assets . 334 313
Pension service cost 0.2 0.5
Defined benefit pension scheme administration costs 38 39
Defined benefit pension scheme contributions (61.4) (37.7)
Share based payments charge 8.0 75
Profit on sale of property, plant and equipment and intangible assets (7.6) (3.2)
Release of deferred credits (17.4) (15.5)
Contributions and grants received i 42.7 41.4
Provisions charged to the income statement 14.5 9.7
Utilisation of provisions for liabilities and charges ' ) (12.5) (9.6)
Operating cash flows before movements in working capital 846.5 819.9
Decrease in inventory {0.1) 1.3
Increase in amounts receivable (106.8) (13.5)
Increase in amounts payable 116.6 279
Cash generated from operations 856.2 835.6
Tax received " 625 -
Tax-paid {1.2) (26.9)
Net cash generated from operating activities 917.5 808.7
b) Non-cash transactions
Non cash investing and financing cash flows disclosed in other notes are:
e Acquisition of right-of-use assets (note 18)
e Acquisition of infrastructure assets from developers at no cost (note 17)
« Shares issued to employees for no cash consideration under the LTIP (note 37)
c) Exceptional cash flows .
There were no cash flows from items classified as exceptional in the income statement (2021: nit).
d) Reconciliation of movement in cash and cash equivalents to movement in net debt
Group
Inflation
uplift on
index- Other non- Disposal At 31
At 1 April Fair value linked Foreign cash  of Hafren March
2021 Cash flow adjustments debt exchange movements Dyfrdwy 2022
£m £m £m £m £m £m £m £m
Net cash and cash equivalents 121 58.6 - - - - 06 70.1
Bank loans (980.8) 2349 - (6.9) - (2.9) - (755.7)
Other loans o (5,177.4) (250.6) 29 (96.0) (6.6) 18 - (5,525.9)
Leases (111.8) 94 - - - . {6.4) - (108.8)
Cross currency swaps 31.9 - - - - (3.6) - 28.3
Loans due from parent 52.0 174.0 - - - - - 226.0
Loans due from group - - - - - - 0.2 0.2
Loans due to ultimate parent - (3.5) - - - - 3.5 -
Net debt (6,174.0) 222.8 29 (102.9) {6.6) (11.1) 3.1 (6,065.8)

Liabilities from financing activities comprise loans due to parent company, bank loans, other loans and leases.
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38 Cash flow statement (continued)
e) Liabilities from financing activities

Bank loans Other loans Lease liabilities Total
. £m £m ‘£m fm

At 1 April 2020 (1,219.8) (4,765.4) (115.8) (6,101.0)
Cash flow - 241.3 (416.5) 46 (170.6)
Fair value adjustments : - 54 - 54
Inflation adjustment on index-linked debt (0.9) (16.7) - (17.6)
Foreign exchange ’ - 14.8 - 14.8
Other non-cash movements (1.4) 1.0 (0.6) (1.0)
At 1 April 2021 (980.8) (5,177.4) (111.8) (6,270.0)
Cash flow - 2349 (250.6) 9.4 (6.3)
Fair value adjustments - 29 - 29
Inflation uplift on index-linked debt (6.9) (96.0) - (102.9)
Foreign exchange - (6.6) ’ - (6.6)
Other non-cash movements . (2.9) 1.8 (6.4) (7.5)

At 31 March 2022 T (755.7) (5,525.9) (108.8) (6,390.4)

39 Contingent liabilities — Group and Company
a) Bonds and guarantees

Group undertakings have entered into bonds and guarantees in the normal course of business. No liability (2021: nil) is expected
to arise in respect of either bonds or guarantees.

b} Banking offset arrangements

The banking arrangements of the Group operate on a pooled basis with certain fellow group undertakings. Under these
arrangements participating companies guarantee each other’s balances only to the extent that their credit balances can be offset
again certain overdrawn balances of other Severn Trent group companies.

At 31 March 2022 the Group and Company's maximum liability under these arrangements was nil (2021: nil).

c) 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 personal search companies (PSCs) which allege
that the information held by Severn Trent Water Limited (STW) used to 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
Environmenta! Information Regulations. In April 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 an industry-wide issue and the litigation
is in progress. A timetable 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 other issues or amount of damages) which could be held in fate 2022.

d) Ongoing combined sewer overflow investigations
Ofwat and the Environment Agency have each issued their own investigations into the waste water industry to investigate

compliance with the conditions of environmental permits. We were able to respond quickly and comprehensively and have had
open conversations since. It is not yet clear what the scope or likely outcome of this investigation will be as itis in its early stages.

206



Severn Trent Water Limited

'Notes to the Group and Company financial statements (continued)
For the year ended 31 March 2022
40 Financial and other commitments

Investment expenditure commitments
Capital commitments are as follows:

Group - Company

2022 2021 2022 2021

£m £m £m £m

Property, Plant and Equipment contracted for but not provided for in the 352.5 2221 152.5 215.4

financial statements

In addition to these contractual commitments, the Group and Company have longer term expenditure plans which include
investments to achieve improvements in performance mandated by the Director General of Water Services (Ofwat) and to
provide for growth in demand for water and waste water services.

41 Post balance sheet events — Group and Company

Refinancing

On 4 April 2022 the Group elected to extend £916.7 million of the available commitments under the revolving credit facility
(‘RCF") for a further year until April 2027.

On 9 May 2022 the Group completed the refinancing of an existing £100.0 million bank loan maturing in August 2023 with a new
£150.0 million bank loan maturing in May 2030.

Defined benefit pension scheme

. At 31 March 2022, the Group's net defined benefit pension scheme deficit was £137.6 million. On 6 April 2022, the Group made
a further scheduled contribution of £32.4 million to the scheme.

Dividend .
On 6 July 2022 the Board approved a dividend of £260 million.

42 Related party transactions

Transactions between the Company and its subsidiaries, which are related parties, have been eliminated on consolidation and
are not included in this note. Transactions between the Group and related parties are disclosed below.

Transactions - Group

Transactions with fellow Transactions with ultimate Transactions with other

subsidiary undertakings parent related parties

2022 2021 2022 2021 2022 2021

R £m £m £m £m £m £m

Sale of services _ 0.5 0.6 - - 259.8 216.1

Purchase of services 4.2 1.9 1.0 1.0 - -

Net interest expense/income : - - 1.6 0.7 25 2.3

Dividends paid to related parties 355.1 64.0 - - - -
Balances outstanding at 31 March:

Amounts due from related parties . 71.7 97 - 52.0 - -

Amounts due to related parties (51.2) (0.6) (6.1) (5.2) (0.2) (2.4)

Loans due from related parties 0.2 - 226.0 52.0 - . -

Loans due to related parties. B - .= - = .- -

The related parties are fellow subs1d|ary undertakings, the ultimate parent Severn Trent Plc, and Severn Trent PIc’s joint venture,
Water Plus Limited.

R
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Remuneration of key management personnel - Group and Company

Key management personnel comprise the members of STEC during the year, and non-executive directors of the Company. The
prior year comparative has been restated to include the remuneration of the non-executive directors of the Company.

The remuneration of the directors is included within the amounts disclosed below.

2022 2021

£m £m

Short-term employee benefits 5.7 7.3
Service contract non-executive director benefits 0.7 0.7
Share based payment . 6.6 49
13.0 129

. The retirement benefit schemes entered into by the Group are considered to be related parties. Details of transactions and

balances with the retirement benefit schemes are disclosed in note 28.

43 Alternative performance measures — Group

Financial measures or metrics used in this report that are not defined by IFRS are alternative performance measures (‘APMs’).
The Group uses such measures for performance analysis because they provide additional useful information on the
performance and position of the Group. Since the Group defines its own alternative performance measures, these might not be
directly comparable with other companies’ alternative performance measures. These measures are not intended to be a
substitute for, or superior to, IFRS measurements.

a) Exceptional items
Exceptional items are income or expenditure which individually or, if of a similar type, in aggregate should, in the opinion 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.

b) Net debt

Net debt comprises borrowings 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 38.

c) Effective interest cost '
The effective interest cost is calculated as net finance costs, excluding net finance costs from pensions, plus capltallsed finance

" costs divided by the monthly average net debt during the year.

2022 2021

£m £m

Net finance costs ' 259.0 ' 177.6
Net finance costs from pensions (6.5) (5.2)
Capitalised interest 34.2 304
. 286.7 . 202.8

Average net debt : ' 5,977.4 6,036.5
Effective interest cost ' 4.8% 3.4%

This APM is used as it shows the average finance cost for the net debt of the business.

d) 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 that are not paid in cash but are accreted to the carrying value of the debt (pnncupauy inflation adjustments on index-linked

debt).
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2022 2021
£m £m
Net finance costs . 259.0 1776
Net finance costs from pensions (6.5) (5.2)
Indexation adjustments (102.9) (17.6)
Capitalised interest 34.2 304
183.8 185.2
Average net debt 5,977.4 6,036.5
Effective cash cost of interest ' 3.1% 3.1%
This is used as it shows the average finance cost that is paid in cash.
43 Alternative performance measures — Group (continued)
e) PBIT interest cover
The ratio of PBIT to net finance costs excluding net finance costs from pensions.
2022 2021
£m £m
PBIT 490.8 457.9
Net finance costs 259.0 177.6
Net finance costs from pensions (6.5) (5.2)
Net finance costs excluding finance costs from pensions 252.5 172.4
_ . ratio ratio
PBIT interest cover ratio 1.9 27

This is used to show how the PBIT of the business covers the fmancmg costs associated only with net debt on a consistent

basis.

f) EBITDA and EBITDA interest cover

The ratio of profit before interest, tax, exceptional items, depreciation and amortisation to net finance costs excluding net finance

costs from pensions.

2022 2021

£m £m

PBIT 490.8 457.9

Depreciation (including right-of-use assets) 352.0 3337

Amortisation 334 313

EBITDA 876.2 822.9

Net finance costs 259.0 177.6
Net finance costs from pensions (6.5) (5.2)

Net finance costs excluding finance costs from pensions 252.5 172.4

) ratio ratio

EBITDA interest cover ratio 3.5 48

This is used to show how the EBITDA of the business covers the financing costs associated only with net debt ona consistent

basis.
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43 Alternative performance measures — Group (continued)

g) Adjusted effective current tax rate

The current tax charge for the year, excluding prior year chéfges, exceptional current tax, and current tax on exéeptional items
and on financial instruments, divided by profit before tax, net losses/gains on financial instruments and exceptional items.

2022 2021
Current tax Current tax
thereon R thereon
£m £m £m £m
Profit before tax : » . 284.6 (3.2) 290.0 28.3
" Adjustments: :
Net gains on financial instruments (52.8) 14 (4.8) 2.6
231.8 (1.8) 285.2 30.9
Adjusted effective current tax rate (0.8)% 10.8% -
h) Operational cashflow
Cash generated from operations less contributions and grants received.
2022 2021
£m £m
Cash generated from operations 856.2 835.6
Contributions and grants received | (42.7) (41.4)
Operational cashflow . ' 813.5 794 .2

This APM is used to show operational cash excluding the effect of contributions and grants received as part of capital
programmes. -

i) Cash capex

Cash paid to acquire property, plant and equipment and intangible fixed assets less contributions and grants received and
proceeds:on disposal of property, plant and equipment and intangible fixed assets.

2022 2021

. . £m £m
Purchase of property, plant and equipment (596.3) (606.7)
Purchase of intangible assets (36.0) (21.7)
Contributions and grants received 427 41.4
Proceeds on disposal of property, plant and equipment 11.3 2.4
Cash capex (578.3) (584.6)

This APM is used to show the cash impact of the Group’s capital programmes. ' '

44 Ultimate parent undertaking
The immediate parent undertaking is Severn Trent Draycote Limited.

The ultimate parent undertaking and controllihg party is Severn Trent Pic, which is the parent-undertaking and controlling pa rtj/
" of the smallest and largest group to consolidate these financial statements. Copies of the Severn Trent Plc consolidated
financial statements can be obtained from Severn Trent PIc's registrars at Equiniti, Aspect House, Spencer Road, Lancing, West
Sussex, BN99 6DA.
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