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Highlights

£1,767.4m

Group turnaver
2018- £1,6%6 4m’

133.4p

Basic earnings per share
from continuing operations
2018 101 8p'

£563.3m

Group profit before
interest and tax
2018 £527 2m'

93.37p

Dividend per share
2018 86 55p

145.8p

Underlying basic
earnings per share?
2018 120 5p'

£573.6m

Group underlying profit
before interest and tax?

2018 £539 8m'

| Restated forthe implemenrtat on of IFRS 5 see note 2
to the Group financial statements

2 Al'e~native Performance Measures are definad - note 45
to the Group financial statemeants

Cautinnary statement

This dacument contains statements that are, or may he deemed obe farward-looking statements with
respec: to Severn frent s fina~cia candition, results of opa-ations and business and certamn of Severn Trent 5
plans and objectives with respect to these items Forwarg-looking statements are semabimes but not

a ways wdentihed by their yse of adsten the future or such words @5 anticipates, ams, due  could, may
witl would . should expects, believes, intends, plans, prejects, potential, reasonably possible
targels, goal or esumates and, ineach case, their negative or other varmatans or comparable terminology
Any forward-looking statements in this document are based en Severn Trent s current expectations and,

by their very nature, forward-Inoking statements are iInherently unpredictable, speculative and involve

risk and uncertainty beca.se they relate to everts and depend on corcumstances that may or may not accur
in the future Forward-looking statements are not guarantees of future perfermance and no assurances

can be given that the lorward-1ooking stalements in this docurment will be realised There are a number of
factors many of which are beyond Severa Trent s control, thal could cause actual resulls, performance and
davelopments lo differ materially frem those expressed arimplied by these forward -locking slatemenls
These [actars inctude, but are nat limited to, changes in the econermies and markets 1n which the Graup
operates, changes n the regulatory and competitian framewerks nwhich the Group operates, the impact

of legal or other praceedings aganst or which affect the Group, and changes in interest and exchange rates
Allwritten or verbal forward-locking statemenls, made in this document or made subsequently which are
attributable to Severn Tren- or any other member of the G-oup or persans acti~g an rhetr behalt are expressly
quatified in trecr e~tirety by the factors refer-ed to above

Subject {o compliance with applicable laws and regulations Severn Trent does not ntend to update these
forward-locking statements and does net uncertake any ebligation to do s Nething i this dacument shauld
beregarded as a prohits forecast

This document s not an offer Lo sell exchange or iransfer any securities of Severn Trent Plc or any of ns
subsidiaries and s notso iciting an offer to ourchase exchange or transfer such securit s i~ any Jorisdiction
Securities may not be offered, sold or lransferred in the US absent reqistration or an applicable exemption
fram the registration requirements of the US Securities Act of 1933 [as amendad|
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Welcome to the Severn Trent
Annual Report 2019

Our purpose is to serve our communities
and build a lasting water legacy.
This drives our vision to be the most
trusted water company by 2020,
delivering an outstanding customer
experience, best value service and
environmental leadership.

This report highlights the progress we have made over the past year
In achieving that vision through our strategic objectives and absolute
focus on listening to and delivering value for all of our stakeholders.
We're committed to keeping your water flowing clearly and making
your waste water clean again, so you can carry on enjoying this
precious resource, for generations to come.

WONDERFUL ON TAP

Severn Trent Ple Annual Repart and Accounts 2019 01



Strategic report

What we do

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

OUR VALUES

Through our Company values
we deliver the commitments
expected of a leading, socially
responsible Company

WE PUT OUR
CUSTOMERS FIRST

WE ARE PASSIONATE
ABOUT WHAT WE DO

WE ACT WITH
INTEGRITY

WE PROTECT
OUR ENVIRONMENT

WE ARE INSPIRED
TO CREATE AN
AWESOME COMPANY

READ MORE ON
PAGE 20

REGULATED WATER AND WASTE WATER

Our Regulated Water and Waste Water
businesses Severn Trent Water (excluding
Bioresources| and Hafren Dyfrdwy.

The primary activities we focus on
LR R T T LTI S E N SO AN LR ¥ R D 1 - m
L R T TR T L RS B ety RS LRI A _ ]

Turnover’

Aboutus

£527.0m

Underlying profit before
interest and tax'~

2.0bn

Litres of drinking water
supplied each day

5,680

Empioyeesﬁjﬂ

Where we operate
O IVERE RN S B I RO
Map removed arthe U T s el 7
ooy ey o By oo g UL
Pt b B gl

READ MORE ON
PAGE 34
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£518.1m

befare interest and tax’

businesses served

2.9bn

Litres of waste water
treated each day

Revenue split

Graph removed

Severn Trent Plc Annual Report and Accounts 2019
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SEVERN TRENT BUSINESS SERVICES

The markets we focus on
* Bioresources

* Green FPower

* Operating Services

* Property Development

Where we operate
Business Services operates mainly
in the UK and also in Ireland

There are five parts of Business Servites:

Bioresources

Business services includes the sludge
treatment and related renewable
energy generating activities withir
Severn Trent Water.

Green Power

Business Services, through Severn
Trent Green Power, generates renewable
energy from anaerobic digestien,

crop, hydropower, wind turbines and
solar technology

Operating Services

Operating Services provides contract
services te municipal and industrial
clients in the UK and Ireland and the

UK Ministry of Defence [MOD'] for design,
build and operation of water and waste
water treatment facilities and networks,
and services te developers

Property Development
Property Development manages
the sale of surplus land

Other

Developer services and our
property searches and affinity
partnership businesses

£200.9m

Turnover!

£63.1m

Profit before
interest and tax’

£64.1m

Underlying profit before
interest and tax"?

889

Employees?®

1 New segmentalbasis, see note Sto the
Group financial statements

2 Alternative Performance Measures
are defined in note 45 to the Group
financial statements

3 Average during 2018/19 see note 9 to the
Group financial statements

READ MORE ON
PAGE 46

Graphic removed
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Our business model

Running an efficient
water business

RESOURCES &
RELATIONSHIPS
WE RELY ON

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

and reliable way.

Resources
Physical Naturat Financial
assets resources capital

A resilient, well maintained
network of cleanwater pipes
and reservoirs, sewers

ang pumping stations,

We maintain over 49,000 km
of clean water pipes and over
92,000 km of sewer pipes

Water is collected

We pay the Environment
Agency and Natural Resources
Wales for the water we

collect from reservairs, rivers
and underground aguifers
acrass our region

Water from reservairs, rivers
and underground aguifers
are essential to support
Severn Trent's operations
angd value creation.

We look after some of the
UK’s mostimpressive
natural{ rescurces

Water is cleaned

Our groundwater and
surface water treatment
works clean raw water
to the highest standards,
making it safe to drink

We have a strong balance sheet,
with gearing close to the
regulatory model We are able to
access a range of capital markets
to fund future operations

Qur gearing 15 3%, one of the
lowest in the sector. We have
comrmitted undrawn facilities of
£885 mullion

Clean water
is distributed

Our network of pipes and our
enclosed storage reservairs bring
a continuous supply of clean water
right to our custormers’ taps

OUR
INVESTMENTS
iIN RENEWABLE
ENERGY
PRODUCTION

Providing clean water and cleaning waste water
is an ‘energy hungry’ process so we use waste
and renewables to help us power our operations.

We are pleased to share that we now expect
to exceed our target to produce the equivalent
of 50% of our own energy needs by 2020,

Food waste anaerchic
digestion plants
generating green energy

GENERATING
& PRESERVING
LONG TERM

VALUE

04

Physical
assets

Our biggest year of capital
investment In over a decade

Good pregress an our
Birmingham Resilience Project

Replaced 230 km of our water
netwark in 2018/19

Natural
resources

We've improved blodiversity of
six hectares of Sites of Special
Scientitic Interest ['SSSIsT in
2018/1%9

We are ontrack to reach our
target of 75 hectares by 2020

Financial

capital
Delivering returns far
our investors

79% (2018 & 2%)
Dividend growth

Investment grade credit rating

Severn Trent Ple Annual Report and Accounts 2019
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We do so through our regulated subsidiaries and

draw upon our skills in water and waste treatment

to provide similar services to other organisations

through the our Business Services division.

Our customers
and communities

Our customers and commumties
are at the heart of everything we do
We aim to anticipate and meet
changing customers’ and wider
societal needs

We serve over 4 § million
customers

Customers enjoy
our services

We serve 4 5 million
businesses and households

i witha safe, reliable supply of

i water and collect waste water
i seven days a week, 365 days
ayear,

Our

people
We look to attract, develop
and retain talented people from
all backgrounds, and bring
the next generat.on of water
experts into the industry.

We directly employ over 6,500
people Glassdoor reports
that 74% of our people would
recommend us to a friend

Waste water
is collected

Our network of sewers

and pumping stations collect
waste water from homes
and businesses and take it
to our treatment works

Our suppliers
and partners

Strong supplier relationships
support our business
operations in line with our
Modern Slavery commitments

We work with over 2,400 direct
suppliers and contractors

Waste water
is cleaned

Waste water 1s carefully
screened, filtered and treated
In our sewage treatment
waorks to meet stringent
environmental standards

Our
regutators

QOur industry is regulated
by Ofwat and several
other regulators and
public bodies.

We work with our
regulators to shape our
industry Our Severn

Trent Plan was fast-tracked
by Ofwat

Water is recycled
to the environment

We pay the Environment
Agency and Natural
Resources Wales annual
consent fees te return
the treated water to the
water system

é

Graphics removed

Clean gas and green

Solar Wind turbines 20
electricity from
cur sludge anaerobic
digestion plants
Our customers Our Our suppliers Our
and communities people and partners regulators

Lowest bills in England for a
decade [Severn Trent] and Wales
[Hafren Dyfrdwy]

We helped over 52 800 customers
through social tariffs and assistance
schemes (2018 51,700

Developing peeple from all
backgrounds in Line with our

Sceciat Mobility Programme

31% of our graduates are from
a BAME background (2018 27%)]

SevernTrentPlc Annual Report and Accounts 2019

Bulding sustanable relationships
that provide mutual benefit.

258 suppliers signed up to
Sustatnable Supply Chain
Charter (2018 211)

We stimulate regulatory
debates to improve services
or customers across

the industry

Launched the World Water
Innovation Fund

05
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Severn Trent is proud to be a pathfinder
for a new breed of long-term, socially
purposeful companies working to
improve our country’s infrastructure
(the systems and services the country
needs to run effectively].
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Our social purpose for

Our Customers

Our social purpose is what drives our ambition
to provide world-class services at fair prices.
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Custodians of a
precious resource
enjoyed by
us all




Our social purpose for

The environment
and wider society

Our social purpase means maximising
the benefits to the environment and
wider society. And, as a custodian,

we look after your water.
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Our expert minds
delivering

Investments for
the future
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Our social purpose for

Our Colleagues

We believe that an expert, highly motivated
workforce is vital for providing world-class
services at fair prices. And we aiso believe
that a true measure of a company is how

it treats its workfaorce.
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Decades of
sustainable
Investment

positive effects
for all
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Cur social purpose for

Our Investors

A business that wants to be financially
sustainable over the long-term first needs to
be socially and environmentally sustainable.
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Chairman’s statement

Fulfilling
our role
In society

This year has seen our company
successfully achieve a series of
important milestones, culminating

in our Severn Trent Water business
plan for the five years from 2020 being
fast-tracked by Ofwat. Our operational
perfermance is discussed in detail in
our Chief Executive's review. Here,

I want to take the opportunity te look
at the bigger picture by highlighting
the positive difference we have made
for our customers and underline our
commitment to being a force for good
in the communities we serve.

Qur purpose Is to serve our ccmmunities,
build a lasting legacy and be recognised
as the most trusted water company -
and during the year we were delighted to
see this commitment recognised when
we were named as a pathfinder with the
Purposeful Company Task Farce, an
initiative that seeks to transform British
business with purposeful compantes
that are commutted to creating
long-term value through serving the
needs of society We were the only

utitity to recerve thus honour, and we're
continuing our work with Will Hutton,
Clare Chapman and like-rminded
companies to explore how we can best
use soclal purpose as a tool to promote
trust between business and sacrety

This understanding and recognition of
soclal purpose has never been more
important - our purpose connects us
with our customers and communities,
Inspires our people, attracts investors
and reinforces that in the tong-term we
all share the same interests We believe
that transforming our services and
driving growth will lead to mutual benefit
for all, with perfarmance that delivers
benefits to one group also delivering for
others The interest of our stakeholders
are often interlinked, with many
shareholders also being our customers,
employees and pensioners

Graphic removed

It has never been more important that we focus on our purpose
in society. This underpins everything that we do. Not only in the
context of our shareholders but alse in full consideration of our

employees, communities and other stakeholders. This isn't only
a focus for us because we are a good company, but because it
is synocnymous with the long-term success of Severn Trent.”

Andrew Duff

Chairman

Severn Trent Plc Annual Repart and Accounts 2019




| am pleased tc see that in its emerging
strategy, Ofwat sees the importance of
encouraging companies to deliver public
value and how they can, for example, give
recognition to companies to own their
public purpose

Long-term achievements

Water services in England and Wales
have been transformed for the better
over the last 25 years - and we have
played a major role in this change,
mvesting £22 bitlion in today s money In
infrastructure iImprovements over the
last quarter of a century We are proud of
the part that our continuous investment
has played in providing better services
to our customers, greater opportunities
for communities and our people and a
cleaner envirenment for all

The future of the water industry
continues to be the subject of sigmificant
debate At Severn Trent, our policy 1s
to only comment on political 1ssues
that materially affect our customers
We believe that renationalisation 1s
one such i1ssue, and that the interests
of all stakeholders - including UK
taxpayers - are best served by the
industry remaining privatised whilst
operating within a clear and robust
regulatory framework

Our people make the difference

Our people take very seriously the
responsibility that comes with providing
an essential service that touches

the lives of millions Their passion

and commitment shines through in
everything they do - meeting customers,
sclving problems and working tirelessly
to keep our product flowing at the turn
of a tap, 24 hours a day, seven days a
week - and on behalf of the Beard | thank
them unreservedly

93.37p

Dividend per share
2018 B4 Shp

It isimportant that the makeup of our
workfarce 1s representative of the
communities we serve |am pleased to
report that in respect of ethnic diversity,
8 7% of our workforce come from Black,
Asian and Mincrity Ethmic (BAME')
backgrounds Additionally, 31% of our
graduates and 12% of our apprentices
come from BAME backgrounds,
significantly above industry averages
We've alsoinvested in inttiatives to help
provide employment opportunities to
peaple from disadvantaged backgrounds
in our region We are alse the highest
ranked utility in the Hampton-Alexander
Review, which measures gender diversity

Sharing the rewards

Under our industry’s regulatory
framewaork, high levels of customer
service create financial rewards

through customer 0Dl outperformance
This means that we are able to share the
benefits of our work with all stakeholders
when we perform well Over the course
of the AMP, we will reinvest C220 million
generated by our cutperformance back
into our business, including vulnerable
customers, water quality and security
Additionally, our new community dividend
will set aside 1% of company profits for
the benefit of community projects.

We have delivered strong financial
performance this year, with Group
turnover frem continuing operations of
£1,767 4 milbion, an increase of 4 2%
Underlying earnings per share was
145 8 pence, up 21 0% from the prior
year and basic earnings per share

was 133 4 pence, up 31 0% from the
prioryear

We are therelore proposing a finat
dividend of 56 02 pence per share to
be paid on 19 July 2019, taking the total
dividend for the year to 93 37 pence
per share

£1,767.4m

Group turnover
2018 £1,6%96 4m’

1 Restated lor the rplementation of IFRS 15, see note 2 al of the Group financial stalements
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Your Board

There were no changes to Board
membership during the year

We continued to work wetl tagether as

a team, with the appropriate balance of
Executive and Non-Executive Directars
The Board was fully engaged throughout
the PR1% process, and worked tirelessly
with our sentor team to create a plan
that will bring real improvements to
customer service while also keeping bills
the lewestin England and Wales

It I1s a real privilege to serve as Chairman
of Severn Trent and 1t has been a
pleasure to oversee the Company s
progress over the last nine years As we
prepare to implement our new business
plan, following selection as one of only
three companies awarded fast-track
status by Ofwat, | believe this s the
right moment to step down and allow

a new Chair to lead the Board into this
important next phase for Severn Trent
These plans are in the early stages and
it1s planned to formally announce my
successor in due course You can read
more on this precess on page 84

Outlook

Ofwat s fast-tracking of our business
plan has, In many ways, endorsed our
strategy, structure and business model,
and further fuelled our commitment to
customer service | look forward to the
year ahead with confidence, knowing
that the talent of our people, the financiat
strength of our business, and our
cammitment to good governance wiil
help us to fulfil our potential as a socially
responsible business previding a high
quality, essential public service

2

Andrew Duff

Chairman

£563.3m

Group profit before interest and tax
2018 E£5272m!
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Market and industry overview

Our context
and peers

Graphic removed

A total of 17 regional businesses
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 waste water services, the
remaining six provide water only.

17

Regional businesses

50 million

Number of household and
naon-household customers served

£130 billion

Total investment in the
industry since privatisation

18

The history of the water sector

Water services in England and Wales
have been transformed since the early
1900s Since privatisation in 1989, the
sector has invested £130 billion to deliver
improvements in reliability and quality
of service and it 1s estimated that our
sector has improved efficiency by around
67% Drinking water 1s cteaner, supply

1s more reliable, sewer flooding 15 much
tess frequent and rivers are in a better
state of health than at any point since the
industrial revolution

We're very proud of our industry s
achievements The water sector in
England and Wales was recently ranked
Joint first for providing better outcomes
for customers compared to other
European nations. In five of the six key
measures of perfermance - including
water guality, customer service and
costs - 1t 1s either the top performer or
the most improved Analysis by Water UK
states that around 90% of customers are
satisfied with their water service and that
86% trust their water company

The future of the water sector

Our planning horizon goes beyond 25
years and we believe that a business
that wants to be financially sustainable
over the long-term first needs to

be socially and environmentally
sustainable It also needs customers,
requlators and investors to share its
long-term vision for & brighter future
for the sector Despite our sector’s
significant achievements to date, there
remains much to de Some of the key
challenges facing the water sector
include climate change, population
growth and developing the trust of
stakeholders through continuing to
behave responsibly

We continue to respond to these
challenges and believe the actions we
are taking now can have a significant
impact on our ability to be successful in
these areas in the long-term You can
read more in our social purpose section
on page &

In Aprit 2019 we were delighted to
launch the World Water innovation Fund,
bringing together the most forward
thinking water companies across Europe,
the Americas and Austraba The fund
aims to find, develop and accelerate
ground-breaking technologies that will
make areal difference across the world
The first area of fecus will be leakage

- reflecting the importance the sector
places on this sector-wide 1ssue

We're also taking a national perspective
by working with other water companies
and partners in the UK to explore

ways in which water can be traded
across water company boundaries.
Currently anly 4% of water supplies are
transferred between water companies
We are working hard on planning an
interconnector to move water from the
weltest parts of England and Wales to
the driest, for the benefit of customers
across the sector Plans for our new
interconnector are described on page 41.

This has been a pivetal year in our
regulatory cycle Ourregulatory
framework continues to evelve and in
the next five year period we will see the
apening of the bioresources market,
enhanced customer Outcome Delivery
Incentives ['0Dls’) and a new measure
of customer satisfaction, C-MeX

We welcome this change, as C-MeX will
ensure that the totality of the experience
of all our custemers s represented.

Severn Trent Plc Annual Report and Accounts 2019
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Our regulatory framework

As a provider of an essential public
service we work within a wide-ranging
requlatory framewark, with strategic
and policy direction provided by the
Department for the Enviranment, Food
and Rural Affairs [Defra’) in England
and the Welsh Government in Wales
Ofwat s the industry’s economic
requlator and sets bimits on the prices
we can charge our customers over five-
year Asset Management Plan [AMP |
cycles This financial year was the fourth
of AMP&, which runs from April 2015 to
March 2020

We also work closely with a variety of
other regulators and public bodies,
including

The Drinking Water Inspectorate

{'DWI ] independently checks that
water supplies in England and Wales
are safe and that drinking water guatity
is acceplable to consumers Its work
includes assuring water quality,
ensuring companies make the changes
necessary to improve, and developing
new regulations to further improve
water guality

* The Consumer Council for Water
[ CCW ] speaks on behalf of water
consumers In England and Wales
It provides advice to consumers and
takes up cornplaints on their behalf

* The Environment Agency ['EA] allows
us to collect water from reservoirs,
rivers and aguifers and return it to the
environment after it's been used by our
customers and treated by us

Natural Resources Wales 1s the
environmental requlator In Wales

It oversees how the country s natural
resources are maintained, improved
and used, bath now and in the future

Natural England advises the
Government on the natural
environment in England and helps
tc protect nature and the landscape,
especially for plant and amimal life in
both fresh water and the sea

The Health and Safety Executive
helps us to manage risk to ensure the
health and safety of our employees,
customers and visitors is preserved

Severn Trent Ptc Annual Report and Accounts 2019
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A key year in our regulatory cycle

Every five years, Otwat reviews the
prices we charge for the farthcoming
five year period They also review oul
plan setting cut hoew we intend to deliver
for customers and the environment

In September 2018, we subrrutted our
Severn Trent Water and Hafren Dyfrdwy
business plans for AMP7, which run
from 2020-2025.

Severn Trent Water's plan

Qur Severn Trent Water plan was shaped
by the largest engagement exercise

we have ever coordinated, consulting
with 32,000 customers and considering
a further 1% million customer views,
and was the outcome of over 24 months
of development As part of this we
established new methods of listening to
our customers, such as our online Tap
Chat’, which enabled customers to give
us rapid feedback on our proposals

We are commutted te continued
improvements n core areas of our
service Our plan includes a series
of service innovations to reflect our
customers changing needs, and a
package of new commitments that aim
to make a bigger contribution to the
communities we serve, supported by
our new community dividend We will
atso invest over £4 billion over the
next five years, ensuring we continue
to build a lasting water legacy for
future generabions

At the same time we'll deliver our
largest bill reductions in a decade

By challenging ourselves to be 13% more
efficient in the way we invest, we will

be able toinvest more to iImprove our
services to customers whilst delivering a
bill reduction for custemers of 5% n real
terms over the next AMP, maintaining the
lowest bitls in England over AMP7

We are proud of our work as a pathfinder
purposeful company and are pleased
this was recognised by Ofwat who
commended us on our ‘pathfinding
social purpese company’ thinking

and our initiative with the Purposeful
Company Task Force We believe that f
we're united by a clear social purpose,
we'll deliver better outcomes for all
our stakeholders - our customers, our
colleagues, our investors, the society
we live in, and the environment that we
depend on

We were delighted that Severn Trent
Water was one of only three companies
to be awarded fast-track status by Ofwat
We see this as a firm endorsement of cur
high standards of governance and focus
on the sustainability of cur business

and our custoemer and community
focused approach
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Market and industry overview
continued

Ofwat has recently published its
emerging strategy which sets out three
main aspirations that are emerging

for the sector - delivering every day
excellence, stewardship for the future
and value for individuals and society

We are very supporting of Ofwat’s
emerging thoughts and in particular its
thoughts around encouraging companies
to deliver public value

Achieving fast-track status means
we have clarity on the challenges
and opportunities ahead With our
plan now agreed and commitments
set a full 14 months before the start
of the next AMP, we are accelerating
our preparations In March 2019,
we announced details of the first
key contractors we intend to use to
deliver our ¢ €2 billien investment
tn construction projects for AMP7,

We received our Severn Trent Water draft
determination in April 201% and we're
continuing to work constructively with
Ofwat on our response

And in Hafren Dyfrdwy...

In July 2018 we launched Hafren Dyfrdwy
- our new water company dedicated
solely to customers in Wales, bringing
together all the Welsh customers
previously served by Severn Trent Water
and Dee Valley Water.

Our Hafren Dyfrdwy business plan was
classified as 'significant scrutiny” by
Ofwat This was not unexpected given that
Hafren Dyfrdwy was a new company and
therefore has a lack of historical data.

We were pleased that Ofwat’s initial
assessment recognised the progress made
on our cost base over the last twa years
and the certainty provided by cur Totex
ptan being approved We have continued
to work constructively with Gfwat on

the resubrmission of the Hafren Dyfrdwy
ptan to deliver the right outcome for our
Welsh customers The Hafren Dyfrdwy
plan was resubmitted in March 2019

What's next?

Hafren Oyfrdwy draft determination
-~ July 2019

Final Oeterminations for all companies
- December 2019

How our market environment influences our five strategic priorities

Embedding
customers
at the heart
of all we do

Driving
operational
excellence and
continuous
innovation

READ MORE ON
PAGE 24

READ MORE
PAGE 25

20

investing
respensibly
for sustainable
growth

COANTINTE STt

READ MORE ON
PAGE 26

ON

Changing the
market for
the better

READ MORE ON
PAGE 27

Working in a changing
macra environment

The macro environment s changing
rapidly and there are three areas which
we are particularly focused on

The Chairman comments on the debate
around the future of the water industry in
his statement on page 16

The current uncertainty around

Brexit has had implications for water
companies that extend beyond financial
matters An area of focus over the last
12 months has been to put plans in
place to ensure that we can maintain
access to sufficient quantities of
imported chemicals for our treatment
works in the event of a no-deal” Brexit
Additional detail can be found on page 61

Population growth, driving increased
water demand, and climate change, are
two of the biggest challenges facing our
industry We have recently committed to
the five pledges made by all companies
in our sector which respond to these
challenges. More information can be
found cn page 7

Creating an
awesome place
to work

-
[IINOIEF A

READ MORE ON
PAGE 28
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We are the custodians of a precious resource - water is
vital to everyone across the world. As we build the next phase
of our journey to deliver for our customers, shareholders,

employees and the environment we pledge to be a force for
good in the communities we serve and, in doing so, create
value for all our stakeholders.”

Liv Garfield

Severn Trent Ple Annual Report and Accounts 2019

Delivering
value for
stakeholders

This has been a pivotal year for Severn
Trent and one I'm incredibly proud of.
We put together the most ambitious
business plan in our history and I'm
personally delighted we were given
fast-track status for the first time,
showing Ofwat shares our belief that
custamers will get the best possible
outcome from our plan for the next
AMP. It's a great testament to everyone
who was involved in pulling the plan
together, especially to our customers
who helped us create the proposals.

We're proud of ocur financial

and operational performance

We demonstrated restlience and
flexibitity in cur network threughout

the protonged hot, dry weather over the
summer - which saw a 22% increase In
demand fer water from our customers at
peak times This intense activity would
not have been passible without the hard
work and dedication of our people across
the business And | could not be more
proud of the way they responded, without
us having to impose hosepipe bans or
other restrictions You can read more
about cur operational performance in
the performance review and our financial
performance in James' financial review

I m atso delighted that Ofwat commended
us for our pathfinding social purpose
company thinking and our tnitiative with
the Purposeful Company Task Force

In being united by a clear social purpose,
we Ll deliver better outcomes and build
trust between all of our stakeholders

So, 1n this year's CEO review, | want to
share hew our plan will deliver for our
customers, the environment and wider
soclety, cur people and those investors
supporting us on our long-term journey
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Chief Executive’s review
caontinued

Our customers: at the heart
of our plan

32,000 customers had a direct say in
development of our Severn Trent Water
plan and a further 1 2 rrullion views
helped shape its creation. Our absolute
priority 1s to improve services for all

of our customers 1n areas that matter
most to them We work night and day to
create a service that's so geod that our
customers would still choose us, 1f they
had the choice So, our plan aims to
deliver just that

Affordability 1s right at the top of our
agenda and we'll be reducing bills by
5% in real terms And we already have
the lowest bills in England and Wales
We'll be investing £6 6 billion aver

the next five years and helping nearly
50% more of our customers who are
genuinely struggling to pay their bills

Improving our environment I1s a key
area of focus for us and our plan s not
Just to protect the environment, it's

to significantly improve it We already
work hard to make sure that the impact
we have Is as positive as possible and
we'll be partnering with an extra 2,000
farmers to improve the quality of our raw
water supplies You'll find more on cur
great performance in this area within
our performance review section.

£563.3m

Group PBIT
2018- £527 2m’

£1,767.4m

Group turnaver
2018- £1,696 4m’

£573.6m

Underlying Group PBIT?
2018- £539 8m!

As I've already mentioned, our social
purpose ethos aims to build trust
between our stakeholders and three
of the things I'm persanally most
proud of are.

~ Our new community dividend, through
which we will invest 1% of our profits in
community projects - a really exciting
opportunity to make a positive impact
Inour region

- Our commitment to the Social
Moability Pledge - helping people from
disadvantaged backgrounds across our
region become part of the Severn Trent
family and succeed within our business

- We re getting even more involved in the
communities in which we bve and work,
for example through our Wonderful
Water Tour - an innovative educational
roadshow that every primary school in
the Midlands will have the chance to
take partin

We're committed to creating a mare
resilient water secter in England and
Wales Key to this s ensuring that water
can be traded across water company
boundaries So, we are working hard on
feasibility planning for an interconnector
to move water from the wettest parts of
England and Wales to the driest, for the
benefit of customers across the entire
secter Coliaborating with other water
companies 1s a great example of how
the sectoris focused on customers in
all parts of the country, not just in their
own regions

71.9%

Cividend increase
2018 6 2%

£4.5m

Net 0Dl penalty®
2018 Net reward of £71 6m*

1 Restated for the implementation of IFRS 13 see nete 2 of the Group financial statements.

2 Alternative Performance Measures are defined in note 45 of the Group financial stalements

3 Dutcome Debvery Incentive | 0D | quoted pre-taxin 2012/13 prices

Major projects such as this require
significant investment And the last year
has seen the largest capital spend in
our history These schemes will deliver
a better service and Totex efficiencies
for our customers - ensuring a reliable
supply of water for generations to come
We've made excellent progress on the
Birmingham Resilience Project, which 1s
the biggest water enhancement project
in the sector in AMPS, wath 25km of

the pipeline already installed Thisis

on track for completion by the end of
the year

Our AMP7 investment plans are well
underway, and we ve announced the
first contractors we intend to use to
deliver our ¢ £2 billion investment in
construction projects over the next
AMP And we're also creating a new
specialist design team By investingin
the professional expertise of our people
we will further improve the reliability
and availlability of our assets.

Following year end, we launched

our World Water Innovation Fund in
April Jemning forces with bke-minded
companies across the globe to find new
ways of working - pooling rescurces
and 1deas to develop and accelerate new
technologies Our £5 millien investment
in the Fund will make a real difference to
people’s lives across the world and I'm
really excited about what we can achieve
by working together The initial focus
will be on leakage and we have already
invested ourselves In Innovative ways of
finding leaks faster, and fixing them more
efficiently, and I'm pleased that we have
started to see some enccuraging results

4 Restated to reflect Ofwat s decision on Supply Interruptrons in their Final Determination of in-peried 0DIs for 2018
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Our people: delivering our
plan for custoemers, every day
of the year

Our people work tirelessly to keep
wonderful water flowing and treating
waste for our customers everyday of
the year So they can achieve their best,
we work hard to be the best employer
we can be We're canstantly looking
for new and better ways to help our
people do their job more effectively,
fultil their potential and rake them
feel valued In doing so, we improve the
service we deliver to our customers
So, we re continuing our investment
intraining - through our Severn Trent
Academy When completed this will
train our engineers and leaders of the
future, giving cur pecople opportunities
for grawth, development and more
rewarding careers

Over 90% of our people took partin our
annual employee survey this year, giving
us great feedback on what were doing
well and where they expect us to do
better We re pleased that we were rated
armong the Top 50 Best Places to Work
agamn, and that 74% of our workforce
would recommend us to a friend

I d like to thank cur people for their
amazing contribution to the communities
they work and live in Over 1,900 days
were dedicated to our volunteering
scheme, Community Champions

We worked alongside partners such as
the Canal and River Trust to improve

34 km of riverside environment, and in
AMP7, we're expanding the volunteering
programme to include working with
Heart of England Forest to create and
protect a huge breadleaf forest across
the Midlands

Our environment: investing
for the benefit of all

We look after some of the UK's most
impressive natural resources We ve
improved the biodiversity of a further
six hectares of Sites of Special Scientific
Interest and we're on track to reach our
target of 75 hectares by 2020 Were

proud of our environmental performance,

with rivers in the UK, including the rivers
Severn, Trent and Dee in our region,
being cleaner than at any time since the
industrial revolution

Water scarcity remarns a huge challenge
for the water industry across the world
- soit's vital that our customers know
how to use water wisely Our Wonderful
Water Tour aims to inspire a generation
to stay hydrated while reducing water
consumption and being more careful
about what they put down the loo and
sink And the World Water Innovation
Fund will be exploring innavative ways to
reduce water scarcity on a global scale

| am delighted that we increased our
energy generation to the equivatent ot
43% of the energy we consumed this
year We continue to invest heavily in
renewable energy - and we welcomed
Agrivert to the Severn Trent family
during the year - adding 105GwH

per annum to our energy genearation
capacity This reflects our commitment
to become a secter leader in sustainable
rescurce efficiency, and to drive down
carbon emissions The Board thoroughly
enjoyed their recent site visit, observing
anaerobic digestion processes, and

they were hugely impressed by the
engineering capability end expertise

of our people.

Graphic removed

Graphic removed

The Board visited our Agrivert site during the year Read more on page 80
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Long-term sustainability for
long-term investors

We believe that a business driven by
soclal purpose and sustainability aligns
with the interests of investors over

the tong-term Delivering against the
customer, social, environmental and
financial commitments we have made
for the next five years will yield financial
outperformance that can be shared with
all stakeholders including investors

Looking to the longer term, we will
continue to invest 1n our asset base to
meet the emerging envircnmental and
socletal needs of the region we serve
Working with like-minded organisations
to tackle the big 1ssues the industry faces
will ultimately deliver a more sustainable
long-term investment proposition with
attractive returns for those that choese
to come with Us on our journey

Looking forward

We are driven by our sccial purpose,
and believe this s also In the
long-term interests of our Investors

To be a financially sustamnable business
we first need to be socially and
envirenmentally sustainable

And in delivering for our customers,
our investors will still be able to make
attractive, appropriate returns

With our plan agreed and performance
commitments set well before the start
of the next AMP - this 1s just the start
of the next five-year journey for us as
a company Jur teams now have to
deliver everything we've promised,

to set us up for continued success In
AMP7 Whether that's keeping bills
low, impraving our services, or having
a really positive societal impact on our
communities It's going to be a real
challenge and it's one we're canfident
we can meet

Liv Garfield

Chief Executive
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How we are achieving our strategic objectives

. Embed
customers

| at the heart
of all we do

What do we
mean by this?

mpartant o thern,

READ MORE ON OUR O0!s
AND KPIs ! 2

READ MORE IN OUR
PERFORMANCE REVIEW

ON 4
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What we said we would do in 2018/19

* Build greater capability in
incident management, focusing
on continuous IMprovement,

Develop the use of the 'Wonderful on
Tap® brand to increase the focus of all
colleagues on enhancing the quality
of our products and customer service,
and Increase engagement on the
things that matter most to them,

Deliver on the things that matter most
to our customers as measured in
customer ODIs

Provide a service that s affordable
for all and suppert our financially
vulnerable customers by assisting
50,000 customers with their bills

Our progress in 2018/19

* We've continued to offer a range of
support schemes to help cur customers
struggling to pay their bills Quramsto
support at least 50,000 customers each
year while continuing to evolve our offers
of supportand our priority services
register, We're already sigmhicantly
expanding the scope and offers of
support available Alengside this, our
Big Difference scheme continyes to
offer up to 0% discounts for customers
that are struggling to pay their bills

We've maintained our position delivering
the lowest bills in England (Severn Trent
Water] and Wales [Hafren Dyfrdwyl
Based on cur PR19 Business Plans, we
are set to continue this position to 2025

We've delivered another good

year on customer ODls, delivering
outperformance equivalent to

£91 miltion And we agreed with Ofwat
to uncap 0Dls on our waste water
measures This will help us deliver even
more progress this AMP on the areas
that matter most to our customers

* We've made a number of changes
to our operating model, including
to the design and operation of our
Network Control room and increasing
availability of real-time data
For example, we've used 100 high
pressure loggers across our network
to identify pressure transients and
modify the system control on booster
pumps te minimmse them

We applied the learnings from the
Freeze Thaw event in March 2018
during the prolonged hot, dry weather
this year- which saw a 22% increase In
demand for water from our customers
at peak times We demonstrated
resilience and flexibility in our network
during this time and focused on
prioriising resources to meet the
additional demand and minimising the
impact on our custemers

We ve increased our customer
engagement including running our first
ever TV ad to promote water efficiency

Areas of focus for 2019/20

s Providing a service that is affordable
forall and support our financially
vulnerable customers

Marintaining the lowest bills n England
[Severn Trent Water] and Wales
[Hafren Dyfrdwyl

Delivering on the things that matter
most to our customers as measured by
customer ODIg

Further improving our incident
management capability to ensure we
can maintain an vrinterrupted supply
of clean water to our customers

Graphic removed

Severn Trent Ple Annual Repart and Accounts 2019



> Sirategicreport

Drive
operational
excellence and
continuous
innovation

What do we
mean by this?

We'll build a smarter

READ MORE ON OUR ODIs
AND KPIs ON PAG

READ MORE IN OUR
PER MANCE REVIEW
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What we said we would do in 2018/19

s Deliver our plans to be Upper Quartile
for Retall, Water and Waste

» Continue to provide
envircnmental leadership

* Make further pregress on the quality
of our water as measured by the DWI's
Compliance Risk Index

+ Regain self-assured status for our
English business

Our progress in 2018/19

* Our performance across Waste -
service and cost efficiency - remains
sector leading And our PR19 plan
placed us in the upper quartile for
Waste In fact, Ofwat have asked us
to share best practice with other
companies so that customers across
England and Wales can benefit from
improvements on external sewer
flooding performance. In Water, we've
delivered substantial second half
improvements, giving us confidence for
2019/20 and beyond We are continuing
to make improvemnents in Retail

* We ve successfully delivered two key
environmental commitments - overall
environmental performance and
catchment management, enhancing
the quality of our raw product and
reducing the level of treatment We've
also made good progress on our Water
Framework Directive and biediversity
commitments Unfortunately we've
seen an Increase In sericus pollutien
incidents this year and we're putting
extra resources In place to make
improvements in this area

We remain in the targeted assurance
category for Severn Trent Water this
year, with Ofwat assessing over 80%
of measures as ‘meets expectations’
Alt measures were assessed as ‘mincr
amends’ or abave meaning that Ofwat
has no major concerns with the way in
which we report our performance to
customers and stakehotders

We've continued to make strong
progress, as a result of cur additional
investment made earlier in AMP6

We are working really hard on further
improvements in this key area

Areas of focus for 2019/20

Retaming cur strong performance on
Waste, while making improvements cn
Retail and Water service

Delivering our environmental
commitments including on the Water
Framework Directive and biodiversity

Retain a minimum of targeted
assurance and all measures assessed
as ‘minor amends’ or above

Sharing best practice with other
companies so gll customers across
England and Wales can benefit from
the improvements we've delivered in
our regian on exlernal sewer floeding.

Graphic removed
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How we are achieving our strategic objectives

continued

Invest
responsibly
for sustainable

What do we
mean by this?

for the future.

READ MORE ON OUR 0ODis
AND KPIs ON P4 7

READ MORE IN QUR
PERFORMANCE REVIEW

34
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What we said we would do in 2018/19

* Deliver fully on our PR14 investment
commitments, being confident thal
we are able to deliver against our
current plans and make appropriate
investments for the future

+ Achieve material improvements in
some of our key Enterprise Risk
Management 'ERM’] risks

Orive a focus on etficiency across
all business areas including
central functions to support
frontline investrent

Continue to embed innovation across
the Company, making it part of every
team’s way of working

Our progress in 2018/19

* We've invested over £1 billien this year
to ensure we have a resilient network
and asset base capable of delivering
our services now and into the future.
This includes two key investment
cammitments where customers
are protected by customer QDIs -
Birmingham Resilience and the Water
Framework Directive

We've made significant progress on
addressing property compliance risks,
and continue to make improvements 1o
achieve our target positicn by the end of
the AMP However our underperformance
an key risks means our performance
on ERM risks has remained static,

see Principal Risks section on page 56.

Over AMP&, we have locked In
€460 million of efficiency We've
achieved this through a range of
inhatives including the roll-out of
standardised products, embracing
‘plug and play’ construction, and
using smart programming to

best utilise assets and resources

We have chosen to reinvest

£120 million of this efficiency saving
into security. water quality and
vulnerable customers, and a further
£100 million in smart data

* We proved financially resilient, during
the prolonged hot, dry summer - and
were able to absorb the increased
costs associated with pumping up to
an extra 400 rmillion litres per day and
24/7 use of a fleet of water tankers to
top up service reservorrs

We launched our World Water
innovabion Fund in April 2019, joining
with like-minded companies across
Europe. the Americas and Australia,
to find new ways of working, and make
2 huge difference to our sector

Our cross-team communities of
practice continue to develop novel
approaches and share best practice
with the aim of delivering targets in
201%9/20 and meeting the 15% leakage
challenge in AMP7

Areas of focus for 2019/20

* Promoting a more sustainable way of
working which looks beyand traditional
end-of-pipe solutions {including our
partnership working and sustamable
sewage treatment commitments]

Devetoping the World Water Innovation
Fund to help find new ways of working
and to leave a lasting water legacy for
future generations

Continutng to progress our
understanding of the impact of
climate change on our long-term
service delivery, using the UK Climate
Projections 2018 published by the
Met Office.

Graphic removed
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What we said we would do in 2018/19  Areas of focus for 2019/20

¢ Produce compelling cases for » Working progressively with Ofwat
investment at PR19 that enable strong to finalise the PR19 outcome.
RCV growth over AMP7 and AMPS8

* Delivering our ambition of 50%
e Deliver phase twe of the energy and self-generation
renewables strategy to achieve 50%

setf generation * Progressing the development

of regional water trading
* Build a sector leading approach solutians, including the North
to bloresources to South interconnector

s Final h f Haf Dyfrd
Change and deler s grost fratyear
the ma rket Our progress in 2018/19

* We ve received fast-track approval
for the better

for our PR19 business plan for Severn
Trent Water The Totex allowance
drives strong RCV growth, with Ofwat’s
modelled cost allowance having
reflecting many of the areas we had
hightighted for improvement in AMP7

e Were on-track to exceed our 50%
self-generation target by the end of
AMP6, with the Agrivert acquisition
supporting our bloresources energy

What do we and renewables strategy

mean by this? * Ofwat’s assessment of cur PR19
business ptan recognised our leading
approach for bioresources

We'll ernbrace markel

R . » The Hafren Dyfrdwy licence came into
openngin the UK and effect on 1 July - we've invested in
nxDlore opportun]t{@ 5 imprevements in both the technology
(ar arowth in nev platform and asset base There s
or growlthin new more to do to iImprove performance
walter f"]"]ar'kcts, on the measures that matter most to
customers at a cost that 1s affordable,
and we are putting extra resources in
place to do this

READ MORE ON OUR ODIs
AND KPIS ON PAGE 37 Graphic removed

READ MORE IN OUR
PERFORMANCE REVIEW

ON PAGE 34
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How we are achieving our strategic objectives

continued

Create an
awesome
place to work

What do we
mean by this?

READ MORE O
ANDKPIs ON

READ MORE IN OUR
PERFORMANCE REVIEW
oN

4
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What we said we would do in 2018/19

* Deliver & further step change in our
safety performance and support the
wellbeing of our colleagues

Continue to build on our strong
volunteering performance and drive
the Corporate Responsibility agenda

Continue our focus animproving
overall QUEST engagement scores

Deliver the foundations of the new
Training Academy, to make a positive
contribution to technical development

Our progress 2018/19

* We were awarded silver in the Mind
Workplace Wellbeing Index 2017/18
Our health and safety performance is
upper quartile within the sector and we
experienced no major satety incidents
and no fatalities in the last 12 months
We did see anincrease in Lost Time
Incidents ['LTIs'], mainly due to slips,
trips and falls We have detailed plans
in place to address this, with new
data analytics being used to identify
specific areas for improvement
Progress against these areas 1s
considered at the Employee Forum,
Executive Committee and Board
In April 2019 we revamped our Goal
Zero Strategy, with dedicated quarterly
awareness campaigng

-

Over the last year, Community
Champions, our volunteering
programme, has supported over
1,900 colleagues to make a difference
by helping to make our region’s
waterways even healthier and
supparting our local cammunities

* We're are also pleased to maintain our
strong engagement scores following
our QUEST survey -~ completed by over
90% of our workforce - placing us five
points above the average benchmark
for UK and Ireland This 1s great news,
especially given the extra commitment
of our people this year in the difficult
circumstances during the prolonged
hot weather over the summer

We're on-track to deliver our

Training Academy by Spring 2020
Ensuring our people have the right
mindset, techmeal competence and
leadership skills for now and in the
future We've repurposed an existing
building to provide a greener solution,
and are developing an exciting syllabus
that uses state-of-the-art training
techmigues including virtual reality and
network simutation

Areas of focus for 2019/20

+ Delvering an improvermnent m
our safety performance through
focused interventions

* Maintaning our commyiment to the
wellbeing of our colleagues

Continuing to impiement
improvements dentified by our
QUEST engagement

¢ Developing an excrting and mnnovative
syltabus for our new Traning Academy

Graphic removed
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Environment, Social and Governance
At a Glance

We are proud to be recognised as the first socially purposeful We are committed to continually developing and improving
company 1n the utility sector The content below pulls tegether our approach, and continue to explere the role accreditations
details of our sustamnabitity performance that are integrated can play in providing legitimacy to this, We've developed
throughout our Annual Report and Accounts It also highlights a dedicated ESG page on our website where you can find
where you can find more information an our Environmental, further information

Social and Governance ['ESG’) perfermance.

2020-2025 Commitments ESG performance Read more
Carbon and Our triple pledge: Carbon reduction - Group net Greenhouse Page 126
Climate Change * Carbon neutral by 2033, more stretching Gas Emissions {{GHG'} emissions fell by

than science based targets, 27% 1n 2018/19 Areduction of 41% since
the beginming of the AMP Total annual net

e 100% electric vehicles by 2030 - [assumes
emissions 268,283 tonnes CO,e

specialist vehicles such as tankers become
avallable within that time windowl], and

Renewable generation - Generated Page 125
* 100% renewable energy by 2030 [including  aqumvatent aof 43% of our electricity needs, g
self-generated and purchased energy) up from 38% 1n 2017/18 On track to exceed
50% target by 2020
Water Industry Achievement awards ~ Page 126
Winner of the Energy and Carbon [ritiative
Links to our strategic objectives of the year
Bigdiversity Biodiversity - Improve 1090 hectares of Biodiversity - Improved biodiversity of six Page 39
land [or km of river] for biodiversity by 2025 hectares of S5SIsn 2018/19 On track to
Tree planting - Plant the equivalent of ene reach our target of 75 hectares by 2020
tree for every three households we serve Catchment Management - Gold award
by 2030, winner at the Corporate Engagerment

Awards 2018

Links to our strategic objectives

2
%
Ej Water Water resources - Reduce unsustainable Water resaurces - Published draft Water Severn Trent
= Management abstraction by nearly 100 Ml/d Resources Management Plan [WRMP | setting website
o Water management - Triple the rate out our long-term plans to accommedate the
= of leakage reduction across the sector impacts of population growth. drought. and
= by 2030 Focus on metering households. climate change uncertainty to balance supply
@ Education - offering every primary school and demand over the next 25 years
g in the Midlands a visit from our Wonderful Leakage - Hit MLE target and have delivered Saqe 35
o Water Tour, inspiring them to change water a reduction year-on-year of 16 MU/d 9
= usage behaviours
é Water quality - 6% improvernent in water Page 35
w quality cornplamts
Catchment management - Worked in Pa
ge 38
partnership with over 820 farmers to reduce
the amount of chemicals entering our raw
water sources
Education - Engaged aver 130,800 young Page 35
people this year through our education
programme, ahead of 125,000 annual target
Water efficiency - Carried out 26,000 hame P
age 36
water efficiency checks to help customers
manage their consumption Installed 35,823
Links to our strategic objectives water meters
Environmental River quality - By 2025 we will have River quality - On track to improve at least Page 41
Stewardship improved the quality of over 50% of rivers 1,600 km of qur nivers by 2020
Inour regien
Single use plastic - Prevent the equivalent Single use plastic - Supported Refill Page 43
of four tillion plastic bottles ending up as campaign, contributing to the 20,000 refill
waste by 2030 stations in the UK We have eliminated

single use plasuc from our office lecations.

Environmental management system -
Links to our strategic objectives 30% of our operations externally certified
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Environment, Social and Governance - At a Glance
continued

Social - Our people

30

2020-2025 Commutments

ESG performance

Read more

Creating an
awesome place
to work

Training - Investing £10m in the new
Training Academy in the Midlands
Diversity and Inclusion - Committed to
recruit people from social mobility cold
spots across our region. seeking to provide
opportunities to all

Links to our strategic ohjectives

Engagement - Awarded Glassdoor
Employees Choice Award - Top 50 Places
to Work in 2019 Ranked 3 9/5 overall 4 2 for
culture and values. Glassdoor reports that
74% of aur people would recommend us to
a friend Employee engagement score five
points above the average benchmark for UK
and Ireland

in 2018/19 our voluntary employee turnover
was 6 5%

Page 108

Training - Above EU average for training
investment with over 15,000 traimning days

Page 44

Diversity and inclusion - Fourth in
Hampton-Atexander Review FTSET00 for
women in leadership, and the top utitity

Page 44

Social mobility - Signatory to Social Mobility
Pledge Top 20 Company in the UK's Social
Mobility Index

Page 113

Gender pay gap - Mean gender pay gap
of 2 8%

Severn Trent
website

Reward - The Remuneration Committee
ensures that pay s far throughout

the Company and ensures executive

pay is aligned to the wider workforce
remuneration, cur all-employee Annual
Bonus Scheme 1s a great example of this
in practice

Page 110

Employee wellbeing = 70% of Uine
managers trained in mental health, and over
400 mental health first aiders available

Page 45

Goal zer¢ health and safety - LTls per
100,000 hours worked - Severn Trent Water
0 3 and Business Services 0 29 Upper
quartile performance in the sector No
fatalittes in the last 12 months

Page 45

Zero tolerance approach to modern slavery
~ Modern slavery statement ranked 16th in
the FTSE100

Severn Trent
website

Severn Trent Plc Annual Report and Accounts 2019



> Strategic report

UN Sustainable Development Goals
["'UNSDG’] - Aligned our commitments
with the UNSDGs, highlighting positive
contribution to 11 of the 17 goals

volunteered in 2618/19 ahead of 30% target,
improving 34 krm of riverside and planting
over 3,000 trees

2020-2025 Commitments ESG performance Re¢ad more
Putting our Community contribution - We're investing Vulnerable customers - £3 5m trust fund Page 24
- 1% of profits for a new community fund - to donations annually, 2 62 social return on
customers first
make positive impact in our region investrment Supported 52,838 people who
Vulnerable custemers - We [ help nearly struggle, against an annual target of 50,000
50% more customers who are struggling
v Our performance for customers - Overall
% to payth?rbllf bytZOZSanctidevelopa customer satisfaction 15 85%, 7% higher Page 36
'C strategy to end water poverty than the national average Trustworthiness
2 15 at 73%, making Severn Trant the maost
E trusted water company in England
o i -
o Customer Experience - Maintained 14th Page 33
- position in customer Service incentive
% Mechanism ['SIM’) score Upper quartile
W in the Institute of Customer Service’'s UK
$ index as the top English water and sewerage
£ company [WaSC'] and only slightly shart of
o Links to our strategic objectives the UK average in all sectors
0
= Supporting our |Innovation - Launched the World Water Charitabie contributiens - Founding Fund
o
C o Innovatien Fund Qur £5m investrment partner of WaterAid and raised almast £30 website
communities
= . witl make a real difference to lives across rullion since 1981
N and wider the wortd
I H fhA 90,
= society Doubled the funding for mnavation in AMP7 Volunteering - 32% of employzes Page 44
o
o
(¥2)

Responsible supply chain - 100% prioritised

Severn Trent

LU
[S]
c
o
=
[
Q
>
(=]
o

suppliers signed up to our Sustainable website
Supply Chain charter
FTSE4Good certified
Links to our strategic ohjectives
2020-2025 Commitments ESG performance Read more
Committed to the highest standards ?ighh}\comgnended - PwC Buillding Public
rust Award for Executive Remuneration
of transparency and corporate governance Reporting in the FTSE 350
Purposeful Company Task Force - Only
utility to be named as a pathfinder by The
Purposeful Company Task Force
Ofwat - Commended us on our pathfinding Page 19
social purpose company’ thinking
Ofwat - Awarded our Severn Trent Business Page 19

Linksto cur strategic objectives
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ODls and KPIs

We continue to make progress against
our customer ODIs and financial KPls

Progress against our customer
Outcome Delivery Incentives'??

Embed customers at the heart of all we do

Internal sewer flooding*

External sewer flooding*

Minutes without supply

Actual Actual Actual
729 3,795 19.7
Reward/Penalty Reward/Penalty Rewa rd Penalty

£42,820

Rate of Reward/Penalty lper incident)

Whywe measure it
To ensure we do everything we can to prevent
flooding of customers’ homes or businesses

It s one of our customers’ most iImpoertant priorities.

Progressinthe year

We agreed with Cfwat to strengthen our
performance comrmtment on internal sewer
flooding from 1 January 2019, see page 37 for
further details We are reporting a performance

of 729 incidents, ahead of our adjusted performance
cormmitment of 873

£2,967"

Rate of Reward/Penalty [per incident]}

Why we measure it

To ensure we do everything we can to prevent
flooding of customers homes or businesses

It1s one of our custemers’ most impoertant priorities

Progressinthe year

We agreed with Ofwat to strengthen our performance
commitments on external sewer flooding, from

1 January 2019, see page 37 for further details

We also agreed to reduce our incentive rate from
E19,779 to £2,947 at this ime We are reporting a
performance of 3,795 iIncidents ahead of our adjusted
performance commitment of 4,499

Drive operational excellence and continuous innovation

Improvernents to river water quality

Actual
87

| e

Number of Category 3 pollution incidents*

Actual
329

£1 10m

Rate of Reward/Penalty (per minute)

Why we measure it

Our customers value water being there when they
need it This performance commitment ensures we
are driving down the impact of any interruptions to
supply across our network to minimise the impact an
custorners

Progress in the year

We have interrupted customers supply for an
average of 19 7 minutes, higher than our comrmitted
performance level of 9 4 minutes

Successful catchment management schemes

Actual
26

Penalty/Reward
233

£750,000°

Rate of Penalty/Reward {per qualifying point)

Why we measure it

We have statutory cbligatiens to deliver, but our
custamers told us that we should do more where
we can This performance commitment ensures we
meet our obligatiens and drives us to make faster
progress where 1t is possible

Progress inthe year

We have delivered 53 qualifying Water Framework
Directive points during the year and our cumulative
total 1s 87 We are on-track for our end of AMP
target of 233

Invest responsibly for
sustainable growth

See our Regulated Water and Waste Water
performance review on page 34

32

Rewa rd J’ Penalty

£53,900'

Rate of Reward/Penalty (per incident)

Why we measure it

Minirmising the impact our activity has on the
environmentis a key concern for our customers
This performance commitment ensures we drive
improvements in this area

Progress in the year

We are reporting 329 Category 3 pollution incidents
against an adjusted performance commitment of
374 incidents.,

Create an awesome
place to work

Penalty/Reward Reward Cap

£1.03m’

Rate of Penalty/Reward [per scheme)

Why we measure it

Our custorners want us to look for new and innavative
ways to improve water quality, whilst working in
partnership with other stakehalders to deliver wider
benefits This performance commitment focuses on
how our approaches are encouraging farmers and
land owners to change their behaviour and practices

Progress in the year
We have delivered 26 catchment management
schemes, well ahead of our performance commitrnent

Severn Trent Water Limited

0.30

Lost time incidents per 100,000 hours worked
2017/18 017
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SIM - Customer experience

Not yet defined by Ofwat

81 .4551M score

Why we measure it

Providing good quality service to our customers Is
key and the Service Incentive Mechanmism [ SIM'}
provides us with a regular opportumty to understand
cur performance and implement initiatives to
imprave the quality of service we provide, butalso
deliver value for money

Progressinthe year
We have reported a SIM score of 81 45 for 2018/19,
which s below our target of upper quartile

Asset stewardship = coliform failures

Actual
13

Penalty

£463,000

Rate of Penalty

Why we measure it

The presence of coliforms in our drinking water 1s
unacceptahle as ihis an indicator of poor quality so
we continually monttor aur works to ensure we are
producing high quality water

Progress nthe year

During the year we detected coliforms at 13 of our
waler treatment sites, which s higher than our
cammitted performance level of five

Severn Trent Business Services

0.29

Lost time incidents per 100,000 hrs worked
2017/18 015
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Complaints about water quality

Actual
11,923

Reward/Penalty
9992

£900°

Rate of Reward/Penalty lper complaint)

Why we measure it

Customers value the aesthetic quality of their
waler This performance commitment is designed
to ensure we manage our network to minimise the
number of events that cause discoiouration, taste
or adour problems

Progress inthe year

During the year the number of drinking water
complaints reduced from 12,687 to 11,923, higher
than pur commmutted performance level of 9,992

Leakage

Actual
427

Reward/Penalty
429

£123,000"

Rate of Reward/Penalty [per megalitre per day}

Why we measure It

Customers see leakage as a waste of a key
resource Theywant us te reduce our level of
leakage as a prionity

Progressinthe year

We are reparting an outturn of 427 MU/d which 1s
marginally ahead of our performance commitment
of 429 Ml/d

No change

Severn Trent engagement
score improvement®

2017/18 6 percentage points

> Sirategic report

nee

Progress against
our financial KPIs’

£1,767.4m

Group turnover
2017/18 £1,696 4m?®

£573.6m

Group underlying PBIT
2017/18 £5398m?

145.8p

Underlying earnings per share
2017/18 120 5pf

Mates
1 In2012/13 prices after tax

2 Theseare also key measurements used to assess
our Corporate Responsibility performance

3 We have reported performance on our customer
ODIs on a comparable basis by reporting the
currentyear performance for the Severn Trent
Water regian that was in place during 2017/18

4 Targaets have been strengthened from 1 January
2019, see page 37 for more information

o

Incentive rate reduced from 1 January 2019,
see page 37 for more information

& Engagementndex used for the Group since
2015/16 to support benchmarking and gain better
insight about us as an employer

7 Alternalive Performance Measures are defined in
note 45 to the Group financial statements

8 Restated for implementation of IFRS 15 see nole 2
to the Group financial statements.

Key

Actual
Severn Trent Actual Performance 2018/19
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Performance review

Regulated
Water and
Waste Water

Qur Regulated Water and Waste Water
business inctudes the wholesale water
and waste water activities [excluding
Bioresources) of Severn Trent Water
Limited and its retail services to
domestic customers, and Hafren
Dyfrdwy Cyfyngedig. Unless stated
otherwise the information in this
section relates to Severn Trent Water
which makes up 98% of aur total
customer base.

4.5 million

Number of househelds and
non-household customers

2.0 billion

Litres of high quality drinking water
every day

Ninth year

Number of years of the lowest bills
in England for our custemers

34

Embedding customers at
the heart of all we do

From the Bristol Channel to the Humber
and from Rutland to North Wales,

we play an essential role in the lives

of 4 5 million househelds and non-
households We provide them with
around 2.0 billien litres of high quality
drinking water da:ly, and treat around

2 9 billon litres of waste water every day

As part of the developrnent of our Severn
Trent Water PR19 plan, we focused

on customer insight gleaned from our
most Intensive customer engagement
activity in our history This gave us a
solid foundation on which to create a
comprehensive, detailed business plan -
one that was co-created with customers
and put their wishes right at 1ts heart

As we developed the plan we asked our
Customer Challenge Group. the Water
Forum, to rigorously challenge every
aspect of our customer engagement to
make sure we'd addressed the 1ssues
most important to them The Forum
gave us really constructive feedback that
led to us making further changes and
reassured us that we really were putting
our customers first

The issues that matter

Our engagement programme
confirmed that the 1ssue that matters
most for our customers continues o be
affordability - keeping bills low for our
essential service s their top priority,

Graphic removed

Graphic remaved

as well as making sure that our maost
vulnerable customers have the support
they and their families need

Thair next most iImportant issue 1s
something that s fundamental for us as

a business - providing a reliable supply
of clean water and taking away waste
water without customers having to worry
aboutit

Customers alse want us to continue

to invest in infrastructure, not just fer
today but fer future generations, in the
same way that the Victorians did for

us They also want us to have a positive
impact on our local envireonment and Iin
the communities we serve And they want
to be able to talk to us if, when and how
they want to, while also keeping them
informed about what we're doing

This detailed engagement means we truly
understang what matters te our customers
- and that gives us a huge amount of clarity
around what we have to do for thermn in the
rmonths and years ahead

So, If those are the I1ssues on customers’
minds for the future, how are we doing
on those today?

Reducing custemer hills

This was the ninth consecutive year that
Severn Trent Water customers have
enjoyed the lowest bills in England

Qur average combined bill for the year
was £348 - less than £1 a day - which

was more than {59 lower than the average
bill and £152 lower than the highest

Understanding different

customers’ needs

As part of our development of the PR19
plan, we undertock the most extensive
customer engagement activity in our
history More than 32,000 individual
customers took part in our face-to-face
research and 15,000 people joined our
online panel We also evaluated 24,000
complaints and considered 19 million
custemer views From this we created
our custamer hierarchy of needs.

15,000

People joined our
online panel
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Similarly, our Hafren Dyfrdwy customers
enjoyed the lowest bills in Wales at

£311 Over AMP7, we're going to be
reducing bills in England by a further 5%
in real terms, whilst at the same time
investing to make further improvements
to the services which we provide to

our customers In Hafren Dyfrdwy

we're Increasing investment by 4% per
customer to improve services, whilst
limiting the increase in customer bills

to 1.9% in real terms over the five

year period

We understand that even though our bills
are low, some customers have difficulty
paying - so we do everything we can to
help those who are genuinely struggling
to pay their bitls We do this through a
range of measures, such as water saving
devices and fitting meters for smaller
and low occupancy households We alse
offer our Big Difference 5cheme which
has helped over 35,000 customers who
are struggling to pay their bills access
discounts of up to 90% over the last

12 months

Looking ahead, we intend to help even
more of cur customers For example,
our PR1? plan includes a commitment
to support almost 50% more people
between 2020 and 2025, through
schemes such as our social tariff

and threugh other options, such as
payment breaks

Engaging with the customers

of the future

We're getting even more involved in the
comrmunities in which we live and work,
for example through our Wonderful
Water Tour -~ an innovative educational
roadshow that every primary school in
the Midlands will have the chance to take
advantage of

The Wonderful Water Tour I1s targeted
at chitdren aged between seven

and 11, to inspire them about water
Comprising two buses and a whole host
of gadgets and hands-on activities, the
Tour educates children on three key
messages the importance of using
water wisely, helping them understand
what they can, and can't, put down the
toilet and sink, and the health benefits
of staying hydrated.
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Working hard to provide the quality
service that customers expect

Cur waste water performance continues
to be sector leading both in terms of
performance and efficiency We have
continued to reduce the number of
sewer flooding incidents that occur on
our network, that we know can lead to
the worst possible experience for cur
customers We will never be complacent
about our performance and will centinue
to push for year-on-year improvement
through further investment

After demanstrating strong customer
support for cur proposal, we were
pleased that, in December, Dfwat agreed
to Lift the customer 0D cap on our waste
water measures for the remainder of the
AMP This supports our desire to do more
for our customers and the environment
even earlier than previously agreed

with Ofwat

This year, we have made continued
progress on key clean water metrics
such as water quality complaints, with
afurther 6% improvement, buillding

on aur achtevemnents of last year when
complaints were down 12% We've also
worked well with our supply partners
to resolve 1ssues on 35 properties
which were at risk of low pressure.
We're continuing cur mutti-year journey
toimprove our coliform performance
in our distribution service reservolrs,
surface water works and groundwater
works - for which coliforms are

a key measure of asset health.

During the last 12 moenths, our tour has
engaged with over 130,000 young people,
and will be available across our region
from 2020-2025

The Severn Trent Wonderful Water
Tour helped launch our Wild Water
topic with a splash! [tinspires and
educates the children, catering for
all children's interests and abilities.
The knowledgeable, friendly and
helpful staff engaged the children
at all times and helped bring our
water topic to life.”

Tracey Gillin
St Anne's Catholic Primary School,
Nuneaton

The ODI measure focuses on coliform
detections at surface and greundwater
sites, which have increased slightly this
year Our investment in distribution service
reservoirs has delivered significant
performance improvements, and we are
confident that the next phase of cur plan
will deliver similar improvements in the
0Dl measure next year

The resilience of cur water supply was
tested through one of the hottest, driest
sumrmners on record — which saw a 22%
increase in demand for water from our
customers at peak times We worked
tirelessly to give our customers the
level of service they expect and deserve,
without the need for a hosepipe ban or
other restrictions

Supply interruption events were impacted
during this period and this has affected
our full year performance We have
increased our efforts in this area, our
focus being on ‘Prevent, Restore, Repair’,
and we delivered a 64% improvement in
our performance in the second half of the
year Additional informatien can be found
an page 38

We are particularly pleased with the
progress we are making In partnership
with landowners and farmers across

our regien to improve the ecology of
rivers in our region Ourindustry leading
Catchment Management Programme has
yielded great results over the past year
and demonstrates the power of strong
collaborative working We talk more
about this on page 38

Graphic removed
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Performance review continued
Regulated Water and Waste Water

Investing for future generations

This year has seen our biggest single
year of capital investment in the last
decade. demonstrating our commitment
to continued investment in long-term
infrastructure All of cur current

major capital schemes made good
progress during the year including our
Birmingham Resilience Project, which 1s
the biggest water enhancement capital
project in the sector to be completed
within AMP4 This will ensure security of
supply to Birmingham for generations
Please see page 40 for more detais on
this and other key capital prejects

Listening, every mement of every day
We've made 1t even easier for our
customers to contact us through
whichever mode they prefer, whatever
the time of day People can phone us,
talk to us on webchat on the website,
through various social media platforms,
orwrite to us

We also launched Tap Chat during the
year This new online community panel
gives us feedback about how we're
doing and, more importantly, how we
can do even better. With 15,000 active
participants, representing all walks
of lfe and areas across our region,
Tap Chat played an important role in
shaping cur PR19 business plan and
provides ohgoing engagement with
our customers

Graphic removed
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Serving local communities

We'ra very aware of the central role
we play In our community - this is not
only where we work, but where most
of our employees live We know that
our customers want us te do more - to
help improve the environment, support
education, and give something back

We carry out an enormous number of
projects to enhance rivers and other
natural resources — many of them
supported by our employees who
dedicated over 2,000 days to volunteering
during the year Our supply chain also
supports us in our environmental
ambitions, undertaking a variety of
charitable environmental projects such
as the Northshore Beach Walk Project
at Draycote

Looking ahead, through our new
commumity dividend we will invest 1%

of our profits in community projects -

a reatly exciting opportunity to make a
positive iImpact in our region Qur hope s
that the community dividend will benefit
thousands of our customers, together
with their communities, to make a
positive difference to their everyday lives

We are also doing more to engage with
our custemers of the future through the
Wonderful Water Tour, see page 35

Here when you need us

We can’t deliver great service to our
customers unless we're aware of the
1Issues that matter to them Soit's
impertant that they can contact us at a
time that's convenient to them We offer
a wide range of contact channels - they
can ring us, talk to us through our live-
chat on our website or via social media
They can even write us a letter if they
prefer. Whatever method they choose,
they will be certain of a response

More than 19 million customers are
now signed up to our online offerings
and, during the last year, cur web
self-serve platform handled more

than 1 & millien customer contacts

And the hard work of our customer
communication team was recognised by
a Sitver Award at the European Contact
Centre and Customer Service Awards

Customers trust our perfermance

We are proud to have been acclaimed
the most trusted water company in
England, by the most recent independent
customer satisfaction tracker We feel
that this reflects the huge progress we've
made in delivering on the 1ssues which
matter most to custormers investing

in the resilience of our network and
renewable energy, as well as doing more
for cur must vulnerable customers

We know we've still got more to do on
SiM, Cfwat’s current customer service
measure and we were disappointed to
finish the year in 14th place. However,
we were pleased to again be in the top
quartile of ubility compantes in the UK
Customer Service Index, which will be
relevant in AMP7 when Ofwat s new
customer satisfaction measure [ C-MeX'j
15 set to be introduced C-MeX will be
pactly based on customer contact,

as with SIM, and partly on customer
perception which 1s a much wider
measure We welcome this change as
C-MeX will ensure that the totality of
the experience of all our customers

1s represented

Helping customers to help us

Extra demand far water as a result

of increasing population and climate
change means it's vital that our
customers know how to use water
wisely First, we need to give them
the right advice to help them save
water And second, we need to pravide
them with the tools they need to
achieve that

Last year, we carried out around
26,000 home water efficiency checks
to help customers manage their
consumption, save money and
protect future supplies.
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Driving operational
excellence and continued
innovation

Our customers expect us to iImprove our
core services every year That means
providing them with clean drinking
water which 1s there when they need

it — and taking waste water away
efficiently before recycling tt safely

to the environment

We're committed and fong-term
supporters of Ofwat's customer Outcome
Delivery Incentives [(0DIs’), which reward
companies when they exceed targets

for measures that customers feel are

the most important, and atso penalise
companies for poorer performance

In our view, this 1s the best way to ensure
high quality performance for the benefit
of all stakehoiders - our customers

and communities, our investors and the
environment We've agreed with Ofwat to
share our expertise with the rest of the
industry so that all customers in England
and Wales may benefit

We've continued to deliver on our track
record in the waste water measures

that customers have told us are the
most important Overall, 2018/1% was
also an encouraging year for cur water
performance as we continue to make
progress on our multi-year improvement
Journey on water quality and provided a
high quality product to our customers,
whilst protecting public health

Fighting the fatlberg)

A major cause of sewer flooding are
blockages which can be caused by
fatbergs, the common name for the
build-up of wet wipes, fats, oils and
grease into a sclid mass which has
potential to block pipework

Our fight against fatbergs 1s based on
education and prevention For example,
while cleaning the sewers of Stratford-
upon-Avon in December 2018, we found
and removed several build-ups that coutd
have developed into major blockages
Working with 24 fcod service outlets and
officers fram Environmental Compliance
and Services, we launched a pregramme
aimed at educating catering outlets
about the right - and wrong - ways to
dispose of fats, oils and greases
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Another strong year for waste water
perfarmance

Removing waste water safely and
efficiently 1s hugely important for
customers - so we're very pleased to
report that our excellent track record
continued during 2018/19, with significant
outperformance against internal and
external sewer flooding, Category 3
pollution targets and a whole host of
other environmental measures

On a bke-for-like basis, we earned

£103 1 million from waste water ODis in
the year which was reduced to £71m by
the impact of the regulatory cap agreed
with Ofwat and changes to our 0DI
tncentives and targets for the remainder
of the AMP. After providing evidence

of support from our customers, 1n
December 2018, Ofwat agreed to raise
the cap and we accepted even more
challenging measures This will allow
us to deliver an even better service

for customers earlier than previously
planned and to continue to drive
improvements in the industry
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Sewer flooding

We've continued our focus on sewer
flooding and during 2018/19 we
outperformed our internal and external
sewer flooding targets by 16% and 41%
respectively We're continuing to drive
performance through targeting preactive
wark on sewer flooding hotspols across
our waste network

Alongside investment ininfrastructure
we have used innovative chemicat
treatments lo help reduce the build-up of
fats, oils and greases [FOG'] We re also
working with communities and industries
to reduce the amount of FOG that ends
up In our sewers Our programmes to
educate customers and their children

on sewer misuse are an important
element of our approach, see page 35

for more information Additionally. we re
identifying and taking legal action against
businesses that clog our sewers with
FOG and recovering operational costs in
cases where prosecution 1s not possible
These are important factors in our goal
to create a calm network and ensure

an enhanced and sustained service
prowision intc AMP7 and beyond

Making more informed decisions

Our continued investment iIn monitering
technology such as sensors and loggers
has further informed cur teams’ decision
making In fact we have more data
peints than any other water company

in England or Wales Armed with real
time awareness of supply and demand
across our region, we re able to forecast
stresses and strains on the network and
proactively take action to ensure that
customers are provided with an excellent
service. We now have 19,500 additional
‘eyes and ears’ on the network and are
on track to have 35,000 by the end of
March 2020
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Pollutions

We work hard to manage our impact on
the environment We were pleased to
have continued to outperferm agarnst
the chatlenging targets we set ourselves
for Category 3 pollution incidents

Our performance was flat, in Line with
last year despite a challenging start

to 2018. By re-doubling our efferts
we've delivered significantly better
performance In the second half of 2018
which we have sustained throughout the
beginning of 2019

We have more work to do on serious and
Category 4 pollution incidents and are
disappointed that we missed our targets
on these measures During the year we
continued our programme to roll-out
mare monitors which will significantly
improve cur ability to detect 1ssues and
prevent pollution incidents occurring in
future We are focusing our efforts on
the highest risk areas to ensure we get
the best possible outcome as quickly

as possible

Fecusing on water quality and supply

Good progress on water quality
Fallowing our renewed focus on water
quality in recent years, complaints

fell again by 6% during 2018/1%2 in Line
with the target agreed with the DWI

This builds on cur achievements of last
year, when complaints were down by 12%

Managing our catchments

When it comes to improving water
quality, prevention is always better
than a cure - so over the last year
we've continued to make investments
to ensure that the water that enters
our rivers Is as clean as possible in

the first place. Known as Catchment
Management, this approach 15 not

only great fer the natural environment
by reducing pollutants entering
watercourses, it also ensures that

the quality of the water we abstract s
improved Thisimproves the quality of
our final product and in some cases
reduces the processing requirement at
our treatment works, reducing the cost
or producing our wonderful product

We've already established an excellent
record In this area, particutarly
through the success of our Farm to
Tap scheme
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Water catchment initiatives have played a
major part in this improverment and we're
continuing to work with farmers and
other stakeholders to raise the quality of
the water that enters our rivers We see
this as a key long-term focus for us tn
ensuring the stability of our treatment
processes and guality of our product

to customers

We have introduced new technology to
drive further improvements in water
quality (n years to come by ensuring

we proactively intervene to address
risks to water quabity For example,
bacterial analysis can take 30 hours from
taking a sample to receiving a result
Our innovation team anzalysed technolagy
across a range of different sectors

and created a bespoke solution that 1s
acknowledged as the world's first online
bactemal monitoring system This gives
us high quality analys:s in real time,
allowing us toidentify 1ssues guickly and
take action te prevent bacteriological
tailures at our treatment weorks and
distribution service reservoirs By the
summer of 2019, we will have 20 units
available, most as fixed installations,

as well as others that we can useon a
mabile basis

Meeting water demand

The surmmer of 2018 saw a period of
prolonged hot, dry weather - and we saw
a 22% increase in demand for water from
our custorners at peak times

This innovative and industry-leading
scheme has seen over 820 farmers
sign up to protect raw water sources
from pesticides and other chemicals -
and resulted in peak caoncentrations of
metaldehyde — an anti-slug pesticide
which i1s expensive and difficult to
remove at water treatment works -
reducing by 64%

This 1s good news for the environment
because it enhances biodiversity, good
news for customers because 1t reduces
treatment costs and enables us to
Invest elsewhere In the network, and
good news for investors because it's
generated €17 4 millson In customer
OD! autperfermance payments We are
expanding our catchment schemes

to include biodiversity options in our
farmer grants and aim to increase
grant uptake by 42% by 2025

We demonstrated resilience and flexibility
in our network during this time - and
focused on prioritising resources to meet
the additional demand and minimising
the impact on our customers We proved
financially resilient, and were atle to
absorb the increased costs associated
with pumping up to an extra 400 million
litres of water per day at peak times

and the 24/7 use of a fleet of water
tankers to top up service reserveirs

Our opersations were largely resilient and
we came through the heatwave without
Imposing any restrictions on usage such
as a hosepipe ban Hawever, some ¢f
our water network measures, including
supply interruptions, were adversely
impacted during the period, as outlined
below Cur focus during this time was

on prioritising resources to meet the
additional demand and minimising the
impact on our customers

Supply interruptions

Supply interruptions ended the year

at 12 7 minutes against our target of

10 8 minutes We have increased our
focus on this area and we are starting
to see definite improvements through
our Prevent, Restore, Repair’ strategy.
which focuses on preventing asset fallure
where possible, and restoring supply
at speed if it happens Performance in
the second half of the year improved
by 64% and we delivered our best ever
performance in February and March
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Over the last year we've achieved a dramatic
improvement in the speed at which we
arrive on site, this has significantly reduced
- supported by our new video calling service
which enables us to assess anissue remotely,
deploy the right resources to site quickly
and support usin fixing the 1ssue, first time

At the same time we've continued to
invest in technology that provides us with
valuable insight into how the network 1s
operating Technological inncvatians such
as low point loggers, acoustic loggers and
advance analytics are all now hard at work
across our network We now have 19,560
additional ‘eyes and ears on network and
are on-track to have 35,000 by the end of
March 2020 Furthermare, we are focusing
on understanding the true causes of fallure
which lead to supply interruptions and
addressing them at source - Investing in
operating a calmer network to reduce the
failure rate acress our network

Driving improevement in leakage

The first half of the year was operationally
challenging, with the tail end of freeze-
thaw followed by the hot, dry summer
putting pressure on some of our key water
measures Our significant focus in the second
half means we have hit our performance
commitment for leakage and delivered

a reduction year-on-year of 16 Ml/d by

= maintaining our strong operational focus
on leakage recovery and improving
processes to reduce known network
leaks - including a 67% increase in
leakage fix tearns,

Proud to hold the Carbon

Trust Standard

We've been proud to hold the
Carbon Trust Standard since 2009
This certification recognises that
we take a best practice approach
to measuring and managing oyr
environmental impacts In the tast
12 rmonths, our Group net GHG
emissions fell by 27%

Read more on page 126
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¢ introducing innevative ways of finding
leaks faster, and fixing them more
efficiently - including accelerated
installation of acoustic loggers,
targeted WIFP reduction and the use
of more iInnovative selutiens such as
satellite technology, and

« spending time to better understand our
leakage component data - giving us
more clarity on how we can best target
leakage and providing more accurate
reporting going ferward

As in prior years, we base our customer
0Dl on 'unaccounted water’ The weather
events earlier in the year, which led to an
Increase in pipe bursts and an increase
in dermand, also led to an increase In
unaccounted water The considerable
momentum we generated has reduced
this impact, though has still resulted ina
penatty Our key focus is now on retaining
that energy to reduce leakage and hit our
target in 2019/20, keeping us on the right
track to meet the 15% challenge in AMP7

As outlined on page 18 we have recently
launched the World Water tnnovation
Fund - joining forces with like-minded
companies across the globe to find new
ways of working - pooling resources
and ideas to develop and accelerate
new technolegies Our £5 million
investment in the Fund will make a

real difference to peoples’ ives across
the world The Fund’s initial focus will
be on leakage, which s & key 1ssue for
all companies

Improving raw water

We are working with cur partner
Moors for the Future on a project
that's transforming a moorland area
around Ladybower Reservoir We ve
invested over £1 mullien during the
current AMP to help re-vegetate 114
acres of peat, protect 16 hectares of
btanket bog and dwarf shrub, and
plant new trees across 170 hectares
This has cut peat erosien and
protected one of our region’s most
diverse habitats, while also improving
the quality of the raw water which will
further reduce cur treatment costs
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Improving our environment

The way a company interacts with the
environment it cperates in has risen

to the top of the agenda for all of our
stakeholders I[ncreasingly, these groups
expect utility companies ta demonstrate
performance beyend financial return.
We take great care to understand and
control the impact we have on the
environment in everything we do -
when taking water from our rivers and
reserveirs, and when safely returning it
back to the river in a clean state

We're committed to creating thriving
bird, insect and plant habitats in our
regicn We improved biodiversity on six
hectares of Sites of Special Scientific
Interest ('S55Is ] during the year, and
we're on-track to reach our target of
75 hectares by 2020 By 2025, we re
aiming to work with organisations
such as the Wildlfe Trusts to improve
biodiversity on a further 1,015 hectares
That's an area equivalent te around
1,400 football pitches and represents
more than a tenfold increase over our
current target

As well as putting significant new effort
behind our Catchment Managerment
Initiatives, we ve alse been working with
other partners to improve raw water
Rivers in the UK, including the rivers
Severn and Trent in our region, are

now cleaner than at any time since the
industrial revolution

Graphic removed
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Investing responsibly for
sustainable growth

Since privatisation, we ve invested

€22 billion n today s money and the pace
and scale of our ambition continues

to grow In 2018/19 we invested over
£750 million in our asset base as well as
a further £141 mitlion in renewing cur
infrastructure network - our biggest
year of capital investment in a decade
And we re an-track with our commitment
to invest £1,300 for every household we
serve over AMP4

We've worked hard to maximise the value
we get from this investment and continue
to forecast AMPé Totex efficiencies of
£870 millon These efficiencies have
enabled us to re-invest £220 million to
imprave our water networks, making
them more resilient and reliable through
utilising the (atest technology available
This investment will benefit custemers
today and also generations to come

investing far today... and for

future generations

Our mission 1s to create a lasting legacy
for future generations We do this by
Investing In new infrastructure, by
explering and investing in ways to provide
additional capacity, and by taking our
Wonderful Water Tour arcund schools

to Inspire the next generation to use
water wisely

We've replaced 230 km of our water
network, enabling us te make further
progress on water quality and again meet
the low pressure customer 0D target
We've also completed 28 capital projects
to improve our waste network, helping

us to maintain upper quartile on cost

and performance

All of our major schemes made good
progress during the year, including the
Birmingham Resilience Project [BRP']
This will secure a second source of
water supply for Britain's second city
and safeguard one of our cldest, but
most strategic and efficient, water
resources for years to come The BRP

is the biggest AMPé6 water enhancement
capital programme in the sector and will
be ready to deliver anticipated benefits
to customers in 2020 Thanks to the way
we have delivered the projectitis on
track to deliver supply resilience benefits
- In the event of both water resource

and treatment failures - and to enable
effective proactive maintenance of some
of our most important assets for the long
term This is the result of considerable
hard work and effert from our people
and supply partners, as well as some
bold decisions, such as our decision 1n
spring 2017 to replace our original supply
partner Progress in the year included
completion of the 25 km raw water
pipeline that will transport water from
the River Severn to our Frankley water
treatment site
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In Nottinghamshire, we made great
progress on a scheme to Improve our
services In Newark, where a £60 mitlion
programme will benefit 400 local
homes and businesses We're installing
4 km of high volume sewers to reduce
flooding risk, as well as 10 km of new
water network to improve water supply.
We achieved a major milestone this year,
with the completion of a 3 km tunnel
which encircles the town 15 metres
below ground This hugely complex
project was carried out through the
town centre and under a major railway
iine - and our efforts to Limit disruption
were acknowledged by the Community
Engagement Award at the New Civil
Engineer Awards for high-quality
community engagement

As part of our commitment to invest
£1,300 for every home and business we
serve In the five years ta 2020, this year
we started work on a new £11 million
investment to improve the resilience and
religbility of the clean water supplied

to around 55,000 people in Stroud,
Gloucestershire The upgrade project
will see 16 km of new pipeline stratching
from Minchinhampton reservoir

to Whaddon

Investing to keep water flowing
Every year, we invest significant
capital to improve water supplies to
communities with a history of poor
supply in times of high demand, such
as through the summer months

In 2018/19 we carried out works that
are now providing an improved service
to farmers and other residents in

the uplands around Breamfield in
Derbyshire These works included
commissioning a borehole, installing
new valves to reduce airlocks and
connecting existing pipework to other
parts of the network so that water
can be quickly pumped into the area
when necessary
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Seizing opportunities to Improve

our environment

We have a duty - and a great opportunity
- to use our experience, expertise and
resources to protect local environments
across our estate

Environmental sustainability 1s hugely
important to our capital programme,

and were constantly looking for ways to
reduce our envirenmental impact Were
working on the development of innovative
solutions at our sewage treatment works
which will enable us to meet the needs
of a growing population in a sustainable
manner We're on-track to deliver a
number of schemes in the final year of
the AMP under our sustainable sewage
treatment werks ODI, including our site
at Rugby

We also remain committed to creating
and sustaining cleaner rivers We ve
invested significant ime and resource
te fulfil our obligations under the Water
Framework Directive [WFD') to achieve
‘good status for all watercourses

This year we have completed an
additional 27 sewage treatment
upgrades, which are helping us improve
over 430 km of river We're on track te
improve at least 1,600 km of our rniversn
AMPéS - and a further 2160 krmin AMP7

Graphic remaoved
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New partnership model with

our supply chain

We revised our capital project operating
model during the year in order to bogst
our internal capabilities and deliver
better vaiue, for atl of cur stakeholders

Implementation of the new model began
early in 2019 and, when complete, we will
have a skilled and capable in-house team
able to provide design and feasibility
study services that have historically

been outsourced The design team

will take full responsibility for some
projects, while also providing support
and expertise to existing suppliers
where approprate

In AMP7 we also plan tc work with a
larger number of contracters than
previously, contracting directly with cur
Tier 2 suppliers as well as our network
of larger suppliers - known as our One
Supply Cham [05C)

Making the right connections

With anincreasing population and hotter,
drier summers continuing to drive up
demand for water, we re working with
our peers and regulators to identify
solutions that deliver for the whole of
the UK - not just for our region And we
were pleased that our collaboration with
United Utilities and Thames Water on a
potential Severn-Thames interconnector
took another impartant step forwards
during the year

4%
The percentage of water
supplies transferred today

Receiving fast-track status has allowed
us to make an early start on our

capital programme of over £2 bitlion
construction investment in AMP7

In March we announced the contractors
we will be working with for the first

two lots of our AMP7 capital delivery
framework - Lot 1 [Capital Delivery
Design and Build Framework] and Lot
2 [Capital Delivery Build Framework]
Over the next 12 months we will start to
work with our new constructien partners
to define the key projects which we will
deliver for our customers

Our suppliers and partners

A core principle of our supplier contracts
15 that they sign up to cur Sustainability
Supply Chain Charter and support

our corporate social responsibility
agenda, including commitments on
safety, sustainability and human rights
Targets for individual suppliers are
tailored to their circumstances and role,
but as a minimum we expect them to
adopt our values, comply with national
laws, demonstrate alignment with the
United Nations Global Compact initiative
and take proactive measures to aveid
envirenmental and sccial harm

The proposed interconnector 1s expected
to be a large bore pipe that will move
water quickly from the wetter north

and west of England and Wales to the
drier south and south-east Inour

PR19 business plan, we've committed

to campleting all planning and design
activity te get the scheme ‘shovel ready
by 2025

Ofwat has endorsed the concept of the
interconnector and Is expected to set up
a regulatory alliance with the DWl and
the EA This will help manage the project
through the legislative and licensing
stages, and ensure 1t delivers the
anticipated benefils

41



Strategicreport

Performance review continued
Regulated Water and Waste Water

Changing the market
for the better

England and Wales have seen a
transformation in water services over the
last 30 years Drinking water s cleaner,
supply is maere reliable, sewer flooding

1s much less frequent and rivers are in

a better state of health than at any point
since the 18th century All this has been
achieved while keeping bilis affordable,
with Severn Trent leading the way with
the lowest bills of all

At Severn Trent, we're committed to
changing the water market for the better
- by playing our part and doing even more
for cur customers, the envirenment and
wider scciety We work with companies
and cther orgamisations both within and
outside our industry, combining our

joint expertise and resources to make a
difference for our people, customers and
broader society

Many of our Corporate Social
Responsibility commitments echo the
United Nations Social Development
Goals, and during the year we explored
how best to express our support for
these, as part of the creation of our
PR19 business plan Locking ahead,
we'll continue to refine our reporting
and better align our internal policies
to these goals.

Driving innovation in waste water

A new test-bed facility under
construction at Redditch in the West
Midlands i1s set to transform the way
we evaluate and commercialise a wide
range of new technologies

It 1s the result of our £6 million
investment, plus further significant
capital support from European and
UK research organisations The test-
bed will enable us te identify how the
best ideas from acadervia can be
applied in a practical way to benefit the
water sector as a whole These ideas
include exploring how we can turn
phosphorus, proteins, cellulose and
bioptastics extracted from our waste
streams into marketable products
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Our latest business plan set out our
ambitious programme with four
key elements-

* to provide our custemers with world
class services - this sits at the heart
of everything we do,

* {0 treat our customers as individuals,
with their own unique needs and
preferences Inour view, service
should be personal,

¢ do more for soctety as a whole
For example, by investing in educating
future generations to preserve water
and reduce the quantity of unwanted
Items Into the sewer network; and

do everything we can to build trust
Among many examples, this means
ensuring that our decisions are guided
by feedback from our 15,000 strong
custormer panel, and also establishing
our new cemmunity dividend

At the same time, we're also working
hard to lead the way in how local services
are delivered Having already integrated
Dee Valley Water into the business, we
were pleased to officially launch our
Welsh business Hafren Dyfrdwy in July
2018 This has aligned our operations
with the England-Wales border, with all
customers in Wales now being served by
the new business - bringing clanty tc the
water market in the area

Graphic removed
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Creating an awesome
place to work

Our people are fundarental to the
success of cur business We're fortunate
to have a team of dedicated, skilled
individuals that serve gur customers

24 hours a day, 365 days a year We're

a team that’s not only passianate about
what we do - but also brillant at making
things happen We work very hard to
keep it that way, by ensuring that Severn
Trent 1s an awesome place to work

In the Group we employ around 6,500
people, most of them at locations across
the East and West Midlands and in
North and mid-Wales Each member
of our team plays an important role in
hetping us provide excellent services
to custormers and build a lasting

water legacy - and they deserve our
wholehearted support at all imes

We work hard te create a workplace
that’s welcoming and safe, where good
work 1s well-rewarded and people are
treated with respect

We engage with our employees at every
opporturuty, hetping them progress and
enjoy satisfying. rewarding careers

We look after their health, safety and
wellbeing and forge strong links with
the communities that mast of our people
call home

Helping our customers to

reduce plastic

We're delighted to support Refill across
our region - a fantastic scheme that
promates the health benefits of tap
water, while helping to protect the
environment There are now over 20,000
refill stations in the UK where you can
fill up a water bottle for free, including
shops, cafés, restaurants and museumns
- simply look for the blue sticker in

the window

20,000

refitl stations in the UK

150

enthusiastic Severn Trent volunteers
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Employee engagement

We believe in open and honest
communication between our
management team and our employees
at all times, and continually engage with
them via formal and informal routes

For the last two years, our employee
survey [QUEST '} has achieved a
participation rate of over 0%, which 1s
five points ahead of the UK and Ireland
benchmark This feedback informs our
engagement strategy and acts as a
catalyst for continued improvernent and
positive change Recent developments
that have been shaped by the survey
include greater visibility of pay
structures, helping our employees
understand how their pay 1s set and
how they can progress their careers to
Increase their earning potential

We're are also pleased to maintain our
strong engagement scores following
our QUEST survey In ayear of intense
activity this underlines the positive
relationship that exists between the
Group and cur people Our employees
want to engage with us and shape cur
business, they know that their concerns
are listened to and acted upon - and
they're proud to woerk with us to improve
every aspect of our performance

This year, we organised ten volunteer-
led action days in some of our key towns
and cities, encouraging local businesses
to sign up to Refill The reception was
overwhelmingly positive With the help
of over 150 enthusiastic Severn Trent
volunteers, and the support of local
councils and environmental groups,
we're helping to make It as easy as
possible for our customers to refill
when they're out and about All our
visitor experience sites have signed up
as refill stations too

in our region there are now over 1,700
refill stations. If each of these are used
twice a day instead of a customer buying
a new plastic bottle, then this would
save over 12 rmillion plastic bottles in
ayear

This approach is yielding positive results
We've been honoured with a Glassdoor
Employee’s Choice Award, recognising
the Best Places to Work in 2019, and
Glassdocr repoerts that 74% of our
people would recommend us to a friend
Qur average retention over the year was
90% and QUEST results reported that
92% of our peaple say they re proud to
work for us and 93% feel we trust them
to do their job

Our Employee Forum brings together
around 20 employee representatives in
quarterly meetings and 1s co-chaired by a
member of the Executive and a member
of the Trade Unions Qur Charrman and
Chief Executive rotate attendance and

In 2019/20 our Non-Executive Directors
will be invited to attend These sessions
cover a range of topics Discussions over
the lasl year have included health and
safety, the content of our PR19 plan end
our social purpose These discussions
have led to practical changes in how

we work - such as a fult refresh of our
induction experience, the education of
our workforce on modern slavery and
installation of gender neutral changing
rooms at all locations - including
operational sites - to support our
commitment to greater diversity

Read more on page 108
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Promoting diverse talent

We're dedicated to providing
opportunities for all - and that starts by
giving people the chance to enjoy a great
career regardless of their postcode,
education, gender, ethnicity ar whether
they join as apprentices, graduates or
from other organisations

With around 30% of the UK's social
mobility coldspets in our reglon, we've
refined our recruitment process to
remove some of the barriers that
traditionally prevent people from those
areas applying to companies like Severn
Trent For example, we've removed
some of the qualification requirements
for applicants We've also sent some

of our younger employees into schools
to demonstrate that people from all
walks of life can succeed These actions
help to ensure that the make-up of our
workforce reflects the diversity of our
region — and brings employment and
money Into areas that need 1t most
Details of some of the outcomes of our
Social Mobility Programme can be seen
In the case study on page 45

Playing our part

Our volunteering programme continues
to prove popular, with all employees
being given twa fully paid days to
volunteer in local communities

In 2018/19. this amounted to a total

of 2,000 days of labour, much of it
dedicated to our Community Champions
Programme where we worked
alongside partners such as the Canal
and River Trust to improve 34 4km of
riverside envirenment In AMP7, we're
expanding the volunteering programme
to work with Heart of England Forest,
planting trees to create and protect

a huge broadleaf forest across the
Midlands We look forward to providing
further detail on these plans over the
coming months
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8 7% of our employees consider
themselves to be Black, Asian or Minority
Ethnic [BAME') The number of BAME
graduates rose by 4 6% during the year
We re equally proud of our track recorg
in gender diversity, and were ranked
fourth among all FTSE100 companies
and the first utility once again in the
Hampton-Alexander Review We ve
continued our focus on providing a

more in¢lusive working envirenment

for our LGBT+ employees, and during

the year It was great to see Severn

Trent represented prominently at both
the Coventry and Birmingham Pride
events We also launched ocur LGBT+ Ally
Programme this year, an opportunity for
all employees to challenge behaviour and
actively support their LGBT+ colleagues

Our employability initiative with
Hereward College in Coventry - a college
for young people with disabilities and
additicnal needs - 15 another exampls
of how we're making a real difference
to people's ives We offer one year
placements to Hereward students, with
the aim of turning these shart-term
posts into real, long-term jobs - and we
were delighted to offer futl-time jobs to
individuals in the most recent cohort

The year also saw us continue to perform
well on gender diversity, with the

gender pay gap now standing at 2 8%,

a small increase on lastyear s 2 4%
Further details on our gender pay gap
reporting can be found on page 112

Our teamns again supported a wide
range of charities during the year,
ratsing over £390,000 for cur long-term
partner WaterAid as well as providing
facilities and people to operate call
centres for Comic Relief and Children in
Need We have recently agreed our new
partnership agreement with WaterAid
for the period 1 April 2019 te 31 March
2024 and will be rarsing maoney to fund
a climate change resilience project

in Bangladesh

32%

of our ermployees volunteered
in 2018/19

Over 1,900 days

dedicated to our Community
Champions Programme.

Providing careers not just jobs

We strive to create careers with purpose
and meaning Our aim 1s to attract
and retain talented, hard-working
people who want to progress in their
careers and provide great customer
seryice We support the development
of all colleagues at all stages of their
career and want every employee to
feel competent and confident in their
everyday work During the year, we
provided our teams with over 15,000
training days and delivered mare than
25,000 e-learning hours

As part of our preparations for AMP7,
we're creating the Severn Trent Academy,
which wilt be a step change in the way
we provide training and development

to our colleagues This will ensure

that our people have the right mindset,
technical competence and leadership
skills for now and in the future

By offering foundation apprenticeships
and graduate entrants, through to higher
and degree level apprenticeships and
Masters degrees, we will ensure that our
workforce s resilient for the future

Graphic removed
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Our graduate and apprentice schemes
are always In demand, as we strive

to offer people a way into the Group
regardless of their educational, sccial
or cultural background In 2018, we
launched three new apprenticeship
programmes within cur HR, Legal

and Vehicle Technician pepulations
We now have 11 active apprenticeship
programmes, and expect this to increase
to 131n 2019, to include Degree Level
Quantity Surveying and Level 2 Tanker
Driver Apprenticeships

Rewarding our employees

As part of being an awesome place to
work 1tis impaortant that our people are
properly rewarded During the year, in
response to feedback raised through
the Employee Forum and QUEST, we
communicated with cur teams to make
sure that they understand how their pay
15 set and how they can earn more by
progressing through the business

We also ensure we help all employees
keep an eye on the future We offer a
market-leading defined contribution
pension scheme and double
contributions that our employees make
(up to a maximum of 15% of salaryl,
regardless of their level or seniority
As our people approach retlirement
we provide education and support to
help them plan for the next stage of
their lives

Turning up the heat on social

maobhility coldspots

Our region includes 30% of the nation s
social mobility coldspots We're
working hard to redress the balance,
and the evidence suggests that we're
already making a difference

We were placed 20th in the Social
Mebility Index, up 18 places on the
previous year

Several members of our Executive
Teamn grew up In cotdspots, and
over 50% studied at non-Russell
Group universities
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It's anindication of our employees’ pride
tn Severn Trent and their appreciation

of the advantages of the pension
arrangements that, during the year,
98% were members of the pensien
scheme and 57% paid contributions
above the minimum of 3% with 36%
contributing to receive the maximum
Company contribution

Many of our colleagues are sharehclders
as well, either directly through our share
plans, such as Sharesave - which nearly

70% of our emnployees participate in - or

indirectly through private pensiens, FTSE
index trackers or other investments

Promaoting health, safety and wellbeing
We believe passionately that no-one
should be hurt or become unwell by
what we do With this in mind we provide
extensive training on all aspects of
health and safety We are pleased thal
over the last two years we have been
consistently upper quartile in Water UK
benchmarking on Lost Time Incidents
['LTIs ] However, whilst we experienced
no major safety iIncidents and no fatalities
in the last 12 months, unfortunately we
did see an increase in LT!s, mainly due to
slips. trips and falls This 1s the subject
of regular discussion at the Employee
Forum, Executive Committee and Board
and in April 2019 we revamped our Goal
Zero Strategy, with dedicated quarterly
awareness campaigns

Raising awareness of medern slavery
Modern slavery 1s a growing global and
local issue, impacting an estimated
40.3 million pecple worldwide We re
comrmitted to eradicating forced labour
and using cur Influence within cur
supply chain and wider stakehclders

to help them do the same To date,

no instances of modern slavery have
been raised

This year, our facus has been on training
and raising awareness Working with
our expert charity partners, Hope

for Justice, we delivered six half-day
woerksheps for our contract managers,
procurement and construction

project managers We selected these
employees because they have frequent
and direct engagement with our hughest
risk area, our supply chain

y linan<iat

We ve continued to campaigh to remove
the stigma associated with mentat health
and have trained a further 28 mental
health first aiders Mare than 70%

of our Line managers have now been
trained on mental health awareness

We have 400 mental health first aiders

in place to help those who need support
We continued our work to help people
understand how menopause affects
individuals and families and we ve shared
our approach with cther crganisations,
including Ofwat and the DWI

Supporting our communities

The vast majerity of our employees are
alse customers and members of the
communities in our region Our people
don't just serve our tocal communities,
they are an integral part of them

The case study below demonstrates the
passicnate support our people have for
their friends, family, neighbours and
the tocal environment in volunteering to
make a difference

Attendees gave us very positive
feedback, with 98% reporting that they
now felt confident in rdentifying modern
slavery indicators and reporting it

Our senior management team have
also received a dedicated briefing

We were pleased that cur 2018 Modern
Slavery Statement was ranked 16th
among FTSE100 companies by the
Business Human Rights Rescource Centre
~ 1improving for the second consecutive
year Thisis a complex issue, and we're
commiutted to continually reviewing

and improving our approach as our
understanding evolves Akey focus for next
year 1s to roll-out a bespoke e-learning
module Qur full 2018 statement 15
available on the Severn Trent website

Logo
removed
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Business
Services

Qur Business Services team made
good progress in the last year.

We established a standalone
Bioresources business ready for
market opening in 2020, expanded
our Green Power business with the
acquisition of Agrivert, and sold
surplus land that will enable the
construction of around 1,000 much
needed homes in our communities.

Enabled construction of around

1,000

hemes in our communities

43%

Generation of our energy needs

Food waste plants power

60,000 homes

The purchase of Agrivert in

November 2018 is a milestone in the
development of our Green Power
business Before the acquisition, we
knew Agrivert well and admured the
company’s expertise and experience,
having appointed it to provide the design
and engineering for two of our own
sites This close working relaticnship
and shared knowledge was a key factor
behind the acquisition. Together, we
have the skills and the commercial
track record to ensure that our food
waste portfolio continues to further
drive our excellent pregress towards
our renewables target
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Re-focusing our portfolio

Following the sale of our US and ltalian
businesses, we've now successfully
re-focused on operations in the UK,
Accordingly we ve changed the way

we report on our Business Services
segment, splitting our performance
reporting into five areas

« Bioresources - continuing to generate
green energy frem the treatment of
sewage sludge We are well positioned
for the opening of a new regulatory
environment and competitive market
in 2020,

Green Power - generating even more
green energy from a diverse range of
renewable technologies including food
waste, crop, solar, wind and hydro.

Operating Services - we're centinuing
to deliver great service to customers
such as the Mimistry of Defence on
our contracts to maintain and cperate
water and waste water assets

Property Development - selling
surplus land that investment i
innevation and new technology has
allowed Severn Trent Water to free up.

* Other —including Developer Services
and cur Property Searches and
athnity partnership businesses,

Graphic removed

Turning waste into energy

We continue to build our track record

of generating valuable green energy by
transforming waste materials and using
renewable sources From food waste
and crop digestion technelogies to wind
turbines and solar PVs, our green energy
assets are reducing our carbon footprint,
saving costs and supporting our drive

to generate the equivalent of 50% of our
energy needs by 2020

The period of prolonged hot, dry weather
in 2018 increased customer demand

for water which meant we increased

our energy usage to treat it and pump it
to customers Nonetheless, we've still
been able to boost the ameunt of energy
we self-generate to 43% And we're
confident that our continuing Investment
in this area will enable us to exceed our
target by the end of 2020

In November 2018, we acquired
Agrivert's operational business for

£61 milbon. This brought five food waste
plants into our partfolio, taking our total
number to eight We've also completed
the censtruction of our new food waste
facility in Derby, which is the first food
waste facility in the UK to incorporate
innovative thermo-pressure hydrolysis
autoclave technelogy This plant will
enable us to take In food waste from

a broader range of scurces.

We were pleased to see the Government
release 1ts Resources and Waste
Strategy during the year This sets out
its ambition to move to full food waste
segregation by 2023 and supports our
strategy of further investment in focd
waste assets Our new combined team
- comprising our existing peopte and
those who joined us from Agrivert - has
a proven track record of working with
councils and businesses in Engtand and
Wales to win contracts to receive and
treat food waste We're now well placed
to grow our business in this exciting and
changing market
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Launched in April 2018, our new
standalone Bioresources business 1s
ideally positioned to operate in the new
competitive market, given our central
geographical location and the quality of
our treatment assets Our decision to
operate this as a standatone business
has enabled us to focus on driving
improvements along the value chain

in logistics, treatment, generation

and disposal

During the year, we opened a new
Thermal Hydrolysis Plant [THP ] at

our biggest sewage treatment works

at Minwerth, near Birmingham, which
treats waste water from over a million
homes and businesses THP works by
ustng heat and pressure to treat sewage
sludge in a similar way to a pressure
cooker, and under ideal conditions
enables extraction of up to 30% more
energy than conventional processes
Our next THP plant 1s already under
constructicn at 5trongford, near Stoke-
an-Trent, with work expected to be
compteted in 2019

Building a new community

In April 2018, we completed a joint land
sale with Gedling Borough Council of

¢ 135 acres of land near Stoke Bardolph,

Neattinghamshire The sale enables

the development of 831 new hormes
alongside new leisure areas for the
cemmunity to use These include sports
pitches, allotments and children’s play
areas Therewill also be an ecology
park, a new community bullding and a
new primary school, all bringing people
and johs into the area

With planning approval for the first phase
of the housing scheme for 199 two, three,

four and five bedroom homes including
much-needed affordable houses, the
developer started on site straight away
bringing an estimated 855 jobs to the
local area and providing a huge boost
to the local economy. The first houses
have been completed with new families
moving in during March 2019
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Creating new homes and opportunities
in our communities

Established in 2017, our Property
Development Business aims to dispose
of surplus land which 1s made available
by iInvestment in new technology which
means we're now able to operate on a
smaller foetprint than ever before

We have committed to deliver

£106 million profit for the Group through
land disposals by 2027 We sold a
substantial portion of land north of
Nottingham, which will enable 831
homes to be developed, and surplus
land in Atherstone, North Warwickshire,
which will be brought forward for
industrial development We've made
significant progress over the last

12 months, generating a €20 million
prefit These profits will be shared with

aur customers through lower future bills

Inthe last two years, our land sales
have enabled around 1,000 homes

to be developed in cur communities
We re continuing our work with local
authorities and developers to create
added value for our land for the benefit
of our communities, both in residential
and commercial markets

Delivering for customers

We're delighted to be delivering new
water and waste connections better than
ever In Ofwat’s comparative tables we
were upper quartile for water and waste,
and will be pushing to top the tables
next year [n AMP7, Ofwat s introducing
a new D-MeX measure to assess the
performance of our Developer Services
tearn This will focus an the efficiency
and speed with which we manage water
and waste connections fer new homes,
offices and industrial developments,

Graphic removed
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Chief Financial Officer’s review

CFO’s review
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James Bowling
Chief Financial Officer

We have built cn our good financral
performance in the first half of the year
to deliver a strong set of results fer
2018/19 Our Regutated Water and Waste
Water [ RWWW] business delivered good
growth in PBIT even after an additional
£22 millicn of operating costs due to

the hot, dry summer and our recovery
after it In Business Services, strong
performance 1n the second half of the
year produced growth both in revenues
and PBIT for the year as a whole n May
2018 we announced the sale of surplus
land near Nottingham, and this, together
with other smaller disposals later in the
year, generated property profits for the
Group of £19% million

£573.6m

Underlying Group PBIT!
2017/18 £5398m?

£563.3m

Reported Group PBIT’
2017/18 £527 2m?

Growth inunderlying PBIT, lower finance
costs and a reduction in our effective tax
rate drove a strong increase in underlying
basic earnings per share of 21 0% to

145 8 pence per share in the current year
Basic earmings per share from continuing
operations were 133 4 pence

We have delivered good performance on
Regulated Equity [RoRE’] for the year
end 2018/19 which was 8 1% Whilst this
year's return was partly held back by
reaching our Waste QDI cap, our strong
financial performance helped us to an
AMPé cumulative RoRE of 9 1%, putting
us amongst the very best in the sector,
with outperformance on all three levers

In line with our dividend policy for the
remainder of AMPé of growth of RPI plus
at least 4% per annum, the proposed
dividend for the year has increased

by 7.9%

Our funding posttion continues to be
strong, with all our projected investment
and other cash flow needs covered by
cash or committed facilities through

to September 2021 and we continue to
actively monitor and manage our interest
rate exposure.

We completed the acquisition of
Agrivert in November 2018 and this
has been combined with our Green
Power business

We are committed to paying the right
amount of tax at the right time We pay

a range of taxes. including business
rates, employers national insurance and
envirenmental taxes such as the Climate
Change Levy and the Carbon Reduction
Commitment, as well as the corporation
tax included in our {ax charge in the
income statement This year we have
published a Tax Report that sets out
details of all of the taxes we incur and
pay out on our wehsite

145.8 pence

Our corporation tax charge for the year
was Just below the statutory rate at
18%, reflecting the fact that some items
will be taxed in future periods when

the corporation tax rate falls to 17%
Our cash tax payments were reduced

by the benefit of tax allowances on our
capital programme, contributions to our
pension schemes and by the timing of
instalment payments to HMRC under the
current rules

A brief overview of our financial
performance for the year is as follows

* Group turnover from continuing
operations was £1,767 4 million
[2017/18 £1.696 4 million], an increase
of 4 2%, as RWWW revenue increased
by 4 0%, mamnly due to the RPI-
linked tariff increases, and growth in
Business Services’ external turnover

Underlying PBIT was up 6 3% to

£573 6 million [2017/18 £539 8 millien)
Underiying PBIT in our RWWW
business grew by £29 4 million,
Business Services PBIT grew by

£0 7 rrullion and Carporate and ather
growth was £12 8 million

¢ We recorded net exceptional costs of
£9 6 million [2017/18 €12 6 million]
arising from the High Court judgment
in the Lloyds Bank case relating to
Guaranteed Mimimum Pension rights

Reported Group PBIT was up 6 8% to
£563 3 million [2017/18: £527 2 mullion]

Net finance costs were £194.2 million
12017/18 £219 3 miluon) Our effective
Interest rate of 3 9% was down from
2017/18 [4 5%) due to the continued
benefit from replacing expensive fixed
rate debt with new low cost fixed rate
debt; low interest rates, and reduced
RP] inflation on our index-linked debt.

£769.3m

Underlying Group EPS'
2017/18: 120 5 pence?

133.4 pence

Reported Group EPS'
2017/18 101.8 pence?

Group cash capex
2017/18. €591 0m

63.0%

Gearing
2017/18- 60 6%

1 PBITis profit before nterest and tax, underlying PBIT excludes amortisation of acquired intangibles end exceptional iterns as set out (n note 45

? Restated for the implementation of IFRS 15, see note 2 al of the Group financuial statements
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Cur full effective tax rate was 18 0%
and our underlying effective tax
rate was 11 6%, down from 12 7% in
2017/18 largely due to higher capital
allowances from the larger capital
programme In the year

Changes to segmental
presentation

In 2017/18 and prior years, the sludge
treatment activities of the Bioresources
business were managed by, and
included in, RWWW The renewable
energy generating activities of the
Bioresources business were managed
by, and included in, Business Services
These activities are now managed as

a single Biorescurces business within
Business Services

Implementing innovative treatment
techmgues and finding ways to use qur
resgurces more effectively enables

us to free up land for development

The profits of this activity are shared
between the regulated and non-
regulated businesses through the initial
transfer price and overage agreements
retating to the development patential

In 2017/18 and prior years, the gains
from the property development activity
attributable to the regulated business
were reported In RWWW and those
relating to the non-regulated business
were reported in Corporate and other
All of these activities are now managed
and reported as a single business within
Business Services

The segmental analysis that fellows and
In the financial statements shows

e current period performance on the
new and old basis, and

« comparative information on the
old basis

Comparative information fer the new
segments is not available and the cost to
develep it would be excessive All year-
on-year comparisons are on the old
segmental basis Please see note 51n
the Group financial statements for a
reconciliabion from the old to the new
segmental basrs

Regulated Water and Waste Water

Turnover for our RWWW was

£1,583 1 million and underlying PBIT

was £5270 million on the new reporting
basis Onthe old basis turnover was
£1,637 6 million {2017/18 £1,574 6 million]
and underlying PBIT was £544 2 mullion
(2017/18 £514 9 rmillion)
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Hafren Dyfrdwy {formerly Dee Valley
Water] was acquired on 15 February 2017
and integrated into the RWWW segment
On 1 July 2018, the licences of Severn
Trent Water and Hafren Dyfrdwy were
amended to align with the national
boundaries of England and Wales but the
operating activities within the RWWW
segment were unchanged by this

The following cormmentary on the RWWW
business in both years therefore includes
the same activities \n each year

Turnecver increased by 4 0% to
£1.637 6 million The components of
this were

» RPl and the K factor increased revenue
by £55 7 million,

e Customer 0Dl rewards taken in the
current year were £9 6 million lower
than the previous year,

* The reduction in from the Wholesale
Revenue Forecasting incentive
Mechanism was £13 9 million more
favourable than the previous year,

Additional revenue from the higher
consumption during the hot weather
was arcund £5 million, and

» Other small factors reduced revenue
by £2 2 multion

Net labour costs of £134 4 million were
£7 4 mullion [5 2%] lower Gross employee
costs increased by 5 8%, due to the
annual pay award and the continuation of
cur strategy to bring more work in-house
fincluding the new design team)

The growth in activity on capital projects
increased the level of own labour
capitalised, up €23 2 mitlicn cn the
previous year

Net hired and contracted costs of
£165.6 million were up €179 mitlion

[12 1%]) primarily in relation to costs
incurred over the hot, dry summer and
resulting operational recovery activities
in the second half of the year.

Power costs were up £99 million to
£105 & mitlien, driven by higher pass-
through costs as forecasted, and a
higher demand for water during the
summer The Group manages Its power
costs through a combination of demand
management, self-generation and
forward price contracts

Our bad debt charge decreased by

£0 2 million this year, and represented

2 0% of household revenues

(2017418 2 2%} We continued to improve
the pace of collection for new debt

but also experienced slightly slower
recovering of older debt, which we are
actively targeting our efforts an this year

Other costs decreased by £7.1 million to
£185 8 million, follewing increased profit
on the disposal of tangible assets (mainty
property) during the year

Infrastructure renewals expenditure of
£141 1 miltion was £6 2 million higher
in the year The increase was driven by
additional activity to reduce leakage
and an acceleration of our trunk mains
renewal programme

Regulated Water and Waste Water — Underlying PBIT

Graph removed
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Depreciation of £334 8 mitlion was

£14 3 million higher than the prior year,
partly driven by the shift towards more
investment in technology assets with
shorter ives There was also an increase
in abandonment charges of £5 4 million as
we upgraded seme of our ageing assets

Return on Regulated Equity (RoRE)

RoRE 15 a key performance indicator for
the regulated business and reflects our
combined performance on Totex, custoemer
0ODls and financing against the base return
allowed in the Final Determination

Severn Trent Water's RoRE, calculated

In accordance with Ofwat's guidance, for
the year ended 31 March 2019 and for the
four years ended on that date 1s set out in
the following table

AMPS
2018/19  todate
% %
Base return 56 56
Outperfermance
Jotex - 12
0DIs [0.1) 10
Financing 26 13
Regulatory return
for the year 8.1 2.1

We have delivered RoRE of 8 1% in the year
thanks to our significant outperformance
on financing ODIs were broadly neutral,
impacted by hitting the Waste cap of 2% of
RoRE. We reinvested Totex savings for the
benefit of our customers so performance
was flat here as well. Our cumulative
AMPé4 RoRE remains strong at 9 1%, with
four-year outperformance broadly based
from sustained customer service, delivery
on ODls, early delivery of Totex efficiencies
and strong performance on financing.

Business Services

Business Services turnover was
£200 ¢ millien and underlying PBIT was
£64 1 million on the new basis

The division delivered growth in revenues
lup 3 8%] and underlytng PBIT (up 2 0%)
on a comparable basis. The prior year
figures have been restated to reflect the
impact of the implementaticn of IFRS 15
on the recognition of revenue and costs
for the MOD contract [see note 1)

{n our Operating Services business,
turnover and underlying PBIT decreased
by £6 8 rmiltion and £0.6 million
respectively An improvement in
performance on our HomeServe contract
was offset by lower rechargeable activity
on cur MOD contract and additional costs
as a result of the hot, dry summer
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In the Renewable Energy business,
turnover increased by 20 2% and
underlying PBIT increased by 6 5%
Higher energy prices contributed te the
Increase together with the expansion of
our crop energy plant near Nottingham;
the impact of a full year of operations for
our West Birmingham foed waste plant,
and, the purchase of Agrivert {a food waste
company acquired in November 2018],
which contributed £7 2 rmillion of revenue
and £1.4 million of underlying PBIT

Corporate and other

Corporate overheads of £13 4 million
(2017/18' £8 9 mitlion] included

£3 6 million acguisition costs for
Agrivert Our other businesses generated
a net profit of £11.7 multion [2017/18

loss of £0.8 million] including a profit of
£11 3 million from Preperty Development
(20i7/18 £2 1 mutlion]), which 1s included
in Business Services on the new basis

Exceptional items before tax

We recorded a net exceptional charge
af £9 6 mulhion {(2017/18: charge of
£12 é rmillion)

On 25 October 2018 the High Courtissued
a judgment in the Lloyds Bank case in
relation to gender equality in Guaranteed
Minimum Pension rights that has an
impact on the Group’s defined benefit
pension Liabilities We have obtained
independent advice from the Group's
actuaries to determine the amount of
the addrtional Liability and have made
provision for cur best estimate in this
year's financial statements.

In 2017/18 the exceptional charge of
£12.6 mullion comprised exceptional
restructuring costs of £20 9 mitlion
preparing our Bioresources business
for AMP7 and an exceptional

gain of £8 3 million from the net
benefit of & Pension Increase
Exchange arrangement

Net finance costs

Our net finance costs for the year were
£194 2 mullion, £25 3 million lower than
the prior year The reduction was driven
by a lower effective interest rate as a
result of recent low cost fixed debt 1ssues
and lower RPI inflation on our index-
linked debt [down €14 5 million], which
mere than offset the impact of higher
average net debt

Our effective interest rate was 3 9%
[2017/18 4 5%) and our effective cash
cost of interest [excluding the RPI uplift
on index-linked debt and pensions-
related charges] was also down tc 3 1%
[(2017/18 3 4%]. Net pension finance costs
were broadly in line with the previous
year Capvialised interest of £33 2 million
increased by £7 4 million year-on-year
due to the higher level of capital activity
in the year Our earnings before interest,
tax, depreciation and amartisation
[EBITDA] interest cover was 5 1 times
[2017/18 4 3 times) and PBIT interest
cover was 3 2 times (2017/18 2 6 times]
See note 18 for further details

Business Services — Turnover and Underlying PBIT

Graph removed

The chart shows the relative contribution of the various businesses to Business Services Turnover

and Underlying PBIT
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Taxation

We are committed to paying the

right amount of tax at the right time

As well as corporation tax on profits,
which 1s included in the tax charge

tn our accounts, we incur a range of
taxes, charges and levies imposed by
government agencies, as shown in the
chart to the right Further details on the
taxes and levies that we pay are included
in our Tax Report which 1s available on
our website

The corporatien tax charge for the year
recorded in the iIncome statement was
£69 4 millien (2017/18 £61 & million)

and we made net corporation tax
payments of £21 3 million in the year
(2017/18 £6 5 million) The difference
between the tax charged and the tax paid
1s summarised in the chart below

Taxes borne

Graph removed

Reconciliation of tax charge to tax paid

Graph removed

Note 121n the Group financial statements
sets out the tax charges and credits in
the period, which are described below

The current tax charge for the year was
£31 8 million (2017/18 £32 2 million] and
the deferred tax charge was £37 6 million
(2017/%8 £28 7 rmullion]

Our full effective tax rate this year was
18 0% (2017/18 20 5%), which 1s lower
than the UK rate of corporation tax (19%]},
reflecting the fact that some of the items
inour Income statement will be taxed in
future periods when the UK corporation
tax rate falls to 17%
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UK tax rutes specify the period over
which tax relief can be obtained for
capital expenditure Typically thisis a
shorter period than that over which the
assets are depreciated in the accounts
and this tends to reduce the corporation
tax charge in the year and the Group
underlying effective current tax rate

We make provision for tax that will be
paid 1n future periods when the tax relief
on the capital expenditure has been
received and we receaive no atlowance for
the depreciation charge arising from that
expenditure This s the most significant
component of our deferred tax position

Our underlying etfective current tax rate
was 11 6% (2017/18 12 7%] [see note 45)

Profit for the year and earnings
per share

Prefit for the year from continuing
operations increased by 32% to
£315 3 million [2017/18 £239 6 million]

There were no discortinued operations in
lhe year [2017/18 profil of £13 2 million]

Total profit for the year including
discontinued operations in 2017/18
was £252 8 million

Basic earnings per share from
continuing operations increased by 31 0%
to 133 4 pence [2017/18 101 8 pence)
Underlying basic earnings per share

was 145 8 pence (2017/18- 120 5 pence)
For further details see note 15
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Movement in net debt

Graph removed

Movement in net debt

We generated £826 3 million cash from
operations (2017/18 £773 3 miltion)
Operating cash flows were higher mamnty
due to higher PBIT, depreciation and
amortisation and our Increase in working
capital was lower than the previous year

Our biggest year of capital investment in
a decade led to net capital expenditure of
£769 3 multion [2017/18: £591 0 mullion)
The acquisition of Agrivert resulted in a
net cash outflow of £50.9 million and we
also repaid £63 0 rrullion of debt that was
acquired with the business

Our net interest payments were lower at
£161.6 million [2017/18 £182 1 mutlion)
Tax payments were £21 3 million, an
increase of £14 8 million The previous
year benefited from a reduction of

£8 mullion frem overpayments in

earlier years

We recetved £10 0 million net
[2017/18- £5 6 million) ¢n retaton to
employee share schemes and our
dividends paid increased by 7 6%
in line with our policy

These cash flows, together with
accounting adjustments to the
carrying value of debt, resulted in an
increase of £477 5 million 1n net debt
[2017/18- £274 2 mullion)

At 31 March 2019 we held £3%.6 mittion
(2018 £38 5 million] tn net cash and
cash equivatents Average debt maturity
was around 14 years {2018. 15 years)
Including committed facilities, our cash
flow requirements are funded until
September 2021
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Ourlong term credit ratings are

Standard

Long term ratings Moody's and Poor's

Severn Trent Plc Baal BBB

Seven Trent Water Al BBB+

Outlook Negative Stable
Net debt

Net debt at 31 March 2019 was

£5,834 1 million [2018 £5,356 4 million)
and balance sheet gearing Inet debt/net
debt plus equity] was 83 3% (2018 84 4%]
Group net debt, expressed as a percentage
of estimated Regulatery Capital value at
31 March 2019 was 63 0% (2018 40 &%)

The estimated fair value of

debt at 31 March 2019 was

£1,219 6 milicn higher than book
value [2018 £1,184 3 million higher]
The increase in the difference to book
value 1s largely due to the decrease in
the discount rates applied, driven by
lower prevaiing market interest rates

We continue to carefully monitor
market conditions and our Interest rate
exposure Given the flatness of the yield
curve we believe 1t 1s appropriate to
start reducing our expoesure to floating
rates of interest At 31 March 2019 53%
of cur debt was at fixed rates, 22% was
in floating and 25% was index-linked.
To that end we have:

« raised £200 million at competitive fixed
rates at the end of the financial year;

since the year end, cancelled

£575 million of pay floating interest
rate swaps that had a positive market
value; and

used the proceeds of the cancellations
to cancel £100 million of expensive pay
fixed swaps with an average fixed rate
of 5%

These actrons reduced our floating rate
exposure to around 15% of gross debt at
the end of Aprit 2019

Treasury policy and operations

Qur principal treasury management
objectives are

* {o access a hroad range of sources of
finance to obtain both the quantum and
lowest cost compatible with the need
for cantinued availlability,

* to manage cur exposure to movements
ininterest rates to provide an
approprrate degree of certainty as to
our cost of funds,

to minimise our exposuie to
counterparty credit risk;

to provide an appropriate degree
of certainty as to our foreign
exchange exposure,

* to maintain an investment grade credit
rating for our regulated subsidiary
Severn Trent Water Limited, and

to maintain a flexible and sustamable
balance sheet structure.

We invest cash in depasits with
highly rated banks and Liquidity
funds We regularly review the list
of counterparties and report to the
Treasury Committee
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Our treasury affairs are managed
centrally and in accerdance with our
Treasury Procedures Manual and Policy
Staterment Group Treasury's roleis to
manage Liquidity, funding, investment
and our financial risk, including risk
from volatility in interest and (to a
lesser extent] currency rates and
counterparty credit risk The Board
determines matters of treasury policy
and its appreval s required for certain
treasury transactions The Board has
established a Treasury Committee

to moniter treasury activities and to
facilitate timely responses to changes
in market conditions when necessary.

Qur strategy s to access a broad range
ol sources of finance to obtan both

the quantum required and lowest cost
compatible with the need for continued
avallability Our principal eperating
subsidiary, Severn Trent Water, 1s a
long-term business characterised by
multi-year investment programmes
Our strategic funding objectives reflect
this and the Liguidity position and
availability of committed funding are
essential to meeting our objectives
and obligations We therefore aim for
a balance of leng-term funding and
commitment of funds across a range
of funding sources at the best possible
economic cost The Group also seeks
to maintain an investment grade credit
rating and a flexible and sustainable
balance sheet structure

We use financial derivatives solely to
manage risks associated with our normal
business activities We do not hold or
issue derivative financizl instruments for
financial trading.

Except for debt raised in foreign currency,
which s fully hedged, cur business does
not involve significant exposure ta foreign
exchange transactions

The Group issues notes In foreign
currency under its EMTN programme and
USES Cross currency swaps to convert

the proceeds to sterling The effect

of these swaps Is that interest and
principal payments on the borrowings are
denominated in sterling and hence the
currency risk 1s eliminated The fereign
currency notes and the cross currency
swaps are recarded in the balance sheet
at their fair values and the changes in
fairvalues are taken to gains/(losses]

on financiatinstruments in the income
statement Since the terms cf the swaps
closely match those of the underlying
notes, such changes tend to be broadly
equal and opposite
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Pensions

We have three defined benefit pensions
arrangements, two from Severn Trent
and one from Dee Valley Water

The Severn Trent schemes are closed
to future accrual

The most recent formal actuarial
valuations for the Severn Trent schemes
(‘the Schemes | were completed as at

31 March 2016 The agreement reached
with the Trustee for the Severn Trent
Pension Scheme [[STPS'), which 1s by far
the largest of the schemes, inctuded

¢ Inflation-linked payments of
£15 million per annum threugh an
asset-hacked funding arrangement,
potentially continuing to 31 March
2031, although these contributions
witl 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

» Adeficit reduction payment of
£10 million for each of the three
financial years ending 31 March 2015,

In addition to these payments, the
Company will directly pay the annual
Pension Protection Fund levy incurred by
the STPS [£1 4 million in 2018/19)

The next formal actuarial valuations of
the Schemes are currently underway

The Schemes have entered into additional
hedging arrangements to reduce the
umpact of fluctuations ininterest rates
and inflation an the Schemes’ Liabilities
without adversely impacting the expected
return from the Schemes assets

Hafren Dyfrdwy participates in the
Dee Valley Water Limited Section of
the Water Companies Pension Scheme
{‘the Section ] The Section funds are
administered by trustees and are held
separately from the assets of the Group
The Section is closed to new entrants
The most recent formal actuarial
valuation of the Section was completed
as at 31 March 2017 and as a result
deficit reduction contributions to the
Section ceased

OnaniAS 19 basis, the net position
[before deferred tax] of all of the
Group's defined benefit pension
schemes was a deficit of £452.9 million
{2018 £519 8 million] To calculate the
pension defioit tor accounting purposes,
we are required to use corporate bond
yields as the basis for the discount rate
of our long-term liabilihes, irrespective
of the nature of the scheme’s assets or
their expected returns

On an |1AS 19 basis, the funding level has
improved to 84% (31 March 2018 82%l

Accounting policies and
presentation of the financial
statements

Our Group financial statements

are prepared naccordance with
International Financial Reporting
Standards that have been endorsed
by the Eurcpean Union The Company
tinancial statements are prepared in
accordance with FRS 101
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Risk management

Our
approach
to risk

Risk is all about uncertainty.

We recognise that uncertainty can
manifest itself as both negative

and positive impacts. Our goal is to
minimise the threats and maximise
the cppertunities for the benefit of our
customers, shareholders, employees,
supply partners and the environment.

The Board has overall accountability

for ensuring that risk is effectively
managed across the Group The Board's
mandate includes defining risk appetite
and monitoring risk exposure to ensure
signtficant risks are aligned with the
overall strategy of the Group

On behalf of the Board, the Audit
Committee assesses the effectiveness of
the Group’s Enterprise Risk Management
['ERM ] process and internal controls to
identify, assess, mitigate and manage
risk Additional information 1s set out in
the Audit Committee report on page 91

The Executive Committee reviews
strategic objectives and assesses the
level of rmisk taken in achieving these
objectives This ‘top down’ risk process
helps to ensure the ‘bottom up” ERM
process, described below, 15 aligned to
current strategy and objectives

The management of risk 1s embedded
in our everyday business activities
Across the Group, we manage

risks within the overall Governance
Framework which includes clear
accountabilities, delegated authority
limits and reward policies These are
designed to provide employees with

a holistic view of effective

risk management

Within Severn Trent Water and Hafren
Dyfrdwy, our approach to risk reflects
our status as a regulated utility providing
essential services and operating as part
of the Critical National Infrastructure for
the UK The nature of these businesses
1s such that there are some significant
inherent risks We have a strong control
framewocrk in place to enable us to
understand and manage these risks

in accordance with our risk tolerance
and appetite
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in our non-regulated businesses we
take a mare commercial approach

to risk In providing products and
services for clients who operate in
reqgulated environments, we take a
similar approach to risk as in our own
regulated business

The principat risks facing the Company
are illustrated on pages 56 to 41

Our Enterprise Risk
Management process

We use an established ERM process
across the Group to assess and manage
our significant risks. The process s
controlled by the central ERM team and
underpinned by standardised tools and
methodology to ensure consistency

ERM champions and co-ordinators
operate throughout the business,
with support and chalienge from the
ERM team, continually identifying
and assessing risks in their business
units and reporting on a quarterly
basis Criteria are used to consider the
likelihood of occurrence and potential
financial and reputational iImpacts.
The potential causes and subsequent
impact of the risks are documented
to enable mitigating controls to be
assessed This assessment allows
us to put in place effective strategies
to remediate defective controls or
implement additional controls

Business unit snformation 1s combined to
form a conschdated view of risk across
the Group - with risks being prioritised
Our significant nsks form our Group risk
profile which 1s reported to the Executive
Commuttee for review and challenge
This 1s reported to the Audit Cemmittee
and Beard on a six monthly basis

The report provides an assessment

of the effectiveness of controls over
each risk and an action plan to improve
controls where necessary

To further enhance our ERM
information, we report ‘nsk flightpaths’
These demonstrate the level of risk the
Group faces and the timeline for the key
risk mitigation steps to manage the risk
to the target position. The tlightpaths
help to facilitate a more thorough review
of the target risk positions, consider risk
appetite and assess whether actions are
on target with the correct prioritisation
in place

in additien, individual risks and specific
risk topics are also discussed by the
Beard during the year

Risk appetite

The Board keeps the relationship
between our strategic ambitions
and the management of risk under
continual review

The ERM process establishes target
risk positions for each of our sigmificant
risks The Board formatly discusses
the progress towards this position and
the mitigating actions being undertaken
every six months

Financial risks

Like all businesses, we plan future
funding in line with business need
This 1s part of our normal business
planming process

The Board recewves regular updates
retating to funding, solvency and liguidity
matters through the Treasury Committee
so we can respond quickly to any
changes tin our ability to secure financing
[see Principal Risk 10] The Pension
Fund Trustees and Company regularly
monitor our pension deficit, with advice
from investment managers and actuanal
advisers Anannual pension fund review
paper is tabled to the Board, updating
them on fund performance and proposed
initiatives to manage down pension
liabitities and further balance pensicn
risks [see Principal Risk 9)

The ERM process and relevant risk
assessments are factored into the
‘stress testing” to assess the Group's
prospects as part of cur Long Term
Viability Statement

Sustainability risks

Sustainability risks are treated in the
same way as all our other company risks,
captured at a local level by responsible
teams and managed centrally through
our established ERM process By the
nature of what we do, several of our
principat risks have a sustainability
focus, and we moniter our social and
environmental impacts with the same
rigour as our broader performance
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Emerging risks

> Strategic report

Cthir .nfor

Emerging
risks

We define emerging risks as
upcoming events which present
uncertainty but are difficult to
assess at the current stage.

Emerging risks have the potential to
increase in significance and affect the
performance of the Group and, as such,
are continually monitored through our
existing ERM processes comprising
ERM co-ordinators, ERM champions
and risk owners and cross functional
warkshops that operate at all levels

of the organisation We alsc use tools
such as horizon scanning and PESTLE
analysis The outputs of this process
are reported to the Audit Committee
and Board threugh our emerging risk
horizon map

Title

Detail Area/ Facior

Our ERM process ensures emerging
risks are :dentified and aids the Audit
Committee and Board's assessment

of whether the Group 1s adequately
prepared for the potential ocpportunities
and threats they present The process
enables new and changing risks to be
identified at an early stage - so we can
analyse them thoroughly and assess
potential exposure

We closely monitor emerging risks and
with time they may become fully fledged
ERM risks or be incorporated into
existing ERM risks [as potential causes)
as we learn more Emerging risks may
also be superseded by other risks or
cease to be relevant as the internal

and external envircnment in which

we operate evolves A non-exhaustive
List of some current emerging risks of
relevance to the Group are set out below

Time Horizon

Macroeconomics

Increased macroeconomic Economic

uncerlainty post Brexit.

Short

L

Medium Long

Compliance The challenge of comptiance in a more Legal & Regulatory
complex, disaggregated regulatory [ | I
[ramework lor AMP7 and beyond

Automation, Opportunity for increased elliciency Technologica!

robotics and Al

through use of automatien, robotics
and arbficialintelligence,

Water industry

increasing social and political pressure Political & Social

structure on the structure of the water industry.

Micro Understanding and addressing the Health, Safety &

plastics impact of micre plastics ~ including on Environmental
natural resources and customers

HS2 Dircct impact on gperational sites along Operational

the proposed route and the indirect impact
on labour availability in the area

Skills gap and
labour shortage

Shortage of STEM expertise within the Operational
labour market and future talent pipelines We
are addressing this through our new Training

Academy Read more on page 28

Rising energy costs

Opportunity to increase renewable energy Technological
generation and efficiency as technolagy
develops Read more on ourinvestmentin

renewable energy technology on page 44

L]
]
[ .
[ .
[ .
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Principal risks

The Directors have carried out a rebust assessment of the principal nisks facing the Company, including those that would threaten
its business madel, future performance, solvency or tiquidity These have been categorised across

e Customer perception;

« |egal, regulatory and political environment;
« Operations, assets and paople; and

+ Financial risks

For each risk we state what it means for us and what we are doing to manage it

Customer perception
. fele? .
0 What is the risk? What does it mean for us?
We may be una ble to improve and We are a regulated utility providing essentjal services to our custemers We recognise that our
maintain our levels of customer customers increasingly expect more from us and demand an improved and more consistent

# t experience As other industries improve their levels of service, the bar cantinues to be raised
service suthcien |_y to deliver what Failure te deliver the service that customers expect will lead to customer dissatisfaction

our custemers tel| us they want. This may result in financial penalties under Ofwat s Service Incentive Mechamism (SIM)in AMP8,
and C-MeX (n AMP7, and associated 0D outturn

Which part of Severn Trent What are we doing to manage the risk?
is affected? Understanding what our customers want 1s key to managing this risk_Qur PR19 Severn Trent }
Regulated Water and Waste Water businesses plan was shaped by consutting with 32,000 custamers, evaluating 24,000 complaints and
cansidered 19 million customer views As ane of only three companies te be fast-tracked we see
Link to How We're Achieving this as a iirm endorsement of our custemer-focused approach
our Strategy We recognise that cur performance on SIM has not been where we would have wanted Work s
Embed customers at the heart of all we do now underway to prepare for Ofwat s new AMP7 customer measure of performance [ C-MeXl,
which witl be partly based on customer contact, as with SIM, and partly on custamer perception
Link to our Yalues which 1s a much wider measure We are pleased to again be in the top quartile of water

. companies in England in the UK Customer Service index, especially as thisis an eternent of the
We pulour customer s firs| forthpcomlng C-Mgex measure ¢ !

We are passionate abautwhat we do The Retail Upper Quartile [ UQ ] programme continues to deliver a number of initiatives focused

We act with integrity an customer experience Future initiatives include Custamer First interventions and Robotics
Process Autamation Customers continue to tell us they are delighted when we are able to

ODIs complete 1ssues for them at Paint of Contact and we will continue the work lo improve our Paint

24-27 of Contact resolution further [with a large focus in metering] to improve the overall experience.

We set up Tap Chat during the year This new online community panel gives us feedback
about how we re doing and, more importantly, how we can do even better With 15,000 active
participants, representing all walks of life and areas acrass our region, Jap Lhat ptayed an
important role in refining our PR19 business plan and provides ongoing engagement with
our customers

Maore than 19 millon customers are now signed up to our online offerings and, during the last
year, our web self-serve platform handled mare than 1 6 million transactions And the hard work
of our customer communicatian team was recognised by a Silver Award at the European Contact
Centre and Customer Service Awards

Movement in Net Risk Exposure

Key
Increase in net risk exposure
No change in net risk exposure

Decrease In net risk exposure
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Legal, regulat

(2]

What is the risk?

We may be unable to
effectively anticipate
and/or influence future
developments in the UK
water industry resulting
In cur business plans
becoming unsustainable

Which part of Severn Trent
is affected?

Regulated Water and Waste
Water businesses

Link to How We're Achieving
our Strategy

Change the market for the better
Investing respenstbly for

sustainable grawth

ODIs

n/a

Whatis the risk?

The regulatory landscape
Is complex and subject to
angoing change. There s a
risk that processes may fail
or that our processes may
not effectively keep pace
with changes in legislation
leading te the risk of non-
compliance.

Which part of Severn Trent
is affected?
Group-wide

Link to How We're Achieving
our Strategy

Orive operational excellence and
centinuaus inngvation

Change the market for the hetter

Investing responsibly for
sustainable growth

Link to our Values
We act with integrity
We protect our enviranment

ODIs
1-4,19-23,30-43
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ry and political environment

What does it mean for us?

The regulated business operates in a highly requlated environment Whilst we are broadly content with
the direction of changes proposed for cur industry, there remains a risk that additional future changes
coutd have a significant impact on Severn Trent The renationalisation of the water industry continues

to be a central policy of the Opposition and therefore remains a possibility in the event of a change of
Government In the event of renationalisation, there 1s a possibility that the Group s regulated businesses
[Severn Trent Water and Hafren Dyfrdwyl are acguired at below the value currently implied in Severn
Trent Plc s share price

What are we doing to manage the risk?
Wilh the successfut submission of our PR19 Severn Trent Plan we now have mare certainty about the next
five year AMP pertod running [rom 2020-25

Severn Trent has always contributed to the debate about our industry s future We will continue to be
an active participant in these conversations, so we can help shape thinking aboul how to best serve our
customers in the future

We specifically continue to engage with the Government, MPs, the Welsh Government, regulators and
other stakehaolders about the future shape and direction of the water sector The renationalisation of the
water industry remains a posstbility in the event of a change of Government, and any associated changes
in Government policy may fundamentally impact our ability to deliver the Group s strategic objectives,
impacting shareholder value Ouraim s to ensure the water sector in England and Wales continues to
deliver a world class service for customers 15 able toinvest for the future and maximises the benefits ta
wider society all stakeholders through the secial and environmental benefits the current madel allows us
to debiver We seek to mimimise potential risk and maxirise epportunities threugh regular communication
and robust scenario planning as Government policy evolves

Creating our Welsh business Hafren Dyfrdwy has aligned our interests around the England-Wales border
along national beundaries, with all customers in Wales now being served by the new business - bringing
clarity to the water market in the regian

Movement in Net Risk Exposure

What does it mean for us?

Qur policies and processes must reftect tne current legal and regulatary environment and all relevant
employees must be kept aware of newrequirements The Group, as a whole, may face censure for non-
campliance in an individual Group company or @ specihe reqion in which we operate

What are we doing to manage the risk?

We have established governance and control frameworks that we openly publish te prowvide transparency
Our engagement with customers and stakeholders, policies, internal cantrols, guidance and training
ensure our ongoing compliance with all applicable taws and regulations including Competition Law for
the operation of separate Whalesale and Retail business and between aur Group businesses

We regularly review our control frameworks to take account of changes to legislatian, regulation and ¢ur
business This year we have updated to include the new boundaries of Severn Trent and Hafren Dyfrdwy
Ensuring campliance with the General Data Protection Regutation [GDPR J has also been a key area of
focus since they came into effect on 25 May 2018

Changes to the legal and regutatory envirenment are captured as emerging risks through cur ERM
process with the necessary owners and actions identified to ensure compliance when the changes

come inte effect More detatl on our emerging risks can be found an page 55 Our external legal advisers
also provide us with horizon scanning reviews of upcorming legislation that may atfect the Group

This 1s considered by ourinternal legal team, and any applicable upcoming changes are reported to the
Executive Committee and Board with communication across the business as required

Movement in Net Risk Exposure
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Principal risks
continued

Operations, assets and people

What is the risk?

We may experience loss of
data or interruptions to cur
key business systems as

a resutlt of cyber threats.

Which part of Severn Trent
is affected?
Group-wide

Link to How We're Achieving

our Strategy

Embed customers at the heart of atl we do
Drve operational excellence and
continuous innovation

Link to our Values
We put our customers first

ODIs
1-4.5-18, 19-23, 24-27

What is the risk?

We may fail to meet our regulatory
targets including targets from
Ofwat in relation to operational
performance of our assets
resulting In regulatory penalties.

Which part of Severn Trent
is affected?
Regulated Water and Waste Water businesses

Link to How We're Achieving
our Strategy

Embed customers at the heart of all we do

Drive operational excellence and
continuous innavation

Investing respensibly for sustainable growth

Link to our Values
We put our customers first

We are passionate about what we da

We pratect our environment

0DIs
1-45

What does it mean for us?

The risks arising from loss cf one or more of our major systems or carruption of data held

in those systems could have far reaching effects on our business We have recogmised

the increasing threats posed by the possitulity of cyber attacks on our systems and data

Whilst this threat can never be eliminated and will continue to evolve, we are focused on the need
to maintain effective mitigation

What are we doing te manage the risk?

We conlinue to comrmil signilicant resources and financial investment Lo maintain the inlegrety
and security of our assets and data We follow gwdance from the National Cyber Security Centre
and have defence thraugh multiple layers of software and processes including web gateways,
filtering, hrewalls, intrusion and advanced threat deleclion We have strenglhened our securily
and network operalions capability this year and have improved the controls around third party
access lo our systems and data We have reviewed our cyber risk methedolagy and are using
this to prioritise future investment to ensure that we protect curselves in Lne with the General
Data Protection Regulation [ GDPR ], Network and Infarmatian Systems Regulation and Payment
Card Industry Data Security Standard best practices We have also participated in a number af
internal cyber security incident exercises to test our response capabtlity 1o cyber attacks

John Coghlan is our designated Non-Executive Director in respect of cyber risk

Despite the enhancement ef our defence during the year, considering current cyber threat levels
we have recogmsed an overall increase in the net nisk exposure

Movement in Net Risk Exposure

What does it mean for us?

If we are unable to meet operational performance targets, we may be subjected to significant
regulatory penalties within the current price review peniod, or applied to the next price review

Regulatory targets apply to atl of our water treatment, distribution, sewerage and sewage
treatment assets Measures areinplace in relatien to water quality, continuous supplies,
sewer flooding, sewer collapses and pollution events

What are we doing to manage the risk?

Our strong wastewater performance has continued and we have made good progress on water
gualily, but furtherwork s required toimprove cur perfarmance for supply interruptions

and leakage

We are starting to see impravement in supply interruptions through our "Prevent, Restore,
Repair strategy which focuses on preventing asset fatlure where possible, and restoring
supply at speed if this happens On leakage, we have introduced innovative ways of finding leaks
faster and hxing them maie efficiently, and we are pleased that we have started to see some
encouraging resulls

We use leading measures on our comm cells and performance meetings to track delivery
against customer ODls and performance commitments so that we can intervene in a imely
fashion if performance 1s drifting

Movement in Net Risk Exposure

Key-
Increase 1n net risk exposure
No change in net risk exposure

Decrease in net risk exposure
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What is the risk?

Failure of certain key assets
ar praocesses may result

in an inability to provide a
continuous supply of clean
water and safely take waste
water away within our area.

Which part of Severn Trent
is affected?
Graup-wide

Link to How We're Achieving
our Strategy

Embed customers at the heart of all
we do

Drive operational excellence and
continuous innovation

Investing respansibly for
sustained growth

Link to our Values
We put our customers first

We are passionate about what we do

0DIs
1-4,5-18, 19-223
What is the risk?

Due to the nature of our

operations we could endanger

the health and safety of our
people, contractors and

members of the public as well
as negatively impact our local

and wider environment.

Which part of Severn Trent
is affected?
Groug-wide

Link to How We're Achieving
our Strategy

Drive operational excellence and
continuous innovation

Investing responstbly for sustained growth

Create an awescme place to work
Link to our Values

We protect cur environment

We act with integrity

0oDis
30-41, 42-43
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What does it mean for us?
Some of our assets are critical to the provision of water to large populations for which we require an
alternative means of supply

Examples of risk include the failure of one of our reservoirs or water treatment works These assets
are reqularly mspected and marntained and our assessment of the overall condition of these assels
15 good

Other examples are our |T, telephony systems and remote monitoring systems which are also key to
our operatiens

What are we doing to manage the risk?

Qur business plan for 2015-2020 includes considerable iavestment in our assets to improve the
resibence of our networks, reduce interruptions and improve the service that our customers recerve
There are areas where our perfermance i1s not as consistent as we would Like and we are commilted to
improving these

We are continuing our Cleanest Water Plan which drives the delivery of cur inspection, cleaning and
repair of storage tanks, increasing our capital maintenance interventions, optimising our operation and
maintenance tasks and formalising our processes, standards and operating procedures involved In
delivering clean water

We have applied the learnings from the Freeze Thaw event in March 2018 and this informed our
preparations far the prolonged hot, dry summer - which saw a 22% increase in demand for water from
our customers at peak bmes Several rural areas expenienced intermittent supply interruptions and we
are investing acrass the network to avord such 1ssues in the future Qur respanse to falluresan supply,
such as burst mains, has been greally enhanced and we are now able te reach the site and imitiate
recovery plans much quicker than in previous years

We have a programme of work to improve the reliability of our major Water Treatrment Works and to
return them to thetr design output capacity where they have not beenin a condition to meet 1t

In Nottinghamshire, we made great progress on a scheme to improve our service in Newark, where a
£40m prog-amme will benefil 400 local homes and businesses We re installing 4 km of high volume
sewers o reduce flooding ~1sk, as well as 10 km of new waler network to improve water supply

In addition to investing in resilience improvements to our network we alsa have assurance plans in
place toa monitor inspect and mantan our mest critical assets and to ensure clean water 1s always
avaitable to our customers and we will always be able ta safely take thewr wasle water away

Movement in Net Risk Exposure

What does it mean for us?

The nature of cur assets, operations and business are such that threats to the safety of our employees,
conlractors, custormers and the wider public exist Operational farlures or negligence could resuttin
damage to the envircnment

We are responsible for a large estate of assets and have to secure these from unautherised access ta
ensure our operations are notimpacted nor the safety of the public compromised

What are we doing to manage the risk?

We have a well established Health, Safcty and Wellbeing Framework to ensure all of our operations
and processes are canducted in compliance with Health and Safety legislation and in the inlerests of
the safety of cur peaple and our centractors Qur Goal Zero policy clearly sets out our target that no
one should beinjured or made unwell by what we do We experienced no major safely incidents and no
fataliies in the last 12 months, but we did see an increase i Lost Time Incidents { LTI s, mainly due ta
slips, trips and falls We have refreshed our strategy and have targeted interventions in the faur mamn
hazard areas causing us most harm More detad can be found on page 45

There are a number of 0Dl commitments we have made to protect our local enviranment, including

the river water quality, pollution incidents, biodiversity improvements and environmental compliance
In AMPS we will be delivering our largest ever environmental pregramrme This programme s
supperted by our customers who want to see us do more to iMmprove river water quabity As part of the
Water Framework Directrve we re on track to improve at least 1,600 km of our rivers in AMPS -and a
further 2,100 krm in AMP7 This year we expect to receve a 3* Envirenmental Perfarmance Assessment
stalus from the Environmental Agency

We recagruse the impact our operations have an the wider environment and we want to reduce nur
carbon footprint by seeking lower carbon ways of eperating cur business, driving energy efficency

and generating rencwable energy We've made excellent progress against our target of generating lhe
equivalent of 50% of cur own energy requirements, with the completion of a Thermal Hydrolysis Plant at
our Minworth wasle water site during Lhe year. During the year we were re-cerlilied by the Carbon Trust
- lhetenth conserutive year we have achioved (his slandard This verilies that we have sound carbon
management precesses in place and are reducing carbon ermissions year-on-year More details can be
found in our Corporate Responsibility Report an page %4

Movement in Net Risk Exposure
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Principal risks
continued

Key

What is the risk?

We are unable to deal with

the impact of extreme and
unpredictable weather events on
our assets and infrastructure and/
or are unable to successfully plan
for future water resource supply
and demand due to climate change

Which part of Severn Trent
is affected?
Group-wide

Link to How We're Achieving
our Strategy

Drive operational excellence and
continuaus innovation

investing responsibly for sustained growth

Link to our Values
We protect our environment

ODIs
1-4,5-18, 19-23, 42-43

Increase in net risk exposure

No change in net risk exposure

Decrease in net risk exposure
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What does it mean for us?

Climate change [hotter and drier surnmers, wetter winters and increased storminess| could
resultin an inability to meet customer dermand, tower river levels, decreased raw water quality,
floading of our water or waste works, sewer capacity being exceeded and increased land
movement Climate change could also be a contributing factor for principal risks 1,5, 6and 7

detailed above

There are also some petential apportunities that cimate change presents for us, including
aquifer recharge and increased bvological treatment Itis impaortant that we understand these

oppartunities to maximise the benefits

What are we doing to manage the risk?

Extreme Weather

We have applied the tearnings from the Freeze Thaw event in March 2018 and the prolonged hol,
dry summer See Principal Risk 6 above fer further detail of our resilience improvements

Our analysis for the National Flood Resilience Review | NFRR ], that was instigated by Defra
and the Cabinet Office after the flooding of winter 2015/14, 1dentified our sites that could be at
risk from river or surface waler flooding using a new higher standard catled the ‘Extreme Flood
Qutline This has informed our centingency plans and future investment plans

Cumate Change

Dur climate change adaption report sets oul our strategy for coping with future changes teo

our climate

Our draft Water Resources Management Plan for the next 25 years was cansulted on through
2018 The planincludes a detailed assessment of climate change impact for our region and our
demand management and proposed new sources are designed ta offset any supply risk resulting
from climate change The final plan will be published (n summer 2019

We re also taking a national perspective by working with other water companies to develop an
interconnector that can move water guickly from the wetter north to the dner south, enhancing

water resilience across the UK

Our own impact and contribution te climate change cannet be ignored and, as outlined in
Principal Risk 7 above, there are a humber of ways in which we are addressing cur impact on

the envircnment

Movement in Net Risk Exposure
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Financialrisks

What is the risk?

Lower interest rates, higher
inflation or underperfarming
equity markets may require
us to provide more funding
for our pension schemes,

Which part of Severn Trent
is affected?
Group-wids

Link to How We're Achieving
our Strategy

Investing responsibly for sustained growth

What is the risk?

We are unable to fund the business
sufficiently in order to meet our
liabilities as they fall due.

Which part of Severn Trent
is affected?
Group-wide

Link to How We're Achieving

> Strategicreport

What does it mean for us?
We already provide significant funding but could be called upon to provide more money to reduce
pension deficits in our Defined Benefit Schemes

What are we doing to manage the risk?

Qur IAS19 deficit has reduced fraom £520m as at 31 March 2018 by £67m to £453m as at 31 March
2019 The main pension schemne benehits from significant levels of interest rate, inflation and
equity hedging to reduce materially the impact on the scheme deficit from these risks We are
currentty in discussion with the scheme Trustees to agree the triennial actuarnial valuations as at
31 March 2019 and resultant del.cit repair payments for Lhe nexl three years These negoliations
may, In due course, also involve the Pension Regulator Due to market conditions at 31 March
2014 [the dale of the last trienniat valuation] and 31 March 2019, these negotiations may result in
increased annual deficit repair payments

Movement in Net Risk Exposure

What does it mean for us?

We must ensure sufficient Liguidity 1s available to meet our near-term hinancial commitments
We have a s:ignificant funding requiremeant in AMPS, to fund our iInvestment programme and
refinance rmaturing debt Th s 15 a well-controlled risk, butits imiportant that we maintain these
high standards to mitigate this risk

What are we doing to manage the risk?

We have a marked improvement against this risk expasure as our iguidity positron has increased
rmaterially Due to the current political and econamic landscape we have increased sur availlable
liquidity to a total of 29 months We have been active in the Euro Medium Term Note [ EMTN |
market, increased our committed bank facilities and have accessed the US Private Placement
market and GBP public bond market this year This demonstrates we are able to replace the
European Investment Bank as a source of finanaing caused by the UK s planned departure from

our Strategy

Investing responsily for sustaimed growth

Brexit Statement

At the time of writing, the terms of the
UK s departure frem the EU ['Brexit’]
remain uncertain Brexit does not

give rise to a new principal risk for

the Group However, it does have the
potential to impact risks 1in other areas
of our operations, such as supply chain,
Interest rates, avallability of funding,
regulatory changes and uncertainty for
the domestic economy

Qur preparations for a no-deal Brexit
are well advanced and include a Brexit
Steering Commuttee to oversee the
contingency and scenario planning
necessary to operate effectively if the
UK leaves the EU without transition
arrangements The Committee

covers Incident Management,

People, Procurement, Security and
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the European Union

See our Viability statement on pages 62 to 63

Movement in Net Risk Exposure

Resilience, Logistics, Communications,
Finance and Capital Delivery We have
been actively engaged with a Water

UK coordinated group called the
Operations Strategy Group [ 05G | at
an executive level, focusing on industry
preparedness and industry-wide
testing of response plans for a no-deal
scenario We're also working with a
number of Local Resilience Forums to
test our approach and plans We are
confident that we are well prepared

for the UK's departure from the EU

and specifically the risks asscciated
with no-deal. The most significant

risk identified 1s associated with the
availlability of chemicals )imported into
the UK We identified this at an early
stage and have ensured we have a

robust pracess for maintaining stock
levels This has also been a key focus
for the OSG, which accordingly has
worked with suppliers to increase stock
levels of chemicals across the UK
The Government and other industry
regulators have been kept informed
of preparations throughout We have
alsoncreased stock for critical spare
parts, where a potential risk has

been highlighted, by working with our
supply chain

Progress in the Brexit negotiations will
continue to be monitored and the risks
and uncertainties will be managed
through our existing ERM process
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Viability statement

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 53.

The Group’s principal operating subsidiary
15 Severn Trent Water, which 1s a regulated
long-term business characterised by
multi-year investment programmes and
stable revenues The waler industry in
England and Wales s currently subject to
economic regulation rather than market
competition, and Gfwat, the economic
regulator, has a statutory obligation to
secure that water companies can (in
particular through securing reasonable
returns on their capitall finance the
proper carrying out of their statutory
functions Ofwat meets this obligation
by setting price controls for five year
Asset Management Periods [AMPs)
This mechanism reduces the potential for
variability in revenues from the regulated
business The current AMP runs until
March 2020 and Ofwat has published

its draft determination of price controls
for Severn Trent Water for the AMP
period 2020-2025 (AMP7’] Severn Trent
Water has made significant progress

in developing Its plans to deliver the
cperational and financial performance set
out in the draft determination QOfwatwill
publish sts Final Determination for AMP7
in Decemnber 2017, We do not expect

this to be materially different from the
draft determination

When considering the Group's praspects
beyond 2025, it 1s necessary to make
assumptions about the price review
process for the period 2025-2030
['PR24), which will take place in 2024,
and has not yet been specified. In making
this assessment we have taken

account of

« Dfwat’s statutory duty to secure that
companies can finance the proper
carrying out of their functions,

62

* Severn Trent Water's financial
structure, which 1s close to the Ofwat
notionat capital structure and our plan
is ta retamn this; and

+ Severn Trent Water's progress in
developing plans for AMP7, the
successful execution of which would
deliver benefits to all stakeholders and
financial ncentives that would help to
improve our financial resilience in the
period beyond 2025

The Group has significant investment
programmes that are largely funded
through access to debt markets

The Group s strategic funding objectives
reflect the long-term nature of the Severn
Trent Water business and the Group seeks
to obtain a balance of secure long-term
funding at the best possible economic
cost The Group's Treasury Policy reguires
that it maintains sufficient hiquidity to
cover cash flow requirements for arelling
period of at teast 18 months in arder to
mitigate the risk of restricted access

to capital markets The Group’s debt
maturity profile 15 actively managed by
the Group Treasury department 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 14 years

The Group has an established process

to assess its 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 the Group’s medium-term
plan, which 1s updated annually

The Group’s medium-term plan
assesses Its prospects and considers
the potential impacts of the principal
risks and uncertainties Stress tests are
performed to assess the potential impact
of combinations of those risks and
uncertamties The plan also considers
ritigating actions that the Group nmight
take to reduce the impact of such

risks and uncertainties and the likely
effectiveness of those mitigating actions

Period of assessment

The Oirectors considered a number of
factors in determining the period to be
covered by the assessment The long-term
nature of the Group’s principal business,
together with relatively stable revenues
and a model of economic regulation that
places a duty on the regulator to secure
that water companies can finance the
proper carrying out of their functions,
support a longer period of assessment

However, the changing nature of
regulation of the water industry
increases the uncertainty that 1s inherent
n the Group's financial grojections

The Group has an established planning
and forecasting process and the
Directors consider that the assessment
of the Group’s prospects 1s more reliable
if it 1s based on an established process
The Group's latest medium-term plan
extends in detail to the end of the next
AMP period in 2025 with less detailed
projections locking beyand this

Alonger period of assessment
intreduces greater uncertainty
because the variability of potential
outcomes Increases as the period
considered extends

Bearing in mind the long-term nature

of the Group's business, the enduring
demand for its services, the nature of the
Group's established planning process
and the changing nature of the regulation
of the water industry in England and
Wales, the Directors have determined
that seven years 1s an apprepriate

pericd over which to assess the Group’s
prospects and make its viability
statement this year

Assessment of viability

In assessing its future prospects, the
Group has considered the potential
effect of risks and uncertamnties that
could have a significant financial impact
under severe but plausible scenanios
The risks and uncertainties considered
were identified in the Group's ERM
process, which i1s described on page 54,
and from the key assumptions in the
financial model. The scenarios tested
are described in the table to the right

The Group has significant funding
requirements to refinance existing debt
that falls due for repayment during the
period under review and to fund the
Group s capital programme Under all
scenarios considered the Group would
remain solvent and have access to
sufficient funds in normat market
conditions The Group's Treasury Policy
requires that it retains sufficient Liquidhity
tc meet its forecast obligations, including
debt repayments for the next 18 months

The Group's business plans are based

on the current requlatory framework
and do not take into account any changes
that might arise if a future Government
implemented a policy of renationalisation
of the water sector
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Scenario tested

Related principal risk

Potential mitigating actions

1. Anincrease in the funding deficit of the Group’s defined benefit Risk 9 Increased funding

pension schemes

for pension schemes

The planned funding for the Group s defined benefit pension
arrangements s based on current assumptions for future inflation,
asset returns and members’ longewity. Qutcomes different from
these might result in additional cash contributions being required
during the penad under consideration Contributions are reviewed
and agreed with the Scheme trustee on a trienmial basis with the
next valuation of the main scheme based on the funding position as

at 31 March 2019

Discuss impact on debt covenants with lenders
and seek a ternporary waiver if necessary
Consider use of hybrid debt instruments to
protect credit ratings

Consider a temporary reduction in dividends

Identify and implement sustainable cost
savings and efficiencies
Reduce working capital to support cash flow,

2. STW experiences a severe climate event, operational faitlure or Risk 4 Cyber security

other exceptional event with a very significant impact

The Group's ERM process has identified a number of risks
including extreme weather events, failure of key assets and
cyber attacks that might have a significant impact on the Group s

operational and financial performance.

Risk 7 Health and safety
and environmental impact

Risk 8 Impact of extreme
weather/climate change

Risk &6 Failure of key assets

Reduce discretionary expenditure to cover
any extra costs resulting from the event
Consider use of hybrid debt instruments to
protect credit ratings

Consider a temporary reduction in dividends

3_ A reduction in inflation or increase in interest rates for part of

the period under consideration

N/A - key assumptian in
linancial model

Severn Trent Waler s revenues are linked Lo mflalion Low o~
negalive inflation tends to adversely impact profits and cash flows
InINcreases in costs exceed INCreases inrevenue

Higher costs of debt would adversely impact the Group s profits,

cash flows and credit metrics.

Reduce discretionary expenditure in the
short term

Reduce working capital to support cash flow
Consider a temporary reduction in dividends

4. STW underperforms against its performance commitments
Severn Trent Water operates under a requlatory model which

Risk 1 Failure to deliver
what our customers want

encourages companies to deliver what customers want using
performance related rewards and genalties Fallure to deliver
performance at the committed level can lead to significant penalties

Reduce discreticnary expenditure to cover
any extra costs resulting from penalties
Discuss the impact on debt covenants with
lenders and seek a temporary waiver |f
necessary

5.5TW incurs higher costs than planned that are not funded

Significant overspending could result in a deterioration in financial
metrics and performance, which might adversely impact the

Group's solvency

Risk 2 Changes in the
regulatory enviranrnent for
the UK water industry

Reduce discretionary expenditure to cover
any extra costs resulting from penalties

fn the medium-term implement a cost
reduction programme to deliver sustainable
cost savings and efhiciencies to bring costs
back in line with regulated allowances
Discuss impact on debt covenants with
lenders and seek a temporary waiver if
necessary

Consider a temporary reduction in dividends

6. A combination of scenarios 2,3 and 4

See above

The combined scenario represents a situation where several of the
severe but plausible scenarios occur simultaneously

The same mitigating actions would be
avallable tc the Group as above, but their
application would be deeper

In making its assessment the Board has
made the following key assumptions

-

Any period in which the Group s
unable to access capital markets to
raise finance during the period under
review will be shorter than 18 months

There 1s no renationalisation of
the water sector in the period
under consideration

On this basis, the stress tests indicated
that none of these scenarios, including
the combined scenario, would result
inan impact to the Group s expected
Liguidity. sclvency or debt covenants that
could not be addressed by mrtigating
actions and hence are not considered
threats to the Group’s viability
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Governance and assurance

The Board reviews and approves the
medium-term plan on which this viability
statement s based The Board also
considers the period over which the
assessment of prespects and viability
statement should be made The Audit
Committee supperts the Beard in
performing this review Details of the
Audit Commuttee’'s activity in relation to
the Viability Statement are set out in the
Audit Committee report on page 80

This staterment s subject to review by
Deloitte, our external auditor Their audit
reportis set out on page 129

Assessment of viability

The Directers have assessed the viability
of the Company over a seven year period
to March 2026, taking into account

the Cempany’s current posttion and
principat risks

Based on that assessment, the Directors
have a reasonable expectation that the
Company will be able to continue In
operation and meet 1ts habilities as they
fall due over the period to 31 March 2026

The Strategic report has been approved
by the Board

By order of the Board

Breg, :M

Bronagh Kennedy

Group General Counsel and
Company Secretary

20 May 2019
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Chairman’s
introduction
to governance
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Andrew Duff
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Docurnents available at severntrent.com
Severn Trent Plc Articles of Association
Matters Reserved to the Board
Non-Executive Directar Letters

of Appointment

Terms of Reference for Board Committees
Board Diversity Policy Statement

Tax Strategy and Tax Report

Group Conflicts of Interest Policy
Non-Audit Services Policy
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Dear Shareholder

I'am pleased to introduce our
Governance report for 2019, on behalf
of your Board and in accordance with
the 2016 UK Corporate Governance
Code (the 'Code’]. This report outlines
how we have ensured that best practice
and effective corporate governance
procedures are in place to help support
the creation of long-term value for the
mutual benefit of all of our stakehalders

As highlighted in my Chairman s
statement an page 16, this has been an
excephtionally busy period for the Board,
and specifically the Audit Commuttee,
with a significant amaunt of ime being
spent finalising our PR19 business

plans lwould like to convey the Board s
thanks to John Coghlan for his continued
dedication and support to the Board as
Chairman of the Audit Committee during
this time

The year saw continued evolution of our
corporate governance arrangements,
with time being spent refining our
processes and procedures in readiness

for implementaticn of the new 2018 Code,

which will apply to us next year

To ensure the long-term success

of your business, Directors and the
companies they lead need to build and
maintain successful relationships with
awide range of stakeholders, taking
account of and responding to their
views These relationships will only

be successful and enduring if they are
based on respect, trust and mutual
benefit Accordingly, we want to promote
a culture of integrity and openness,
which values diversity and Is responsive
to the views of shareholders and

wider stakeholders

The Board has also embraced Ofwat s
principles for Board leadership,
transparency and governance with its
emphasis on the iImportance of strong
board leadership and the special
responsibilities attached to regulated
monopoly companies providing an
essential public service

Company purpose and culture

The Board recognises the importance

of its role in setting the tone for Severn
Trent’s culture and making sure that

it1s embedded throughout the Group
Our Code of Conduct, ‘Doing the Right
Thing’, sets out clearly defined values
and standards of behaviour that we
expect from everyone who works for, and
with, Severn Trent

More information about our company or
the Company’'s purpose and cuiture can
be found on page 75.

As discussed on page 82, we are
committed to diversity and inclusion

in allits forms, and during the year

we were pleased to see the Company's
progress continue to receive external
recognition Severn Trent was
acknowledged as a role model by the
Women and Equalities Select Committee
on gender inclusion and recognised for
the female representation within our
Executive Committee and direct reports
team, being placed in the top four
among FTSE100 companies by the 2018
Hampton-Alexander Review

Workforce engagement

Engaged people are the key te the
success of Severn Trent, which 1s why
one of our five key strategic goals 15

to create an awesome place to work
Your Board recognises the impertance of
understanding the views of the workforce
and considers that our Employee Forum
Is an excellent means of making sure
that views from across the orgamsation
are considered in Board discussions and
decisicn making Additional details on
our workforce engagement activities can
be found on page 108

Engagement with our
other stakeholders

Severn Trent s success also depends
onyour Board taking decisions that
deliver mutual benefit to our customers,
communities and shareholders

While the Board meets with stakeholders
throughout the year, the AGM 15 a key
event which gives us the cpportunity to
engage with you in person and answer
your guestions on the performance of
your business

Further details on how we have engaged
with all of our stakeholders over the year
can be found on page 73

Board effectiveness

This year the Board undertook an internal
evaluation Theresults of this review

can be found on page 77 | am pleased to
report that your Board, its Committees
and individual Directors continue to
operate effectrvely
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Looking ahead

Maintaining the highest standards

of carporate governance across the
Group s integral to the delivery of our
strategy, and we remain focused on
creating sustainable long-term value
for the mutual benefit of our customers,
communities and shareholders

In July 2018 the FRC published the 2018
Code, which will apply to our flnancial
year ending 31 March 2020 As you will
see within this repert, the Board has
carefully considered the 2018 Code and
implemented many of the new principles
earbier than required This will allow
new processes and procedures to fully
embed ahead of our 2020 Annual Report
and Accounts

Board succession

The Board and the Nominations
Committee have fully considered 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 constructive
challenge and promote diversity
Addmonal detail can be found within

the Naminations Committee repert on
page 84

As mentioned in my Chairman’s
statement on page 16, | believe this is the
right moment to step down and atlow a
new Chair to lead the Beard into the next
phase for Severn Trent The Nominations
Committee, led by Senior Independent
Director Kevin Beeston, 1s overseeaing
the process ahead of making a formal
recommendation to the Board

The Nominations Committee 1sin the
initial stages of successicn planning and
further detail can be found on page 84
Kevin Beeston chaired the Committee
when it met to discuss this matter

| hope you find this report useful and |
would like to encourage our sharehalders
to attend our AGM We welcome the
opportunity to meet with you and | hope
you will give us the pleasure of doing so
this year

2

Andrew Duff
Chairman
20 May 2019
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UK Corporate Governance Code Compliance Statement
Compliance with the 2016 UK Corporate Governance Code (the 'Code’]

in respect of the year ended 31 March 2019, Severn Trent Plc was subject to the
2016 Code [available from www.frc.org.uk]. The Board 1s pleased to confirm that
Severn Trent Plc applied the principles and complied with all of the provisions of
the 2016 Code throughout the year

Further information on compliance with the 2016 Code can be found as follows

Leadership 66-71
The role of the Board

Division of responsibilities

The Chairman

Non-Executive Directars

Effectiveness 66-84
Composition of the Board

Commitment

Development

Information and support

Evaluation

Re-election

Accountability 85-97
Financial and business reporting

Risk management and internal control

Audit Committee and auditors

Remuneration 97-122
The level and components of remuneration

Procedure

Relations with shareholders 73-74

Dialogue with shareholders

Constructive use of general meetings

Disclosure Guidance and Transparency Rules

We comply with the corporate governance statement requirements pursuant to the
FCA s Disclosure Guidance and Transparency Rules by virtue of the informatian
included in this Governance sectian of the Annual Report together with information
contained in the [nformation for shareholders section on page 199

Governance of subsidiaries

The membership of the Board of the listed Company, Severn Trent Plc, is the
same as that of Severn Trent Water Limited This structure was imptemented
in 2007 to make sure that the highest standards of corporate governance are
applied at the reguiated subsidiary level and to foster greater visibility and
supervision by the Severn Trent Plc Board

Severn Trent Water Limited complies with the Code, and Hafren Dyfrdwy
Cyfyngedig complies with the Code where it 1s practical to do so

Severn Trent Water Limited and Hafren Dyfrdwy Cyfyngedig comply with Ofwat’s
principles of leadership, transparency and governance to ensure the highest
standards of governance

A more detailed explanation of the Governance Framework and company
structures which apply to each of our regulated subsidiaries can be found
in their Annual Reports, available on their respective websites,

Abbreviated terms used throughout this governance report
Hafren Dyfrdwy Hafren Dyfrdwy Cyfyngedig

Severn Trent Water

Severn Trent Water Limited
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Board of Directors
Leadership & Effectiveness
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1. Andrew Duff BSc, FEI

Appointed: Non-Executive Director on 10 May
2010, Chairman on 20 July 2010

Membership:°©®

Andrew’s extensive experience of international
and regulated business, strategic management
and customer service In high profile, dynamic
environments has equipped him well for the
role of Chairman of the Severn Trent Group
Andrew spent 16 years at BP Plc in marketing,
strategy and oil trading He joined National
Powerin 1998 and the Board of Innogy Ple upon
its demerger from National Power in 2000

He played a leading role inits restructuring
and transfermation through the opening of
competition in energy markets culminating in
its subsequent sale to RWE in 2003 He became
Chief Executive Officer of the successor
Cempany and a member of the RWE Group
Executive Committee until bus retirement in
2010 Hewas a Non-Executive Director of
Wolseley Plc from July 2004 until November
2013 Andrew was appointed Non-Executive
Deputy Chairman of Elementis Plc on 1 April
20%4 and became Non-Executive Chairman of
Elementis Plc on 24 April 2014 He is the Senior
Trustee of Macmillan Cancer Support

Other roles
* Member of the CBI President’s Commuttee
* Fellow of the Energy Institute

« Senior Trustee of Macmillan
Cancer Support

2. Olivia Garfield BA [Hons)
Appointed: Chief Executive on 11 April 2014

Membership: @@@

Clivia (Liv] brings to the Board a wealth of
experience managing customer service
delivery and complex infrastructure and
organisations in a regulated environment
Before joining Severn Trent, Livwas Chief
Executive Officer of Openreach, part of the BT
Group, where she spearheaded and oversaw
the commercial rall-out of fibre broadband Lo
two-thirds of the country She joined BT in 2002
and held the prvotal roles of Group Director of
Strategy and Regulation, Managing Director
Commercial and Brands, Global Services and
UK Custamer Serwices Directer. From 1998

to 2002, Liv worked for Accenture as 4
consultant in the Communications and High
Tech Market Unit, designing and implementing
business change solutions across a number of
industry sectors

Qther roles

* Member of The 30% Club

+ Director of Water UK

* Member of Take Over Panel -
Hearings Committee

Director of Water Plus Limited — joint
venture with United Utilities

Committee membership as at 31 March 2019

@ Audit Committee

@ Neminatigns Committee
® Remuneration Committee
@ Treasury Committee

b6

© Corporate Responsibility Commuttee
® Executive Committee

@ Disclosure Committee

. denotes Committee Chair

3. James Bowling BA (Hons)
Econ, ACA

Appointed: Chief Financial Officer on
1 April 2015

Membership:°®®

James is a chartered accountant, who
started his career with Touche Ross and
brings sigmficant financial management,
M&A and business transformation expertise
to the Board Prior to joining Severn Trent,
James was interim Chief Financial Officer

of Shire Plc, where he had been since 2005,
first as Head of Group Reporling and fram
2008 as Group Financial Controller Prior to
Joining Shire, James spent nine years at Ford
Maotor Company in various finance roles of
increasing responsibility

4. John Coghlan BCom, ACA

Appointed: Independent Non-Executive
Director on 23 May 2014

Membership: °°®

John has a wealth of experience in financial
and general management He spent 11 years
at Exel PLC as Chief Financiat Officer and
ultimately as Deputy Chief Executive Officer
untilLretiring 1n 2006 Since then, he has been
a Director of publicly-quoted and private
companies across several sectors Currently,
John is also Non-Executive Director and Audit
Commuttee Chairman of Associated British
Ports Holdings Limited and Clarion Housing
Group, and 1s Non-Executive Director of 0C S
Group Limited

John has recent and relevant financial
experience as a member of the Institute of
Chartered Accountants in England and Wales

Other roles

* Chairman of Freight Transport Association
Ireland Limited

¢ Chairman of Hafren Dyfrdwy Cyfyngedig,
the Group’s Licensed entity in Wales
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5. Dame Angela Strank DBE,
FRS, FREng, CEng, FIChemE,
DSc, PhD

Appointed: Independent Non-Executive
Director on 24 January 2014

Membership:@@@

Angela brings a wealth of strategic, technical
and cornmercial experience to the Beard
Angelais Head of Downstream Technology
and Group Chief Scientist at BP Ple

She 1s a member of the Downstream Executive
Leadership Team Angela s responsible

for enabling delivery of the Downstream
strategic agenda through the development of
differentiated technology advantage across the
refiring, fuels, lubricants and petrochemicals
businesses Since joining BP 1In 1982, she has
held many senior leadership roles around the
world in business development, commercial
and technology. including in 2012, as Vice
Prasident and Head of the Chief Executive s
Office. In 2010, Angela was the winner of

the UK First Woman s Award in Science

and Technolagy recogrising pioneering UK
women In business and industry Her track
record and experience in strategy, aperations,
technology and transformational change are

a complementary addibien to the Board s skill
set In June 2017, Angela was recognised in the
Queen’s Birthday Honours List with the title
Dame Commander of the Mast Excellent Order
of the British Empire 'DBE’] for services to the
0il and Gas Industry and encouraging women
into STEM careers

Other roles

» Board Governor, The University
of Manchester

+ Member of the Royat Society’s Science,
Industry & Translation Commttee

6. The Hon. Philip Remnant CBE
FCA MA

Appointed: Independent Non-Executive
Director on 31 March 2014

Membership:@@@@

Philip 1s & serier investment banker and brings
substantial advisory and regulatory experience
to the Board A chartered accountant, he s
Senior Independent Director of Prudential Ple,
Deputy Chairman of the Takeover Panel and
Chairman of City of London Investment Trust
Plc Previously, Philip was Vice Chairman of
Credit Suisse First Boston Europe and Head

of the UK Investment Banking Department
Philip was Directar Generat of the Takeover
Panel for two years between 2001 and 2003,
and again in 2010 He served on the Board

of Northern Rock Plc from 2008 to 2010

and from 2007 to 2012 was Chairman of the
Shareholder Executive

Philip has recent and relevant financial
experience as a fellow of the Institute of
Chartered Accountants in England and Wales

Other roles
» Director and Trustee of St Paul’s
Cathedral Foundation

7. Dominique Reiniche MBA
Appointed: Independent Non-Executive
Director on 20 July 2014

Membership: @@

Dominigue has a wealth of operational
experience in Europe and has international
consumer marketing and innovatien
experience Dominique 1s Independent Chair
ot CHR Hansen Holdings A/S and also a Non-
Executive Director of Mondi Plc and PayPal
[Europe] Dominique started her career

Board and Committee meeting attendance 2018/19

The following table shows the attendance of Directors at scheduled Board and Committee meetings during the year

with Procter & Gamble AG before moving

to Kraft Jacobs Suchard AG as Director

of Marketing and Strategy where she was
also a member of the Executive Committee
Dominigue previously held a number of
senior roles at Coca-Cola Enterprises and
at Coca-Cola Company, inctuding President
- Western Europe, President - Europe and
Chairman - Europe Dorminique was a Non-
Executive Director of Peugeot-Citrcen SA untit
December 2015 and was a Non-Exacutive
Director of AXA SA until April 2017

8. Kevin Beeston FCMA

Appointed: Independent Non-Executive
Director on 1 June 2016, Senior Independent
Non-Executive Director on 20 July 2016

Membership: @@@

Kevin has a wealth of commercial, financial
and high level management experience

Kevin 1s Chairman of Taylor Wimpey Ple and
Elysium Healthcare and also a Non-Executive
Director of the Football Association Premier
League Limited and Marston Corporate
Limited Previously, Kevin spent 25 years at
Serce Plc, where he held the roles of Finance
Director, Chief Executive and finally Chairman
until 2010 Kevin was previously Charman of
Dormestic & General Limited, Partnerships in
Care Limited and Equinit Group Ple, and was
a Non-Executive Director of IMI Plc

Kevin has recent and retevant financiat
experience as a fellow of the Chartered
Institute of Management Accountants and
was previously Finance Director at Serco Ple

Audit Nominations  Remuneration Treasury CR

Director Positian Board Committee Committee Committee Committee Comnmiittee
Attended/scheduled

Andrew Duff Chairman 77 - 474 L1 - 414
Kevin Beeston Senior Independent Director 77 4[4 4i4 4/4 - -
James Bowling Chief Financial Officer 77 - - - 5/5 -
John Coghlan Non-Executive Director 77 414 4f4 - 5/5 -
LivGarfield Chief Executive 717 - - - - 414
Domimque Neon-Executive Director 77 - 414 - - A4
Relniche
Phitip Remnant Non-Executive Director 77 4/ 4/ 4lh 5/5 -
Dame Angela Non-Executive Director 7 - 4 414 - 4fh

Strank

All meetings are structured to allow open discussion At each Board meeting the Directors are made aware of the key discussions and
decisions of the five Board Committees by the respective Committee Chairmen. Minutes of Beara and Committee meetings are circulated
te all Directers afte- each meeting Detarls of the Board s acuvities during the year are set out on page 72.

In the event a Director 1s unable to attend a meeting. they still receive related papers in advance of the scheduled meeting and any input they

have provided 1s fully considered

Severn Trent Ple Annual Report and Accounts 2019
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Graphic removed

1. 2. 3.
Graphic removed Graphic removed Graphic removed

| -

4. 5. 6.

Graphic removed

Graphic removed

1. Olivia Garfield BA (Hons]
Appointed: Chief Executive on 11 April 2014
Please see full biography on page 66

2. James Bowling BA (Hons)
Econ, ACA

Appointed: Chief Financial Officer on

1 Aprit 2015

Please see full biography on page 66

3. Dr. Tony Ballance BSc (Hons),
MA [Econ), PhD

Director of Strategy and Regulation

Membership: (E)(D)

Tany’s extensive experiance in utility policy,
regulation and stakeholder engagement teaves
him ideally placed to lead the Company's
strategic, regulatory and external affairs

work Priorto joining Severn Trent, he held the
posts of Chief Economist for Ofwat, Director of
London Economics and Director of Stone and
Webster Consultants

Other roles

* Member of Water UK Council

* Semor Independent Directer of the National
Forest Company

¢ Chairman of the Corperate Adwisery Panel
of the Regulatory Policy [nstitute

4. Sarah Bentley BSc (Hons),
Managerment Science with
Computing

Chief Customer Officer

Membership:@

Sarah s responsible for Custormer Retail
and Network operations, Group Technology
and Transfarmation Previously Sarah
worked for Accenture as Managing Director
of their digital business in UK and Ireland,
focused on digital marketing, mobility and
analytics for customers, empleyees and

the enterprise Priorto Accenture, Sarah
was CEQ of Datapoeint, an Alchemy backed
company delivering CRM services, and Senior
Vice President of eLoyalty. a global CRM

and marketing consultancy She was SVYP of
the European Business, led the sales and
operations activity in North America and ran
eLoyalty Ventures L L C working in Silicon
Valley, Austin and New York

Otherroles

s Non-Executive Diractor of Lloyds Bank Ple
and Bank of Scotland Plc

* Director and Secretary of
Twizzletwig Limited

Committee membership as at 31 March 2019

@ Audit Committee

® Nominations Committee
® Remuneration Committee
@ Treasury Committee

68

© Corporate Responsibility Committee
® Executive Commuttee

@ Cisclosure Committee

. denotes Committee Chair

5. Martin Kane BSc, CEng, CEny,
MICE, MIWEM, FIW
Special Advisor

Membership:@

Martin has held various senior roles giving

fum an extensive and unique understanding

of the design, construction and operation of
water and waste water treatment plants, water
distribution networks and sewerage systems
Martin was Director of Custormer Relations,
Severn Trent Ple, from May 2006 until January
2012, and Chief Executive Officer of Severn
Trent Services until July 2014

Other roles

« Chairman of the Board of Trustee's
of International Society for
Trenchless Technology

+ Chairman of Panton McLeod Limited

Chairman of the Coventry and

Warwickshire Growth Hub

é. Bronagh Kennedy BA (Hons)

Group General Counsel and
Company Secretary

Membership:@@

Bronagh jeined Severn Trent in 2011 as Group
Company Secretary and General Counsel

She 1s alsc responsible for compliance and
assurance and the Group’s Corporate Social
Respansibility programmme During her career
she has worked across several sectors
including Ninance, leisure and hospitality

and she has a broad range of corporate
experience, having led FTSE100 company HR,
communications, insurance, risk and health,
satety and wettheing functions She has also
been a Non-Exacutive Birector on industry
bodies such as the British Hospitality
Association Priorto moving in-house she was
a senior assoclate solicitor in Allen & Overy's
banking and insolvency group

Other roles

» Chairman, HR and Remuneration
Committee and Non-Executive Director
of British Canoeing

* Member of the GC100 Group

Severn Trent Plc Annual Report and Accounts 2019
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7. Helen Miles CIMA

Capital Delivery and Cornmercial Director

Membership: @

Helen joined Severn Trent in November 2014
as the Chuef Comme-rcial Officer Helen brings
with her a breadth of commercial experience
having worked within regulated businesses
and sectors across Telecoms, Leisure and
Banking As a member of the UK Board, Helen
was instrumental in delivering HomeServe's
future growth strategy and ensuring a
sustainable, customer-focused business
Helen i1s Non-Executive Director of the Reyal
Navy and an experienced finance professional
Helen was previously Chief Financial Officer
for Openreach, part of BT Group Plc, and

has extensive experience of delivering major
business transformation across the Group
Prior to BT Group, Helen worked in a variety
of sectors and organisations such as Bass
Taverns, Barclays Bank, Compass Group

and HSBC

Other roles
* Non-Executive Directar of the Royal Navy

Severn Trent Plc Annual Report and Accounts 2019

8. Andy Smith BTech (Hons]

Managing Director, Business Services
Membership: (E)

Andy was appointed to the role of MO,
Business Services on its creation in 2014
having previously been responsible for the
drinking water business within Severn Trent
Water Andy brings to the role a broad range
of executive and operabonal expertise garned
from dwerse sectors Currently, Andy s also
a Non-Executive Director of Diplama Ple

He has worked in the UK and cverseas with
global businesses such as BP, Mars and
Pepsiin both engineering, HR and operational
management roles Previously, he has served
as a member of the Board at Severn Trent Pl
and at Boots Group Plc

Dther roles

» Non-Executive Director, Chairman of the
Remuneration Comm:ttee and member of
the Audit and Nominations Committees of
Oiploma Plc

+ Oirector of Water Plus Limited - joint
venture with United Utilities

9. Neil Marrison BSc (Hons!,
FCIPD

Director of Human Resources

Membershlp:@

Neil joined Severn Trent in August 2017 as
Birector of Human Resources Neil started a
careerin HR management in 1996 and for the
subsequent 12 years he worked in a variety of
HR roles within FTSE100 comparues, including
Rentokil initial and GUS (which latterly became
Home Retail Group] Before joining Severn
Trent, Neillworked at Penguin Random Haouse
taking responsibility for strategic people
155ues across their publishing and distribution
offices in the UK, APAC, India and South Africa
He was one of the main leads in helping to
steer and finalise the global merger between
Random House and Penguin

10. Dr. James Jesic BEng [Honsg],
PhD, MIChemE, CEng

Managing Director of Production

Membership:@

James s a chartered chemical engineer

who joined Severn Trent on its graduate
programme in 2003 and was appointed as
Managing Director of Production in 2017
During hs time with the business, James has
had full accountability for the management

of the operational multi-bitlion pound asset
base, being responsible for producing and
supglying drinking water and cotlecting and
treating waste water for millions of customers
across the Midlands As partof that role, he
has delivered industry-leading custorner
service performance, as well as driving sector-
leading environmental results He has a PhD
in Chemical Engineering from the University
of Biremngham and attended Harvard
Business Schoal

11. Dr. Bob Stear MEng (Hons],
PhD, MCIWEM, CWEM, FIiWater

Chief Enginger
Membership: @

Bob was appoimnted Chief Engineer in
November 2018 and 1s a chartered
Environmental Engineer who Joined Severn
Trentin 1997 as a process technician He has
worked his way up through the Company
via operatienal, engineering, strategic and
innovation roles in particular Bob played a
key role in the transformation of the waste
water business and successfully governed
a £1 26n capital programme In 2013, Bob
worked alongside the Government on the
implementation of the 2014 Water Act

He has a PhD in waste water treatment.
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Board co

sition and roles

As at 31 March 2019, our Board
comprised the Chairman, five
Non-Executive Directors and two
Executive Directors.

The details of their career background,
relevant skills, Committee membership,
tenure and external appointments can be
found within their individual biographies
on pages 66 to 67 Further detail on the
role of the Chair and members of the
Beoard can be found below

The Chairman, Senior Independent
Director and Non-Executive Directors

subject to annuat re-election by
shareholders following the annual
Board effectiveness evaluation process
This term can be renewed by mutual
agreement, up to @ maximum total
tenure of nine years The current Letters
of Appointment are availlable on the
Severn Trent Plc website

The composition and effectiveness of
the Board 15 subject to regular review
by the Nominations Commuittee which,
in particular, considers the balance of
skills, experience and independence of

Diversity Policy The Board Diversity
Policy Statement 1s available on the
Severn Trent Plc website

Any new appointments to the Board
result from a formal, rigorous and
transparent procedure, responsibility for
which 1s delegated to the Nominations
Cormmittee (although decisions on
Appointments are a matter reserved to
the Board] Further information on the
work of the Nominations Committee can
be found on pages 81 to 84

the Board, in accordance with the Board
are appointed for a three-year term,

Director Responsibility
Chairman s Leads our urmfied Board and is responsible for its effechiveness

Andrew Duff » Sets agendas and ensures timely dissemination of informatien to the Board, to support scund decision
making and allow for constructive discussion, challenge and debate, in consuttation with CEQ, CFO and
Company Secretary
* Responsible for scrutinising the performance of the Executive Committee and overseeing the annual Board
effectiveness evaluaticn process
e Facilitates contrnibution from all Directors and ensures that effective relationships exist between them
e Ensures that the views of all stakeholders are understoed and considered appropriately in Board discussion
and decision-makig
CEQ * Represents Severn Trent externally to all stakeholders, including our employees, the Government and
Liv Garfield regutaters, custemners, suppliers and the communities we serve
* Develops and implements the Group's strategy. as approved by the Board
¢ Sets the cultural tone of the organisation
¢ Facilitates an effective ink between the business and the Board to support effective communication
* Responsible for overall delivery of commercial objectives of the Group
* Promotes and conducts Group affairs with the highest standards of integrity, probity and corporate
governance, in line with our strategic framework and values The CEQ's review can be found on page 21
CFO » Manages the Group s financial affairs The CFO s review can be found on page 48

James Bowling Supports the CED in the implementation and achievement of the Group's strategic objectives

Oversees Severn Trent’s relationships with the investment community

Represents Severn Trent externally to all stakeholders, including cur employees, the Government and
regulators, customers, Pension Trustees for the Company’s detined benetit pension schemes, suppliers
and the communities we serve.

sIiD In addition to his responsibilities as a Non-Executive Director, Kevin also

Kevin Beeston * Supports the Chairman in the delivery of his abjectives

* Acts as an alternative contact for sharehotders should they have a concern that 1s unresolved by the Chairman,
CEOQ or CFO

+ L eads the appraisal of the Chairman’s performance with the Non-Executive Directors

+ Undertakes a key role in succession planning for the Board, together with the Board Comrmittees, Chairman
and Non-Executive Directors

* Monitor the delivery of strategy by the Executive Committee within the risk and control framework set by
the Board

» Satisfy themselves that internal controls are robust and that the external Audit 1s undertaken properly

* Engage with internal and external stakeholders and feedback insights to the Board, including in relation to
employees and the culture of the Company

* Constructively challenge and assist in the development of strategy

« Have a key role in succession planning for the Board, together with the Board Committees, Chairman and SID

* Serve on various Committees of the Board

* Cnsures sound information flows to the Board in arder for the Board to function effectively and etficiently

+ Advises and keeps the Board updated on Listing and Transparency Rute requirements and on best-practice
corporate governance developments

* Facilitates a comprehensive induction for newly appointed Directors, tailored to thewr individual requirements

* Ensures compliance with Board procedures and provides support to the Chairman

* Co-ordinates the performance evaluation of the Beard in conjunction with the Chairman

* Provides advice and services to the Board

NEDs
John Coghlan

Dominigque Reiniche
Dame Angela Strank
Philip Remnant

Company Secretary
Bronagh Kernedy
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Board Leadership

Governance Framework

Ir
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Read more Read more Read more
Page 94 Page %3 Page 81
Our Board Responsibility to all of our stakeholders

The Board s role is to ensure the
long-term success of Severn Trent
Maintaining the highest standards of
governance Is integral to the effective
delivery of our strategy and ensuring
that the Board takes decisions that
create sustainable leng-term vatue for
the mutual benefit of our shareholders,
customers, employees and the
communities we serve

The operation of our Board 1s supported
by the collective experience of the
Directors and the diverse sklls 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 Directars 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 benefit of

the Company in full consideration of the
impact on all stakeholders

Severn Trent Plc Annual Reporfand Acrounts 2019

ury Nomimmaticns
Committes

Inferming

Reparting
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Committes

for the approval and delivery of the
Group s strategy and far creating and
overseeing the framework to support
its delivery sits with the Board

The requirements of the Board are
clearly documented in the Severn Trent
Plc Articles of Association, Schedule
of Matters Reserved to the Board and
Charter of Expectations These are
avaltable on the Severn Trent webstte

As outlined on page 70, there is a clear
division of responsibilities between the
rotes of Chairman and CEO To allow
these responstbilities to be discharged
effectively, the Chairman and CEQ
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 imes Informal as well as formatl
contact with the wider business 1s
encouraged to develop a deeper
understanding of Severn Trent's
operations and requests for further
infermation are welcormed This broadens
the Non-Executive Directors’ sources
of information and enables them te
consider the wider impact of any Board
decisions on stakeholders more broadly

esessaesservineannnnnTe

Remunerabion

Committee

Read more
Page 77

Page 85

Governance Framework

The Board is supperted by the Severn
Trent Governance Framewoark, which
is set out above The Governance
Framework comprises the Beard,
STEC and thair respective Committees

In line with the Code, the Board delegates
certain roles and responsibilities to its
various Committees The Committees
assist the Board by fulfilling their roles
and responsibilities, focusing on their
specific activities, reporting to the Board
on decisions and actions taken, and
making any necessary recommendations
to the Board in line with their Terms

of Reference The Board regularly
reviews the Terms of Reference of each
Committee, which are available on the
Severn Trent website The Governance
Framework 1s also subject to periodic
review to ensure that it continues to
remain fit for purpose

Severn Trent Executive Committee

Responsibility for the development and
implementation of the Group’s strategy
and overall commercial objectives rests
with the Chief Executive who ts supported
by STEC Mare information on our STEC
members can be found on pages 68 to 69
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Main topics discussed by the Board during the year
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{ Regular Updates i Financing Strategy : Governance and Regulatory
* Reports from : : Stakeholders + PR19
Committee Chairs + Board Effectiveness e Annual Report and
¢ CEQ Review : evaluation Accounts/Annual
¢ ¢ Draft results Performance Report
e CFO Review i andassocated R Pr1eparat|ons for the e p
! presentations 2018 UK Corporate » Water Resources
* Operational Governance Code

to analysts Management Plan

performance reviews
- separate reports for
the Regulated Business
and Busimess Services

o AGM documentation
approval and
discussion of AGM
voting results

* Pension Schemes
updates

Scheme of Charges
and New Connections
Charging

:
4
H
.
.
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H
e
H
.

¢ Annual Report and

Accaunts for Severn
Trent Plc and Severn
Trent Water Limited

Renationalisation
GDPR

Market Abuse
Regulations

Reports from the

Employee Forum * investor relations

strategy and updates

N

Corporate governance
developments and legal
affairs reports

* Presentations from
Ofwat, DWI, CCW, Chair
of Custemer Forum

s Annual Performance
Report for Severn Trent
Water Limited

Modern Slavery Act

Commercial and

Capital Delivery reports * Group financing
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Culture and Values Environment

* Environmental
leadership

Supply Chain ESG
engagement strategy

¢ People Strategy ¢ Company purpose and s Cyber risk

« Talent developrment and culture

succession planning

» Whistleblowing updates

s Tramning Academy

development * Regulatory updates

* {nnovation update * Enterprise Risk

Management Reports

s Annual employee Climate change

* Tax Strategy survey results - QUEST

Enviranmental and

} © Reviewof the Group water qualbity updates

Authorisation
Arrangernents

» Board Strategy day -
further detail can be
found on page 75,

* Health, Safety and
Wellbeing

¢ Board diversity

« Employee recruitment
and retention

Reviaw of environmental
deep dives including
Biodwversity, Energy
Management and
Carbon

« Review and approval of
various Group policies
to support Severn
Trent's culture of Doing
the Right Thing

* Brexit
i « Defence update

* Review of Effectiveness
of Risk Managements
and Internal Controls
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Stakeholder and Shareholder engagement

We are proud to be the only utility working as a pathfinder company with the Purposeful Company Task Force As partof our
pathfinding role, the Board 1s committed to engaging effectively and working constructively with all of our stakeholders.

The Board recognises the importance of considering all stakeholders inits decisien-making, as set out in section 172 of the
Companies Act, and the positive impact this has in promoting the success of the Company as awhaole The table below sets out
details of key stakeholder engagement undertaken by the Board during the year

Board Engagement and Activities

Shareholders/ < Board approval of the half year and full year results Board attended results presentations

{nvestors * Board approval of the Annual Report and Accounts

Full Board attendance at the 2018 AGM

Investor meetings Executive and Non-Executive Directors undertook investor engagements in the year
Investor feedback presented to the Board, through manthly reperts and regular broker notes

Investor roadshows to Australia, US, Canada and Europe

Investor Relations strategy agreed by the Board

Chairman attended the Capital Markets Day Read more on page 74

-

Customer-shareholders had the opportunity to meet the Board at our AGM and ask questions

Customer Delivery Perfermance Report tabled at every Board meeting

Extensive customer research considered regularly by the Board in relation to the PR19 plan and submission
Board attended some of our PR19 customer research sessions

Customers

-

Communities  « Employees who Live and work in our communities meet the Board at the Employee Forum, AGM and site/f

operaticnal visits

Corporate Responsibility reports regularly discussed at Board meetings, including an update on community activities
Beard recewed updates on the Group's volunteering programme during the year

Board consideration of the community dividend, developed to fund projects in aur community

Immersive Board session on the ‘Wonderful Water Tour - cur new innovative educational tour to inspire and educate
childrenin our communities

Volunteering update considered by the Board

Board site visit to Lake Vyrnwy Reservoir and Visitor Experience Site

.

.

.

-

Employees » Employee-sharehclders had the opportumty to meet the Board at our AGM and ask questions
» CEO Employee roadshews and senior leader events
s Board attended a Company Purpeose and Culture session with employee representation and discussion
of the QUEST survey results
» Board meetings held at a variety of sites, including operational sites Directors met a number of employees
at these events
» Board site visits outside of the Board meeting calendar, where Directors met employees and discussed matters
with them
» Chairman, Non-Executive Director and Executive Director attendance at the Employee Forum, including an opportunity
to meet employees across the Group Individuat Directors provide feedback to the Board following Forum attendance
» Internal blogs by Executive Directors
* Regular senior leader engagement with Executive Directors
* Talent development considered by the Board
* Dedicated People Strategy discusston at Board Strategy day
Regulators/ e Renationalisation reports considered by the Board
Government * Regulatory matters regularly considered at Beard meetings, including PR19, Water Resources Management Plan
and Scheme of Whalesale Charges,
* Regulatory stakeholder attendance at Board meetings during the year
* Chairman met with Jonsan Cox, Ofwat
* Engagement wilh DW| lead inspeclor, EA, CCW and Lhe Pension Trustees for the Company s deflined benelit
pension schemes
* Regulatory consultation updates provided to the Board, including Severn Trent’s propesed response
Suppliers/ + Commercial Performance Report tabled at every Board meeting. including an update on relatienships with suppliers

Contractors and associated performance
+ Chairman and Executive Director attendance at the Employee Forum. inctuding attendsnce by suppliers
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Stakeholder and Shareholder engagement
continued

Institutional shareholders
and analysts

The Board recognises the importance

of representing and promoting the
interests of its shareholders and other
stakeholders Various mechanisms have
been putin place to ensure the Beard
remains in touch, with key activities set
out below

* monthly update reports on the key
shareholder engagement activities
undertaken by the Executive
Cormnmuittee and the Investor
Retations Team;

+ monthly report of cur shareholder
register, outlining the significant
buyers and sellers of Severn Trent Plc
shares: and

* reqular summaries of sector
research notes, allowing the Board
to understand the key opinions being
communicated to investors by sell-
side analysts

Investor engagement

The Board has an active Shareholder
Engagement strategy, the main elements
of which are set out below

Presentations are made to shareholders
and city analysts following the release
of the half year and full year results.

In this key year of cur regulatory cycle,
additional presentatians were made
following the submission of our business
plans for 2020-25, and Ofwat's initral
assessment of our plans This year

we held a Capital Markets Oay, which
focused on the key areas of the Severn
Trent Water plan

Primary investor events

The Chief Executive and Chief Financial
Officer regularly meet shareholders
during the year, often with other
members of the Executive Committee
The Charrman and Senior Independent
Director also offer to meet with our
largest shareholders without the
Executive Directors once every year and
are available to meet with investors at
any cther time upen request

in line with the UK Corporate Governance
Code, we recognise that the Board has
overall responsibility for ensuring that a
satisfactory dialogue with shareholders
takes place The Chairman, Chief
Executive and the Chief Financial Officer
report shareholder views on Severn
Trent Plc to the Board at every meeting.

An Investor Relations strategy was
agreed by the Board during the

year This sets out our approach to
identification of, and engagement with,
the Company's shareholders, sell-side
analysts and debt investars

2018/19 engagement

This has been a pivotal year for investor
engagement, with the submission

of the Company s business plans in
September 2018, and Ofwat’s [nitial
Assessment of the Plans in January
2019 These two events have been the
focus of investor interaction during the
year Investors have largely focused on
our ability to perform against the three
levers of regulatory outperformance -
QDl(s, Totex and financing - with engquiries
centred on our AMP6 performance
against these levers, and how this might
transiate into cur AMP7 performance

May 2018 London Roadshow September 2018 Bernstein Strategic
June 2018 Europe Roadshow Decisians Conference
June 2018 US Roadshow September 2018  Caprtal Markets Day
June 2018 RBS Reverse October 2018 Scott Harris Roadshow
Roadshow November 2018 London Roadshow
June 2018 Scott Harris Roadshow ~ November 2018 Edinburgh Roadshow
July 2018 Australia Roadshow November 2018 Switzerland Roadshow
July 2018 Scott Harris Roadshow  January 2019 Citi European Utilities
August 2018 Citr UK Utilities and Infrastructure
Reverse Roadshow Conference 2019
August 2018 Credit Suisse Reverse February 2019 London Roadshow
Roadshow February 2019 US/Canada Roadshow
September 2018 Morgan Stanley February 2019 Australia Roadshow
Conference March 2019 Scott Harris Roadshow
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Investors have also been keen to
understand how the business s
preparing for AMP7, and what factors
will drive long-term growth for our
regulated business In our non-regulated
business, investors have focused an the
acquisition of Agrivertn November 2018,
and the impact of this on our energy self-
generation targets

At a macreeconamic level, Brexit and
renationalisation have been key matters
of focus. On Brexit, emphasis has been
on the Company s preparedness for a
range of coutcomes More can be found
on page 61 On renationabisation the
focus has centred on how the debate
has evolved over the last 12 months,
and whether the sentiment amongst
politicians and the general public

has changed

Looking ahead to 2019/20

We have an established structured
programme for investor engagement,
incorporating roadshows to many of the
key locations where our shareholders
are located, including the UK, North
America and Australia We have also
confirmed attendance at a number of
industry conferences

We expect AMP7 readiness, and our
ability to perform against the three
reguiatory levers, to be the key themes
for investors throughout 2019/20 We also
anticipate investors to be focused on the
Group's dividend policy for 2020 onwards,
which will be announced following the
publication of the Final Determination

for both Severn Trent Water and Rafren
Dyfrdwy in December 2019 Dialegue with
our shareholders an macroeconamic
risks 1s continually maintained

Graphic rermoved

Investors attended our Capital Markets Day
in September 20186.
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Leadership and Effectiveness
The Board in action

The Board in action

The Board sets the strategy, oversees
its delivery and maintains the highest
standards of governance which are
integral to its delivery The Board also
ensures that, in making 1ts decisions,
these create sustainable, long-

term value for the mutual benefit of
stakeholders Inorder for the Group
to manage risk effactively, the Board
monitors financial performance

and reporting and alsc ensures that
appropriate and effective succession
planning arrangements and
remuneration policies are in place

Page 72 details the main topics
discussed by the Board during the year

Board Strategy Days

In addition te formal meetings at

which strategic matters are regularly
censidered, in dune 2018 the Board

held a dedicated strategy meeting

with the Executive Committee to focus
on PR19 This has been a matter of
significant focus for the Board during
the year The day focused on the Group's
People Strategy, including culture,
talent acquisition, talent development,
talent management and crganisational
performance The Strategy Day also
covered the potential for artificial
ntelligence, data analytics and robotic
process automation to improve
effictency and performance across the
business - driving quality improvements
and minimising the need for manual
intervention The Board was immersed
in Strategy Day topics through use of real
examples and simuiation to demonstrate
current and planned interventicns

For 2019, a portion of the strategy
meeting will focus on AMP7 delivery
plans, following Severn Trent Water s
plan for the five years from 2020 being
fast-tracked by Ofwat

Cultural Index

The Board will also consider the Group's
carbon and energy strategies and sector
legitimacy, with discussicn on key
priority areas

Our Company purpose and culture

The Board i1s responsible for estabtishing
Severn Trent's purpose, visian and
strategy, and satisfying itself that its
culture1s aligned Our purpose - to
serve our communities and build a
lasting water legacy - reflects ‘why we
do what we do Our strategy provides

us with ‘'what’ we do But the "how’ we
deliver our purpose and strategy 1s what
differentiates us and sets us apartand
that i1s driven by our culture, values

and behaviours

To support the creation of long-term
value for the mutual benefit of our
shareholders, emplayees, customers
and communities, we recognise the
importance of building and promoting

a culture of integrity and openness,
where inclusion and diversityis

valued Assessment of companies
crganisational culture can sometimes
be hard to interpret and, as such, we're
working with other companies to develop
a new culturat index This will allow
stakeholders to make comparisons
against reliable data points, with clear
external benchmarks and give greater
vistbility on compantes progress

The initial measures we are considering
are set out in the table below

At the heart of Severn Trent's culture s
a closely held set of values — Doing the
Right Thing These values embody the
principles by which the Group operate,
and provide a consistent framework for
responsible business practices

These policies codify how to identify

and deal with suspected wrongdoing,
fraud or malpractice, how to ensure

that the highest standards of safety are
maintained, and how to apply good ethics
and sound Jjudgrment

During the year, the Board has focused
on deepening its understanding of the
Group's culture even further, through a
dedicated company purpoese and culture
session in January 2019

The session was centred on the results
of the all employee survey QUEST

and other relevant data The Board
considered the positive and more
challenging aspects revealed by the
survey and discussed the Company’s
approach to addressing areas of
employee focus, such as health and
safety and gender neutral facilities at
operational sites

The Board routinely interacts with
employees as part of their site visit
pregramme Details of site visits held
during the year can be found on page 80
Direct interactions with employees,
specifically in relation to culture, allows
the Board to understand first-hand the
key 1issues identified by our workforce,
and provides an epportunity to feedback
specific insights to them

The findings from the culture session
are being used to Inform future areas

of focus for the Board moving forward
As part of this activity the Board satisfied
itself that the Group s policies, practices
and behavicur throughout the business
are wholly aligned with Severn Trent’s
purpose, vision and strategy

Topic Measures Benchmark
Engagement * Glassdaor Rating * Glassdoor
* Engagement score » Versus UK Average
Fairness + Gender Pay Gap * Median Versus UK Average (ONS)
+ CEQ Pay Ratio * Versus UK Average
* Ethnicity Pay Ratios + TBC when Government standard disclosed
Wellbeing * Days lost to mental health 1ssues * Mind - Workptace Wellbeing Index
+ Employee turnover « CIPD
Inclusion * Gender representation at senior levels * Hampton-Alexander Ranking
* Social Mability * Social Mobility Index
* Ethnic Diversity + BITC Diversity Index
Skills » Training Days * CIPD

¢ Levy Spend

¢ UK Government

Severn Trent Plc Annual Report and Accounts 2019
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Leadership and Effectiveness
Reinforcing cur culture

Severn Trent's values support Doing the Right Thing and drives delivery of the Group's strategy

b i (1 aith gl

customers

integrity

environment

I l awesome
. l company

OV )

Educating our people, supperting and guiding them to demonstrate

Doing the Right Thing has
supporting policies that apply
to everyone who works for
Severn Trent

Review mechanisms to further support and assess our culture

Our workforce can raise
concerns at work through
their line manager. senlor
management and through our
cenfidential and independent
whistleblowing helpline,
‘Safecall’” All investigations
are carrted out independently
with findings being reported
directly to the Audit and
Corporate Responsibility
Committees The Audit
Committee monitars and
reviews the effectiveness of
the Group's whistleblowing
arrangements annually

and provides feedback 1o

the Board

positive behaviours in atl they do

These palicies are the
strategic link between our
vision and how we manage
our day-to-day business,
and are underpinned by
spectfic company standards
and procedures

Read more
Page 95

Reports from the respective
Chairs are provided to the
Board at the outset of every
meeting, with any serious
allegations being directly
reported to the Board

QOur annual employee
engagement survey, ‘QUEST',
provides data n a clear

and comprehensive form,
identifying what's going well
and where we can Improve
across the Group QUEST is
conducted by an independent
research company to ensure
the results are anonymous
and the results are reported to
the Board

To suppert understanding of
our policies and standards,
there I1s programme of
targeted training, including
e-learning modules and

practical tramning sessions

Dedicated culture discusstons
are included at our Employee
Forum, hosted by the
Company and attended by the
Chairman, Non-Executive
Directors and Executive
Directors This regutar Forum
15 attended by numerous
employee representatives,
Unions and other stakehoiders
to enable the views
throughout the organisation
to be considered at Board
level indrvidual Directors
prowvide feedback at the
Board meetings following
Forum attendance

Feedback to the Board to deepen its understanding of the Group’s culture

Qur established reporting mechanisms for company purpose and culture are essential tools in the
Board's oversight of cultural matters All feedback received deepens the Beard's understanding
of the Group’s culture and Board feedback 1s used to inform fuiure areas of focus and ensure that
local plans are consistent with feedback received
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Leadership and Effectiveness
Board evaluation

The effectiveness of the Board

is reviewed at least annually,

and conducted according to the
guidance set out in the Code and FRC
Guidance on Board Effectiveness,
An externally facilitated evaluation
was last conducted by Manchester
Square Partners in 2017/18, with the
next externally facilitated session
scheduled for 2021.

The 2018/19 evaluation was internally
conducted by the Chairman with support
from the Company Secretary through a
series of one-to-one meetings in January
and February 2019 Separate meetings
were held to consider the effectiveness of
the Chief Executive, led by the Chairman,
and of the Chairman, led by the Senior
Independent Director

Fcllowing completion of the evaluation
process, the Board considered the
report’s Indings and agreed specific
actions It was also agreed that six-
manthly reviews on pregress against
the report’s recommendations would
beo tabled for Beard discussion.

Severn Trent Plc Annual Report and Accounts 2019

Evaluation Process

Step 1. 2018/19 Process planning

The Company Secretary undertook a detailed review of the Board Effectiveness
evaluation process and made revisions to incerporate recommendations

and areas of focus highlighted in the 2018 Code and FRC Guidance on

Board Effectiveness

A process for comprehensive one-to-one meetings was developed for the
Board and its Comrnittees, with interview questions structured on the basis of
feedback from the 2017/18 evaluation, including areas for improvement and any
additicnal cbservations

Step 2. One-to-one meetings

Board and Committee members participated in comprehensive one-to-one
meetings with the Company Secretary, with appropriate time provided to atlow
detailed discussion to take place

Step 3. Evaluation and reporting

The Company Secretary compiled the individual responses, including analysis
of themes and proposed actions A detailed report, setting out the findings of

the evaluation was provided to the Chairman for consideration The Company
Secretary and Chairman met to discuss the findings, with the resulting report
being tabled to the Nominations Committee and Board in March 2019

Step 4. Agree actions and monitor progress

The findings of the evaluation exercise were fully considered when making
recommendations in respect of the re-election of individual Directors and
included an assessment of their independence, time cormmitment and
individual performance

Graphic removed
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Leadership and Effectiveness continued
Board evaluation

Evaluation Findings

The evaluation concluded that excellent
progress had been made in respect of
areas tor further focus identified in the
2017/18 review as detailed below

The key theme highlighted in the 2018/19
evaluation was positive Board discussion
dynamics It was noted that all Directors
fostered a culture ot open, constructive
debate, undertaken by a respectfut

and cohesive, and appropriately
challenging Board

Evaluation findings

Evaluation Action 2017/18

Balance of Debate - continue to
maintain focus on strategic, operationat
and reputational priorities as well

as regulatory matters,

The evaluation also concluded that

the Board, its Committee Chairs and
Committees were effective and that

all Directors were considered to have
demonstrated considerable commitrent
and time to their roles, well in excess

of that required by the Charter of
Expectations notwithstanding any

other posttions held by them outside

of Severn Trent.

Mincr areas for further development
of the Board's effectiveness were as
detailed below

Progress 2018/19

As part of the evaluation, full
consideration was given to the number
of external posttions held by the Nen-
Executive Directors Uirectors’ other
appointments were reviewed, including
the time commitment required for

each As aresult of this review, the
Nominations Committee did not identify
any Instances of overboarding and
confirms that all indwvidual Directors
have sufficient time to commit to their
appointment as a Director of Severn
Trent Plc The full Ust of external
appointments held by our Qirectors can
be found on pages 66 to 67 All of our
Non-Executive Directors are considered
to be independent

Separate, dedicated PR19 meetings were scheduled outside the normal Board and
Comrrittee timetable, to reduce the pressure on the Board agenda and maintain focus
on strategic, operational and reputational priorities.

During the 2018/19 evaluation, the Board noted that PR19 approval and submission had been
particularly well managed and that the use of additienal Board Committee meetings and
briefing papers had ensured that this topic had not distracted the Board from considering
otner strategic issues and operalional performance cversight

Talent Management and Succession
Planning - opportunity to apply more
structure to succession planning and
talent development discussions at the
Nominations Commuttea and the Board

Talent and succession planmng have been added as separate standing Nominations
Committee agenda items with a forward Board programme for talent and successian

planning alsc being developed

Existing talent and succession planmng elements of the Boardinduction programme were
updated to give new Non-Executive Directors better oversight of the Group's processes

Board Composition - opportunity to
increase the ethnic diversity of the
Board in line with the recommendations
of the Parker Review and to appoint

an additional Director with Treasury/
Engineering experience

Financing - oppertunity to spend more
tirne on this topic during NED induction
given its complexity

Culture - develop a structurad plan to
enable the views, 1deas and constructive
challenge throughout the organisation
to be considered at Board level

Succession planning was considered by the Norminations Comnuttee, and Board, during the
year This included consideration of the Board's Diversity Policy and its aims to increase
the ethmic diversity of the Baard in line with the recommendations of the Parker Review

The Board also considered Board succession planning i respect of Directors with more

Treasury and Engineening experience

Relevant sections of the Board induction materials have been reviewed during the year

The Board induction programme now includes two additional face-to-face sessions with the
finance team to provide the opportunity to clarify and deepen Directar knowledge

Cormpany purpose and culture continues to be censidered by the Board as a separate Board
agenda itern Additional detail can be found on page 75.

The Chairman and Non-Executive Directors will continue to attend our Employee Forum
This regular Forum s attended by numerous employee representatives, Unions and other
stakeholders to enable the views throughout the organisation to be considered at Board level
Individual Directors provide feedback at the Board meetings following Ferum attendance

Minor areas fer further development of the Board's effectiveness

Evaluation Action 2018/19
Succession Planning

Gpportunity to apply more focus ta succession planning, in full consideratian of Directar
tenure Read more on succession planning activity following year end on page 84

Balance of Debate

The Board noted the excellent chairing of Board discussions despite challenging agendas
during the year Oppertunity to allocate additional time on the Board agenda to engage
personally with presenters and discuss matters more informally

Board Composition

Oppertunity to consider broader diversity and inclusien in terms of the Board’'s compaosition

Remit of Board Committees

Cpportunity to review the duties within the respective Committee Terms of Reference
and ensure thal Commillee meelings have suflicient Ume allocated to them.
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Leadership and Effectiveness
Effectiveness

Board Development
and Knowledge

Training and Continuing

Professional Development ['CPD'}

As well as Board agenda items, training
and CPD sessions in relation tc specific
topics of interest were presented to the
Board during the year, as follows

* Severn Trent Academy,
* Leakage Innovation,

* Birmingham Resilience,
* Customer Bills,

* Wonderful Water Tour (our Educational
Buses] Read more on page 35,

» Impact of Renationalisation,

* Robotics and Artificial Intelligence,
+ Company Purpeose and Culture, and
e Capital Spend

The aim of the training sessions is to
continually refresh and expand the
Board s knowledge and skills In daing
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 inte our businesses and
management capability

Our Regulators

To deepen Board level understanding of
our Regulators, cur Chairman and Non-
Executive Directers formally met with
our Regulator, Ofwat, five times during
the year

Informal Board interactions

The Board regularly meets more
informally, in the form of Beard dinners,
outside of the scheduled Board meeting
calendar These sessions are convened
to build and maintain successtul
relationships and premote a culture

of openness in Board discussions
Senior Management and external
stakeholders [including Ofwat and the
Water Forum] are invited to attend
these sessions

Directors’ resources

An online resource library and CPD
repository 1s available for use by the
Directors, which 1s continually reviewed
and updated The library includes

a Corporate Governance Manual, a
Results Centre and Investor Relations
section and briefings 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
The Directors also have access to
professional development provided

by external bodies and our advisers
CPD regquiremnents were considered
through individual performance review
meetings between the Chairman and
each Director, as part of the internally
facilitated Board Effectiveness review
in 2018/19

Induction programme

We have an established nduction
programme In place which can be
tailored to meet the requirements of
individual Directers and includes the
following elements/details:

* Ofwat pre-appointment process,

+ Our business and how we are
regulated, including performance,

+ Our Non-Regulated Business,
including performance;

-

Strategy,

* Key operations and processes
including an immersive, practical
journey through the water and
waste cycles,

+ Key stakeholder relationships;
e Customer delivery,
* Capital delivery and cammercial,

* How the business s financed and
financial performance including
analyst and investor opinien;

Our people and how we work, including
heatth, safety and wellbeing, talent
and succession, Trade Uniens and an
overview of our Remuneration Policy,

* Risk and audit, including the Group risk
profile and cur approach to risk;

¢ Face-to-face meetings with key
senior colleagues,

Directors’ duties; and

* Governance matters and
Group policies

We continually enhance the Beard's
induction process, in full consideration
of feedback from new appointees and the
Board Effectiveness evaluation

Graphic removed
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The Beoard immersed themselves in our
Waonderful Water Tour - our innovative
educational rocadshow, inspiring the next
generation.
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L.eadership and Effectiveness continued
Effectiveness

Operational and Site Visits
The Beard, and individual Directors, undertook three key site visits during the year, to deepen their understanding of the Broup’s
operations and further inform the Board's decision-making in creating sustainable long-term value for the mutual bepefit

of stakeholders

Sie

Minworth - Thermal
Hydrelysis Plant
['THP

Qbjectives

L]

Practical demanstratron of Health and Safety considerations
on complex cperalional siles

Employee expertise

Overwew and demanstration of the sludge treatment process
and operations

Overview of THP process and its importance to the Group,
including implementation of technological advances

Process optimisation across the Minworth site

Site sampling and performance record

Environmental

Key Board Coensiderations

« Haatth and safety

+ Employee stakeholders and
People Strategy

s Dperational knowledge

* Technology

s Environment

Lake Vyrnwy + Practical demonstration of Health and Safety considerations on * Customer and community experience
Reseryoir and publicly accessible sites s Environment
Visitor Site e Tour and brniefing on educational programmes delivered at the site e Health and safety

+ Tour of conservation programmes, including the RSPB Organic Farm  » Employee stakeholders and

and 5SS site People Strategy

= Opportunity to interact with employees s Operational knowledge

+ Overview of Lake Vyrnwy's infrastructure * Infrastructure

* Catchment Management activities s Environment

¢ Biodiversity activities * Bindiversity
Agrivert * Practical demonstration of health and safety considerations on * Health and safety

.

complex operational sites
Employee expertise and oppertunity to interact with employees

Overview and demonstration of the anaerobic digestion process
and operations, including implementalion of lechnolegical advances

Process optimisation across the Agrivert site
Environmental

» Employee stakehaolders and
People Strategy

+ Operabional knowledge

» Technology

¢ Environment

Graphic remeved
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The Board spent time observing anaerobic
digestion processes at our Agrivert site and
were hugely impressed by the engineering
capability and expertise of our people.
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Nominations Committee report
Leadership & Effectiveness

Strategic report

> Governance

Chairman’s
message

Graphic removed

Andrew Duff
Chairman of the
Norminations Committee

Attendance table

Committee Meetings Max
Member attended possible
Andrew Duff 4 4
[Chairman]’

John Coghlan? 4 4
Dominique 4 4
Reiniche?

Kevin Beeston? 4 4
Philip Remnant? 4

Angela Strank’ 4 4

The members of the Committee In
2018/19 were the Non-Executive
Directors of the Board Only members of
the Commuttee have the right to attend
Committee meetings Other individuals
such as the Chief Executive, the

Director of Human Resources, senjor
management and external advisers may
be invited to attend meetings as and
when appropriate

The Committee’s Terms of Reference
were updated in March 2019

1 Independent on appointment

¢ Independent Non-Executive Director

Severn Trent Ple Annual Report and Accounts 2019

Dear Shareholder

| am pleased to introduce this report
which detalls the role of the Commuttee
and the important work 1t has
undertaken during the year The pages
that follow provide additional detail

on the activities and discussions of

the Committee and share the matters
considered by the Commirttee and steps
taken to address any acticns

The Committee plays a key role in
supporbing the Board within the
Governance Framework In reviewing
the composition of the Board and its
Comrmttees This includes assessing

whether the balance of skills, experience,

knowledge and independence on the
Board is appropriate to enabte it to
operate effectively The Committee also
assisted the Boardn its consideration
of conflicts of interest and independence
Issues No conflicts of interest or
independence 1ssues wereidentified as
a result of this activity

Throughout the year, increased focus
continued to be given to the Group's
succession, contingency planning and
diversity needs Discussion centred

on the importance of developing,

and maintaining, a diverse range of
perspectives, skills, experiences and
expertise, essential to ensuring our long-
term viability and commercial success
More information on our diversity
initiatives can be found in the Strategic
report on page 44

The Committee held four meetings
during the year and has met twice since
the end of the financial year | would like
to thank the members of the Committee
for the open discussions that take place
at cur meetings and the importance they
all attach to 1ts work

During the year, the Committee has
spent a significant proportion of its

time overseeing the evaluation of the
Board. its Committees and Directors

We also spent time considering the
development of our talent pipeline

for Directors and high performing
individuals belew Board level, with a
facus on the need for diversity As part of
the Board Effectiveness evaluation, the
Committee evaluated the structure, size,
compaosition and succession needs of the
Board Additional detail can be found on
page 77

As menticned in my Chairman’s
statement on page 16, | believe this

1s the right moment to step down

and allow a new Chair to lead the

Board into the next phase for Severn
Trent The Committee, led by Senior
Independent Director Kevin Beeston, I1s
overseeing the process ahead of making
a formal recommendation to the Board
The Committee 1s in the imtial stages of
succession planning and 1t 1s planned

to formally announce my successor In
due course In Line with the provisions of
our Board Diversity Policy, any executive
search firms involved will be signed up to
the veluntary code of conduct on gender
and BAME diversity and best practice
Kevin Beeston will centinue to chair

all meetings of the Committee when it
meets to discuss this matter

Andrew Duff
Chairman of the
Nominations Committee

Documents available at severntrent com

Nominations Committee Terms
of Reference

Board Diversity Policy Statement
Group Conflicts of Interest Policy
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Nominations Committee report continued
eadership & Effectiveness

Key areas of Nominations Committee facus in 2018/19

A summary of the matters considered at each meeting I1s set out below

July 2018

e Preparations for the 2018 UK Corporate Governance Code

November 2018
* STEC Succession Planning
January 2019

* NED Tenure Review and Succession Planning

o Workforce Engagement, including indwidual Director commitments

March 2019
* Board Effectiveness Report 2018/19

» Caontinuing Offrice of Directors

* Board Composition and Independence

« Conflicts of inferest Annual Review
» Diversity and Inctusion Update
ApriL2019

s Board Succession Planming

May 2019

* Board Succession Planning

* Talent Development and STEC Succession Planning

* Nominations Committee Report within the Annual Report and Accounts

Diversity

As highlighted earlier in the report, the
Board and Nominations Committee
continue to drive the agenda of diversity
across the Group and are proud of the
progress made, especially in respect

of female representation on the Board
and Executive Cammittee [now at 37 5%
and 36% respectively] A breakdown by
gender of the number of persans who
were Directors of the Company, senior
managers and other emplayees as at

31 March 2019 45 set out below.

The Board remains focused on promoting
broader diversity, and creating an inclusive
culture in line with the recommendations
of the Parker and McGregor-Smith
reviews A diverse organisation benefits
from differences in skills, regional and
industry experence, background, race,
gender, sexual orientation, religion, belief
and age. as well as cutture and personality

The Board Diversity Policy ithe 'Pobey’)
was reviewed by the Committee in
January 2019, with recommended
updates approved by the Board As part
of Board discussions, recogmition was
given to the importance and benefits

82
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of greater diversity, including gender
diversity, sccial and ethmc background
and cognitive and personal strengths
throughout the organisation, including
on the Board rtseif Although no targets
have been set at present, the benefits
that diversity brings to the Board are
wholly recognised by the Committee and
15 evidenced through the commitments
made in the Palicy

The objectives of the Policy, and an
update against each of themn, are
set out on page 83 A copy of the
Policy Statement is available on the
Severn Trent Plc website
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Board Diversity Policy - Objectives and Progress

Palicy Objectives

Ensure the Board comprises an
appropriate balance of skills, experience
and knowledge required to effectively
oversee and support the management of
the Company.

Implementation

Annual review of the Board s composition
by the Norminations Cornmittee each year
with particular consideration being given
to the balance of skills, experience and
independence of the Board

Board Fffectiveness evaluation specifically
considers the composition of the Board
and the contribution, cemmitment and
independence of individual Directors

Progress against objectives

Atits March meeting, the Committee formally
reviewed the composition of the Board and the
performance, contribution and commitment
of individual Directors in the context of the
Board Effectiveness evaluation No concerns
were raised in relation to the compositron of
the Board

Regular updates in respect of succession
planning fully consider the Board s
Diversity Policy and its aims to increase
the ethnic diversity of the Board in Line with
the recommendations of the Parker and
McGregor-Smith Reviews

The Board alsc considered Board succession
planning inrespect ot Ditectors with specific
experience in Treasury and Engineering

Ensure consideration is given to
candidates for Non-Executive Director
Board appointments from a wide pool,
including those with no listed company
Board level experience.

The Board and Nominations Committee
recognise the importance and benefits of
greater diversity including gender diversity,
social and ethnic background and cognitive
and personat strengths, throughout the
orgarisation, including on the Board itself

Oninstruction of an executive search
firm, the specification will ensure that
candidates with no Listed company Board
experience are fully considered

No Board appointments were made during
the year, however all recommendations in
respect of future Board appointments will be
conducted in full consideration of the Policy,
2018 Code and additronal relevant guidance

Ensure Board appotntment ‘long lists
include diverse candidates, including
diversity of social and ethnic backgrounds
and cognitive and personal strengths.

The Board and Nominations Committee
recognise the importance and benefits of
greater diversity including gender diversity,
social and ethnic background and cognitive
and personal strengths, throughout the
crgamisation, including on the Board itself

The Company only engages with executive
search firms who have signed up to the
voluntary code of conduct on gender and
BAME diversity and best practice

No Board appointments were made during
the year however all recommendations in
respect of future Board appointments will be
conducted in full consideration of the Policy,
2018 Code and additional relevant guidance

Ensure the Board and Nominations
Committee only engage executive search
firms who have signed up to the voluntary
Code of Conduct on gender diversity and
best practice.

The Company only engages with executive
search firms who have signed up to the
voluntary code of conduct on gender and
BAME diversity and best practice

We continue only to engage with executive
search firms who have signed up to the
voluntary code of conduct on gender and
BAME diversity and best practice

Ensure focus is given to the development
of a pipeline of diverse high calibre
candidates for Board level roles.

Regular Board and Nominations
Committee consideration of the importance
and benefits of greater diversity including
gender diversity, social and ethnic
background and cognitive and personal
strengths This includes representation of
these cohorts in the Group s talent pipeline
and on the Board itself

Atits March meeting, the Nominations
Committee considered Diversity and Inclusion
within the Group The Board committed to
butding on existing graduate, apprentice

and leadership programmes to embed
inclusivity In our succession planming and
talent development work This mcluded
discussich on strengthening our talent
pipeline, with an enhanced focus on ensuring
appropriate representation from minority
ethnic candidates, as well as other relevant
diverse cohor*s

This was atso an area of specific rocus within
the Board Succession Planning discussions
that took place during the year

Severn Trent Plc Annual Repart and Accounts 2019
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Nominations Committee report continued
L eadership & Cffectiveness

Talent development

We recognise the importance of
developing our people and, as such,
talent management remains a key topic
of discussion. The Group's five year tatent
plan focuses on building technical and
leadership capability, and creating talent
pipelines for the future

We have a total of 78 graduates in
training, with 43 places offered in

2018. We currently have five entry
programmes for graduates - Business
Leadership, Finance. IS, Engineering and
Project Management Qur placement
programme for undergraduates offers

a range of summer and 12 month
placernents across Engineering, Finance
and the Visitor Experience teams

We filled 23 roles in 2018 with a new
cpportunity in the Quantity Surveying
team being offered in 2019

We currently have 133 apprentices in
traimng In 2018, we launched three new
apprenticeship programmes in HR, Legal
and Vehicle Technictan We now have 11
active apprenticeship programmes, and
we expect this to increase to 131 2019

We have been a key partner in the
development and implementation of

the new water industry apprenticeships
standards through the Government's
Traiblazer imtiative As one of the 13
firms making up the employer group, we
have ensured that Severn Trent has been
at the forefront of its development

Our innovative delivery model for the
water process technician standard has
allowed us to design a pregramme that
ensures high quality apprenticeship
training delivered in just 24 manths -
significantly faster than any previous
schemes Elsewhere in the industry
this course would take at least 36 -

48 months to complete

Succession planning

Kevin Beeston led the discussion on

the process of succession planning

for Andrew Duff, who has been on

the Board since May 2010 and has

been our Chairman since July 2010,
therefore reaching the nine year limit

for Chairs specified in the 2018 Code

The Committee i1s in the initial stages of
succession planning and it 1s planned to
formally announce Andrew’s successorin
due course In line with the provisions of
our Board Diversity Policy, any executive
search firmns invelved must be signed up
to the voluntary code of conduct on gender
and BAME diversity and best practice

The Commyttee looks forward to
appointing a well-qualified and high
calibre Chair in due course, and daes not
believe that it would be in the interests
of shareholders for this to take place
immediately, for the following reasons:

« 1t would be beneficial for the new Chair
to be able to join the Board and work
alongside Andrew Duff for a period
before they step up to become Chair;

a search for a high quality candidate
takes time and the Committee does
not want to rush this tmportant search,
and

Graphic removed
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¢ inthe Committee’s opimon, Andrew
Duff remarns a very strong and i
effective Chairman, who 1s independent
of management and provides robust
challenge The findings of the Board
effectiveness evaluation support
this view

in the year ahead, the Commuittee

wiil focus on ensuring a smooth and

orderly handover and induction, in

conjunction with the Company Secretary '
Kevin Beestan will continue to Chair

alt meetings of the Commuttee when it

meetls to discuss this matter

Director conflicts and
independence

in March 2019, the Commuttee

conducted its annual review of individual
Director conflict authorisations as
recorded in our Conflicts of Interest
Register Additionally, the Board and

its Committees consider conflicts of
interest at every meeting, and the Board
reviews the authorisation of any poetential
conflicts of interest every six months,

The Conflicts of Interest Register sets
out any actual or potential conflict of
nterest situations which a Director
has disclosed to the Board in tine with
their statutory duties When reviewing
conflict authorisations, the Committee
considers any other appointments held
by the Director as well as the findings
of the Board Effectiveness evaluaticn
Following the review, the Committee
recommended to the Board that

each conflict authorisation remained
appropriate There were no new potential
canflict situations during the year

The independence of our Non-Executive
Oirecters (s formally reviewed annually
by the Nominations Commuttee,

and as part of the Board evaluation
exercise 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 iIndependence
Inaccordance with the Code, all the
Directors will retire at this year's AGM
and submit themselves for re-election
by shareholders Each of the Non-
Executive Directors seeking re-election
are considered to be independent in
Judgment and character.

The Neminations Cemmittee spent time
meeting an engineering apprentice at our
Minworth site.
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Chairman’s
message

Graphic removed

John Ceghlan
Chairman of the Audit Committee

Attendance table

Cammittee Meetings Max
Member attended possible
Jehn Coghlan' 4 4
[Chairman)

Philip Remnant? 4 4
Kevin Beeston® 4

Inaddition to the attendance set out
above, the Chairman, the CEOQ, the

CFQC. the Head of Internal Audit, the
Group Financial Cantroller and the
External Auditor normally attend, by
invitation, all meetings of the Committee
Other members of Semor Managerment
are alse invited to attend as appropriate

The Commuttee regularly helds

private discussions with the Head

of Internal Audit and the External
Auditer separately, without Executive
management present The Committee
Chairman regularly holds separate one-
ta-one meetings with the CFO, the Head
of Internal Audit, the External Auditar
and with Committee Members cutside
the meetings to better understand any
Issues or areas for concern

The Commuttee s Terms of Reference
were updated in March 2019

Dear Shareholder

| am pleased to introduce this report
which details the role of the Audit
Committee and the important work it
has completed during this pivotal year
for Severn Trent The pages that follow
provide more detail on the activibies of
the Committee and provides an overview
of the significant 1ssues the Commuttee
assessed and steps taken to address
any 1ssues

The Commuttee has continued to play

a key role within the Governance
Framework in discharging its oversight
responsibilities for the integrity of the
Company's financial statements and
matters relating to the Group s system of
internal controls and risk management
We continue our fecus on ensuring

the adequate mitigation of current and
emerging risks faced by the Group
Additional detail of how we carried out
our risk assessment activities and how
we identify and manage risks can be
found on page b4 of our Strategic report

The Committee held four scheduled
meetings during the year and has met
once since the end of the financial year
An additional four Committee meetings
were held during the year, the details of
which are described within this repaort

I would Like to thank the members of
the Committee, the management team,
Internal Audit and our External Auditor,
Deloitte, for theiwr continued commitrment
threughout the year, and for the open
discussions that take place at our
meetings, and for the importance they
all attach to its work.

The Committee’s performance was
assessed as part of the annual Board
effectiveness evaluation | am pleased to
report that the Committee is regarded
as operating effectively and the Board
takes assurance from the quality of

the Committee’'s work The Beard 1s
satisfied that the Committee members
bring a wide range and depth of financial
and commercial experience across
various industries All members have
competence relevant to regulated and/or
utilities businesses as well as significant
recent and relevant financial experience

Recent and relevant inancial experience as a member of the Institute of Char tered Accountants in England

and Wales and John was previously Depuly Chref Execubive and Group Finance Director of Cxel PLC

LS]

and Wales

(%)

Recent and relevant finarcial experience as a fellow of the Institule of Char tered Accountants in England

Recent and retevant inarcial experience as a tetlow of the Chartered Institute of Managemrent Accountants

and Kevin was previously Fingnce Director at Serco Ple
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During the year, the Committee spent

a significant proportion of 1ts time
overseeing the devetopment of PR19
plans for Severn Trent Water and Hafren
Dyfrdwy Other significant parts of

the Commuttee’'s work this year have
included Enterprise Risk Management,
consideration of Internat Audit reports,
oversight of the retationship with

the External Auditor; including the
assessment of 1ts ongoing objectivity
and Independence: overseeing the
assurance of regulatory returns made
by Severn Trent Water and Hatren
Dyfrdwy, oversight of whalesale charges,
new connections charging, customer
0D forecast, Company Monitoring
Framework and the Water Resource
Management Plans for both Severn Trent
Water and Hafren Dyfrdwy

As part of the Committee s oversight

of regulatery reporting ebligations in
respect of Severn Trent Water and Hafren
Dyfrdwy, the Company has reviewed

the effectiveness of its governance
arrangements for these substdiaries
during the year Following this review,
modifications to the Audit Committee
meeting structure have been
implemented to facibitate dedicated
Committee focus for Hafren Dyfrdwy
reqgulatory matters These arrangements
are asststed through the management
of separate agenda items for Hafren
Dyfrdwy matters, with the Independent
Non-Executive Directors of Hafren
Dyfrdwy being invited to attend all
relevant meetings in respect of Hafren
Dyfrdwy matters Regular updates on
the regulatory matters considered by
the Audit Committee on behalf of Hafren
Dyfrdwy are also reported at each
meeting of the Hafren Dyfrdwy Beard,
with more formal reporting on a six
monthly basis

John Coghlan
Chairman of the Audit Committee

Dacuments available at severntrent.com
Audit Committee Terms of Reference

Non-Audit Services Policy

85



Governance

Audit Committee report continued

A

ccountabibity

Key areas of Audit Committee focus in 2018/19

A summary of the matters considered at each meeting Is set out below
May 2018

Scheduled meeting

* Financaial results anncuncement 2017/18

* Severn Trent Plc Annual Report and Accounts 2017/18

» Severn Trent Water Limited Annual Report and Accounts 2017/18
* Viability Statement and Going Concern

Financial Reporting

* Deloitte Full Year Audit Report

External Audit

= Internal Audit update
* Assurance Map update

Internal Audit

* PR19 Assurance Plan Requlatory

» Internal control and risk management effectiveness for Severn Trent Plc and Severn Trent Water Internal Control and Risk
* Whistleblowing update Management

+ Fair, balanced and understandable assurance process Severn Trent Plc and Severn Trent Water Governance

* Relevant Audit Informaticn process Severn Trent Plc and Severn Trent Water
June 2018

Additional meeting

* Annual Performance Report and Annual Regulatory Compliance Statement for Severn Trent Water
* PR14 Reconciliation for Severn Trent Water and Dee Valley Water Limited [now Hafren Dyfrdwy)
July 2018

Regulatory

Additianal meeting

« Hafren Dyfrdwy Annual Report and Accounts 2017/18, including Viability Statemment and Going Concern

Financial Reporting

= Hafren Dyfrdwy Enterprise Risk Management Update, including Principal Risks for the Annual Report

Internal Control and Risk

= Internal control and risk management effectiveness for Hafren Dyfrdwy Management

* Whistleblowing update

* Annual Performance Report and Annual Regulatary Compliance Statement for Hafren Dyfrdwy Regulatory

* PR19 Assurance Plan for Hafren Dyfrdwy

= Fair, balanced and understandabte assurance process Hafren Dyfrdwy Governance

August 2018 Additional meeting H
* PR19 Plan - Severn Trent Water Regulatery

e PR19? Plan - Hafran Dyfrdwy
September 2018'

Scheduled meeting

» External Audit 2018/19 plan and terms of engagement
* External Audit Review of non-audit fees

External Audit

¢ Internal Audit update

lnternal Audit

« Scheme of Wholesale Charges

Regulatory - SEVERN TRENT
WATER

» Scheme of Wholesale Charges

Regulatory - HAFREN

DYFROWY
* Enterprise Risk Management update Internal Control and Risk
* Whistleblowing update Management

+ Review of effectiveness of Whistleblowing arrangements
November 2018

Scheduled meeting

» interim financial results 2018/19

Financlal Reporting

* Delojtte Interim Audit Report

External Audit

* Internal Audit update
* Assurance Map update

lnternal Audit

* Customer QDI Forecast and Assurance
* Company Monitoring Framework Risk Statement
* General Data Protection Regulation review

Regulatory - SEVERN TRENT
WATER

+ Cusiomer QDI Forecast and Assurance

Regulatory - HAFREN
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*+ Company Monitoring Framework Risk Statement DYFRDWY

* Cyber review Internal Control and Risk

* Whistleblowing update Management

* Material Litigation Report and Legal Compliance Report Governance

January 2019 Additional meeting

= Water Resources Management Plan
= New Connections Charging

Regulatory - SEVERN TRENT
WATER

* Water Resources Management Plan

Regulatory - HAFREN
DYFRDWY

1 Modfications to the Audit Commuttee meeting structure were implemented in Septernber 2018 to facibtale dedicated Sommittee focus for Hatren Dyfrdwy

regulatory matters

Severn Tremt Plc Annual Report and Accounts 2019




March 201%

Scheduled meeting

» Accounting Policies update
s Viability Statement and Going Concern

Financial Reporting

+ Review of effectiveness of External Auditor
= Review of Non-Audit services

External Audit

+ Internal Audit update
* Assurance Map update
» internal Audit Plan 2019/20

Internal Audit

+ Water Resources Market Information

* Process and Timeline for Assuring the 2018/19 Regulatory Reporting Requirements
+ WICS Comptliance Statement

s General Data Protection Regulation Review

+ Board regulatory statements - forward plan

Regulatory - SEVERN TRENT
WATER

« Water Resources Market Information

Regutiatory - HAFREN

* Process and Timeline for Assuring the 20718/19 Regulatory Reporting Regquirements DYFRODWY
+ Enterprise Risk Management update Internal Control and Risk
* Bribery and Fraud Prevention and Detection review Management
* Whistleblowing update
* Preparations for the 2018 UK Corporate Governance Cede Gevernance
» Audit Commuittee Terms of Reference
* Material Liigation Report and Legal Compliance Report
» Year End Governance Matters
- Fair, balanced and understandable assurance process
- Relevant Audit Information process
- Audit Commuttee report within the Annual Report and Accounts
May 2019 Scheduled meeting

» Financial results announcement 2018/19

» Severn Trent Plc Annual Report and Accounts 2018/19
» Severn Trent Water Limited Annual Report and Accounts 2018/19

s Viability Statement and Going Concern

Financial Reporting

¢ Deloitte Full Year Audit Report

External Audit

* Internal Audit update

Internal Audit

» Annual Performance Report for Severn Trent Water

Regulatory - SEVERN TRENT

* Assurance of 0Dl Pertormance WATER

» Annual Performance Report for Hafren Dyfrdwy Regulatory - HAFREN

* Assurance of 00! Performance DYFRDWY

* Internal control and risk management effectiveness Internal Control and Risk
« Cyber update Management

* Whistleblowing update

s Fair, balanced and understandable assurance process Severn Trent Plc and Severn Trent Water Governance

+ Relevant Audit Information process Severn Trent Plc and Severn Trent Water

In reviewing the financial statements,
the Committee receives input from the
Disclosure Committee, a sub-committee
of the Executive Committee which 1s
chaired by the CFQ It 1s responsible for
overseeing the Group’s compliance with
its disclosure obligations, considering
the materiality, accuracy, reliability and
timeliness of information disclosed and
assessment of assurance recerved

Severn Trent Ple Annual Report and Acceunts 2019

The Disclosure Committee reviews
the propesed presentations to
analysts in conjunction with the draft
results announcements for both the
interim and full year results, applying
particular attention to the tone of the
announcements and presentaticns
to maintain consistency with the
financial statements
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Significant financial statement
reporting issues

The Commuttee looked carefully at those
aspects of the financial statements
which required significant accounting
judgments or where there was
estimation uncertainty These areas

are explained 1n note 4 of the Group
financial statements

ittee report continued
ntability

The Commuttee receives detailed reports
from both the CFO and the External
Auditor on these areas and on any other
matters which they believe should be
drawn to the attention of the Commuttee
The Committee also reviews the draft

of the External Auditor s report on the
financial statements, with particular
reference to those matters reported as
carrying risks of material misstatement

The Committee discusses the range
of possible treatments both with
management and with the External
Auditor and satisfies itself that the
Jjudgments made by management are
robust and should be supported

The sigmficant 1ssues that the Committee
considered in 2018/1% are set out below

For all of the matters described below

Significant financial statement reperting issues

Issue

Going concern basis for the financial statements and long-term
viability statement

the Committee concluded that the
treatment adopted in the Group financiat
statements was appropriate

How the issue was addressed by the Committee

The Committee reviewed and challenged the evidence and
assurmptiens underpinning the use of the going concern assumption
in preparing the accounts and in making the statements in the
Strategic report on going concern and long-term viability

Determination of the provision for impairment of trade recewvables
n Severn Trent Water Limited

At 31 March 2019, the provision in Severn Trent Water Limited s
financial staternents was £115.2 million and the charge for the year
was £24 Z million

Severn Trent Water Limited has a statutory obligation to continue
to supply water and waste water services to customers even when
their bills are unpaid This increases the risk of bad debts In
addition it has a large and diverse customer base which requires
impairments against trade receivables to be assessedon a
systematic basis

The Committee challenged the changes made to the methodology
for calculating the provisian during the year and critically apprarsed
managerment’s explanatians for these changes

The Cammuttee considered the work performed by the External
Auditor and the conclusions they reached regarding the adequacy of
the provision

The Committes determined that no adjustment to the amounts
recorded was required

Revenue recognition in relation to the estimation of metered
revenue from the new non-hausehold retail market in Severn Trent
Water Limited

In the year ended 31 March 2019, Severn Trent Water Limited
recognised £379 millicn in revenue from sales to retailers in the
new non-household retail market

On 1 Apnil 2017, the non-household retail market in England
opened to competition This enabled all non-household customers
to choose their water and waste water supplier although
whaolesale services remained with the incumbent companies
Market Operator Services Limited [[MOSL'} was established

to operate the market and to provide data to whotesalers and
retailers to allow settlement between market participants to

take place MOSL provides data for monthly settlement periods
based on actual meter readings and estimations extrapolated
from the last known meter read This s an iterative process with
subsequent settlement runs including more actual readings for
the same period Empirical observations have shawn that metered
consumption is cansistently higher than the previous estimates

The Committee daes not consider that there is a signiticant risk of a
material adjustment m respect of this estimate 1 the next financial
year because the estimated amount 1s not material Nevertheless,
the Committee considered this to be a significant issue because the
systemns and processes are new and the amounts recognised are
subject to management judgment

The Committee reviewed the process for calculating the metered
revenue estimate from non-household retailers and considered
the reasonableness of the estimates in the lLight of emerging trends
and the experience of other market participants The Committee
scrutinised management's evidence supporting its judgments and
examined the data from the underlying evidence The Committee
discussed the External Auditor’s work and their conclusians

The Committee determined that the approach taken by management
was reasonable and that no adjustment was required to the amounts
recognised in the hinancial statements

The proposed classification of cosls belween operating
expenditure and capital expenditure in Severn Trent Water Limited

Severn Trent Water Limiled has a significant capital programme
that includes projects made up of a combination of expenditure
and activities, some of which are recognised as property, plant and
equprnent and some of which are recognised as operating costs
For most of the expenditure this distinction s clear but there s an
element where subjective jJudgments are required to determine the
appropriate accounting treatment

The Committee considered the application of the Group's accounting
policies In relation to capital expenditure during the year.

The Committee enquired of management whether the policies had
been applied consistently from year to year and sought explanaticn
for the increase in amounts capitatised The Committee considered
the results of the External Auditor’'s work and discussed the
conclusions with the External Auditor

The Cemmittee determined that no adjustment to the amaunts
recorded was required
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Issue
Determination of the amount of the Group s retirement benefit
obligations

At 31 March 2019, net retirement benefit cbligations amounting to
£452 9 million were recognised

The net cbligation recognised on the balance sheetis the
difference between the fair value of the schemes’ assets at the
balance sheet date and the present value of the benefits expected
to be paid to members of the schemes This requires assumptions
to be made regarding expected age of retirement and longevity of
members, future inflation rates and increases to benehts. ltis also
necessary to determine an apprapriate discount rate to calculate
the present value of the estimated gross obligations Management
takes advice from external qualified actuaries who pe-form the
calculation of the present value of the benefits based on the
assumptions set by management

How the issue was addressed by the Committee

The Committee scrutinised the assumptions underlying the
valuaticn of the obligations, noting and probing assumptions that
were not in Line with their expectations, including developments
n respect of Guaranteed Minimum Pension [GMP | rights The
Committee considered whether the assumptions taken as a whote
were appropriate, taking into account the work of the External
Auditor and the benchmark information provided by them

The Committee considered that the assumptions were reasonable
and that no adjustment was required to the draft Group financial
staterments

Implementation of IFRS 9 and IFRS 15

These accounting standards were adopted by the Group with effect
fram 1 April 2018 The impacts of adoption are set out In note 2

te the Group financial statements, The main irpact of [FRS 9

1s inrelation to the method of calculating the bad debt provision
[see above)

IFRS 15 introduced a new methodology for determining the
recognition of revenue Management assessed 1ts existing
practices fer recogmising revenue against the methodology set out
i IFRS 15, as explained in nole Z of the Group financial statements
There were no changes required to the recognition of revenue

from water and waste water services The mainimpact in Business
Services was in relation to a 2% year contract with the Ministry

of Defence

The Committee considered the approach to determining expected
Lifetime credit losses on accounts receivable and in particular
challenged subjective jJudgments made by management relating to
future credit losses

The Cormnmuittee noted that the impact of these judgments was not
material and concluded that these were reasonable

The Committee challenged management’s analysis of the
application of IFRS 15 to the water and waste water services and
concluded that 1t was apprepriate and in Line with industry practice
inthis area

The Committee also challenged management’s application of [FRS
15 to the Ministry of Defence contract, noting that the impact was
not material, in particular the estimates of future revenue and costs
underpinning the calculation of revenue The Committee concluded
that the outcome was reasonable

Internal control over
financial reporting

The Group has established procedures
for exercising control and managing risk
in relation te Group financial reporting
and preparation of Group financial
statements including

* the formulaticn and communication
of Group accounting policies
which are regularly updated for
developments in [FRS and other
reporting requirements;

specification of a set of financial
controls that all of the Group s
cperating businesses are required to
implement as a mimimum,

* arange of system, transactional
and management oversight controls
embedded into our financial processes,

+ deployment of a Group-wide
consclidation system with controls to
restrict access and maintain integrity
of data,

s recruitment traming and
development of appropriately
qualified and experienced financial
reporting personnel,
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* gversight by the Disclosure Committee
of the Group s compliance with its
disclosure obligations; and

* monthly reviews by the Executive
Committee and the Board of
financial reperts fram the Group's
operating businesses

Internal and External Audit

Internal Audit and internal controls
Internal Audit 1s an independent
assurance function available to the
Board, Audit Committee and all levels of
management The Internal Audit function
Is supported by two main co-sourcing
partners, PricewaterhouseCoopers and
Ernst and Young The arrangement 1s
reviewed annually and the Committee
believes this structure adds value,
through greater access to specific

areas of expertise, increased ability

to tHex resources, and the ability to
challenge management independently
Co-source specialists will continue to
bring expertise to support the team and
delivery of the audit plan where relevant

The role of Internal Audit1s to provide
assurance that the Group's risk
management and internal control
systems are well designed and operate
effectively and that any corrective action
15 taken in a timely manner Each year.
Internal Audit develops an annual
risk-based audit plan for approval by

the Audit Commuttee and performance
dashboards to enable onward monitoring
of the plan’s execution The Audit
Committee challenges the audit plan,
specifically whether the key risk areas
identified as part of the ERM process are
being audited with appropriate frequency
and depth, and alsc by bringing an
external view of risks the Company

may be exposed to The performance
dashboards summarise the performance
of the Internal Audit function over the
year against key measures and are
reviewed by the Committee twice a

year Following the completion of each
planned audit, the Internal Audit function
seeks feedback from management which
1s reparted through the performance
dashboards and assessed inturn by

the Audit Committee twice a year

The effectiveness of the controls over
financial reperting 1s alse monitored by
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the Audit Committee, which receives
regular reports of the testing conducted
by the External Auditor

The Audit Committee 1s confident that,
where any failings or weaknesszes are
identified 1n the course of its review of
Internal control systems, management
puts in place robust actions to address
these on a timely basis An internal
control syastem can provide only
reasonable and not absolute assurance
against mater:al misstatement or loss,
as it is designed to manage rather

than eliminate the risk of failure to
achieve business objectives To ensure
continued efficiency, an external review
of the effectiveness of the {nternal Audut
function was carried out (n January
2019 The review, performed by BDO,
concluded that the Internal Audit
function 1s fit fer purpose, i1s operating
efficiently and effectively and in ine with
geod practice

External Auditor

Annually, the Committee reviews

the External Auditor’'s audit plan and
reviews and assesses information
provided by them confirming their
independence and objectivity within
the context of applicable regulatory
requirements and professional
standards Deloitte contributes a further
independent perspective on certain
aspects of the Company’s financial
control systems ansing from (ts work,
and reports both to the Beard and the
Audit Committee

Following a formal tender process in
2015/16, Deloitte LLP was reappointed
as External Auditor at the 2016 AGM

The senior statutory Auditor, Kari

Hatle, has overseen the audit of the
Severn Trent Group since 2615/16
Furthernformation on Kari's experience
can be found on the Delaitte website
The Company intends to put the External
Audit out to tender at least as often as

1s required by applicable law, rules,
regulations and best practice in line with
the Competition and Markets Authority
and EU requirements for mandatary
tendering and rotation of the audit

firm Under current regulations the
External Audit must be put out to tender
by 2025 and Deloitte will not be able to
participate The Company has cemplied
with the provisions of the CMA Audit
Order during the financial year

20

The Committee considers the
effectiveness of the External Auditor
every year and a full effectiveness review
was conducted this year The review
involved assessment of the Auditor by
the Committee and key Executives and
evaluation of whether the Auditor meets
minimum standards of quabfication,
independence, expertise, effectiveness
and communication

The feedback collected through the
process has been shared with Deloitte
and an action plan has been drawn

up with them and built into the audit
programme Based on our consideration
of the responses to the effectiveness
review the Committee remains satisfied
with the efficiency and effectiveness of
the audit

Non-audit fees

The Company has approved a formal
policy on the provision of non-audit
services aimed at safeguarding and
supporting the independence and
objectivity of the External Auditor

A copy is available on the Severn Trent
Plc website

The process for approving all non-audit
work provided by our Auditor 1s overseen
by the Cemmittee 10 order to safeguard
the objectivity and independence of the
Auditor Priorto approval, consideration
1s given to whether it s in the interests
of the Company that the services are
purchased from Oeloitte rather than
another supplier Where Deloitte has
been chesen, this 1s as a result of their
detalled knowledge of our business and
understanding of our industry as well
as demonstrating that they have the
necessary expertise and capability to
undertake the work cost-effectively

The policy was revised in early 2016,
ahead of new EU regulations coming
into force in June 2014, to provide that
non-audit fees and independence of our
Auditar would continue to be subject

to ongoing review in light of thase

rules. The current policy, which was
reviewed by the Committee during the
year, continues to comply with the EU
regulations and requires approval by the
Committee or its Chairman if a non-
audit service provided by the Auditor 15
expected to cost more than £108,000
The policy also prohibits aggregate fees
from non-audit services in excess of 70%
of the audit fee for the year

Non-audit services where the External
Auditor may be used include audit-
related services required by statute or
regulation, services related to fraud,
Corporate Responsibility report reviews
and regulatory support

During the year, Deloitte received
£681.000 in fees for work relating to the
audit services they provide to the Group
Non-audit related work undertaken by
Delaitte amounted to fees of £183,800
this year, which amounts to 27% of the
total audit fees paid to them Fees paid
to Deloitte are set out in note 7 of the
financial statements on page 153
Details of significant non-audit wark
undertaken are set out on page 153

In approving these non-audit fees, the
Committee considered the averall ratio
of non-audit fees to audit fees and,
given the scope of work, considered that
Deloitte was best placed to perform
these services

Regulated subsidiaries

The regulated activities carried out

by Severn Trent Water and Hafren
Dyfrdwy also require annual reporting
submissions to Ofwat which are reviewed
by the Commuttee Theyinclude an
annual submission on therr regulatery
performance and obligations

known as the Annual Performance
Report, together with a Compliance
Statement and a statement to underpin
the customer charges made by

each subsidiary

In November 2018, the Committee
reviewed the statement of risks,
strengths and weaknesses and

draft assurance plans for Severn

Trent Water and Hafren Dyfrdwy,

which 1s a requirement of Ofwat’s
Company Monstering Framework

These documents set out the process,
timeline and assurance framework

in place for information published for
customers and other stakehalders,
including the Annual Performance
Report Foreach of Severn Trent Water
and Hafren Dyfrdwy, Deloitte provides an
audit opinian on the regulatory financiat
reporting and price control segmentation
sections of the respective Annual
Perfermance Reports

Severa Trent Ple Annual Report and Accounts 2019



The respective Annual Performance
Reports alse provide an overall picture
of performance, covering many aspects
which are not financial including
performance against commitments and
0DIs for each of Severn Trent Water and
Hafren Dyfrdwy Both Severn Trent Water
and Hafren Dyfrdwy appoint independent
engineering consuttants, to report and
provide assurance on those aspects

The Committee receives reports from
Jacobs and Deloitte on their work for
Severn Trent Water, and Black & Veatch,
Jacobs and Deloitte for Hafren Dyfrdwy,
as part of its review of the respective
Annual Performance Reports

Risk management

The Audit Committee reviews the
processes for, and outputs from, the
Group s ERM process, through which
our principal risks and related controls
are identified The Committee also
reviews the effectiveness of the risk
rnanagement system on behalf of the
Board and keeps under review ways
in which to enhance the control and
assurance arrangements

Non-Audit Fees 2018/19

The Committee receives half-yearly
reports from the Head of Risk detailing
the significant risks and uncertainties
faced by the Group, an assessment of
the effectiveness of controls over each of
those risks and an action plan to improve
controls where this has been assessed
as necessary

To further enhance the clanity of
reporting and insight that can be
gained from this ERM infermation ‘risk
flightpaths” are now reported to the
Audit Commuittee

These demonstrate the level of risk the
Group faces and the timeline for the key
risk mitigation steps tec manage the risk
to the target position The fhghtpaths
help to facilitate a more thorough review
of the target risk pesitions, consider risk
appetite and assess whether actions are
on target, with the correct prioritisation
in place

The Board canfirms that procedures
providing an ongaing process for
identifying, evaluating and managing
the principal risks and uncertainties
faced by the Group have been in place
for the year to 21 March 2019 and up
to the date of this report, which s in
accordance with the Code and Guidance
on Risk Management, Internal Control
and Related Financial and Business
Reporting September 2014 A risk
identification and horizon scanning
update was provided to the Board

in March 2019 The Board also gave
consideration to emerging risks, with
spectfic attention being given to those
emerging risks considered to be of
ongoing tmportance to the Group and
its stakeholders Further details on
emerging risks can be found on page 55
of the Strategic report

Inits review of risk management during
the year, the Board explicitly considered
Lhe target pesition for significant risks
and whether target risk pesitions are
appropriate It atso confirmed that
suitable timescales had been agreed for
reaching them

Further detail on the ERM process
can be found in the Strategic report on
page 54

Nature of service Reason for Deloitte’s appointment Fees [£°00D)
Audit related assurance services
Interim review This work 15 akin to an audit and 1s expected to be performed 54
by the External Auditor. The same safeqguards that apply te
the Exlernal Audil also apply te this work
Assurance of regulatory returns Audit of sections 1 and 2 of the Hafren Dyfrdwy and Severn Trent 46
Water Annual Perfarmance Reports s closely related to the External
Auditor’'s statutory sudit work and the twe assignments are performed
in parallel
Reporting under Group financing decuments These documents require reports and 1t 1s nermal practice for the 32
Auditor to provide these
Subtotal 152
Other assurance services
Assurance in connection with PR19 Business Plan  Agreed-upon procedures relaling to inancial dats lables submitled le 27
submission Ofwat as part of the PR1? process for Severn Trent Water and Hafren
Dytrdwy
Other assurance 4
Subtotal 31
Total 2018/19 non-audit fees 182
Severn Trent Ple Annual Report and Accounts 2019 21
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Audit Committee report continued
Accountability

Risk management governance process

The Group's risk management governance process Is based on the three lines of assurance model and 1s scrutinised by the Audit
Committee, through delegated authority from the Severn Trent Plc Board

Policy oversight
GAA | Doing the Right Thing | Group policies

Risk tolerance

-

Risk appetite

-t Report
Delegated autharity ERM reports
Internal Audit
AUDIT COMMITTEE - Whistleblowing

Bribery and fraud

f

Third line of assurance - Internal Audit

Independent review and oversight by Internal Audit, which
independently evaluates the adequacy and effectiveness of the

Group's risk management control and governance processes
Second line of assurance - management/ERM team
Inform Business units are monitored by management and the Inform
Y 9
and [ ERM team which monitors, and prowides assurance, on compliance -« and
improve with Group policies and procedures The ERM team reports to the prioritise

Audit Commuttee and Board on the ERM process, principal risks
and related controls

First line of assurance - line management/risk champions

Line management accountability for cornpliance with Group policies,
Doing the Right Thing and GAA Risk champions within each business
unit identify, collate and repert risk data to the ERM team

l l l

OVERSIGHT
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Treasury Committee report
Accountability

Chairman’s
message

Graphic removed

John Coghlan
Chairman of the Treasury Committee

Attendance table

Committee Meetings Max
Member attended possible
John Coghlan 5 S
Philip Remnant 5 5
James Bowling 5 5

The members of the Committee

in 2018/19 are shown above

The Group Treasurer s also a member
of the Committee, but not a member of
the Board

Only members of the Committee have
the right to attend Committee meetings
In addition to the atltendance set out
above, Andrew Duff, Kevin Beeston, the
Group Commercial Director and the
Group Financial Controller normally
attend. by invitation, all meetings of

the Commuiitee Other individuals may
be invited to attend meetings as and
when appropriate

The Committee s Terms of Reference were
updated in March 2019

Severn Trent Plc Annual Report and Accounts 2019

Dear Shareholder

[ am pleased to introduce this report
which details the role of the Treasury
Committee and the important work it has
undertaken during the year

The Comrittee continues to play a

key role i supporting the Board In
monitoring performance against the
Group's approved Treasury Policy and
annual Treasury Plan, reviewing in detail
the Group’s funding requirements and
providing oversight of the Group's key
financing risks and opportunities,

The Committee has undertaken reviews
of the Treasury Policy Statement and
energy risk management strategy and
agreed changes where required It has
also maintaimned its focus on the Group's
credit ratings and key financial ratios, in
full censideration of the PR19 Business
Plan submission this year

The Camrmttee held five meetings during
the year and has met once since the end
of the financial year There have also
been three additional meetings held
throughout the year | would like to thank
the members of the Committee, the
management team and the Committee s
independent advisers, Evercore, for
their continued commitment and

the importance they alt attach ta the
Committee’s work

The Committee s performance was
assessed as part of the annual Board
Effectiveness evaluation !am pleased
that the Commuittee i1s regarded as
operating effectively and the Board takes
assurance from the guality of its work

The Committee has spent a significant
proportion of its time overseeing

the development of Severn Trent
Water's PR1% financing strategy
Following Severn Trent's selection as a
fast-track company, the Committee has
continued its focus on ensuring that we
enter AMP71n a strong funding position
that takes account of changes to the
regulatery allowance and fully considers
financing risks and opportunities.

Treasury Committee
Responsibilities

The responsibilities of the Commuttee are
explamned below

* oversight of treasury activities
Inimplementing approved
treasury policies,

-

L

*

oversight of interest rate and inflatien
risk management strategies, in
particular, the monitoring of the impact
of changes in forecast interest rates
and Inflation on Group earnings,

oversight of the Group’s
funding strategy,

monitoring the Group’s expasure to
financial institution credit risk,

monitoring the Group's exposure to
foreign currency risk,

maonitoring the Group’s exposure to
financial liquidity risk,

oversight of energy exposure risk
management strategies,

receiving updates on general financial
market movements,

oversight of treasury internal controls,
and

oversight of the Group’s pension
schemes’ investment strategy

Key areas of focus in 2018/19

The Committee provides Board oversight
of the Group’s key financing risks
and opportunities

Some key areas of discussion for the
Commuttee during 2018/1% included

the impact of prevailing economic
conditions on the ferecast of long-
term interest rates and associated
interest rate and inflation risk
management policy,

the impact of Brexit on existing and
future sources of funding for the
Group s businesses,

the AMP7 financing strategy,

the AMP7 energy procurement
strategy. and

the review of the Group's Eurcpean
Medium Term Note Programme
and approval for bonds to be 1ssued
pursuant to that Programme during
the year

John Coghlan
Chatrman of the Treasury Commuttee

Documents available at severntrent.com

Treasury Comrmittee Terms of Reference
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Corporate Responsibility Committee report
Accountability

Chair’s
message

Graphic removed

Dame Angela Strank
Chair of the Corporate
Responsibility Committee

Attendance table

Committee Meetings Max
Member attended  possible
Dame Angela 4 4
Strank [Chair)

Andrew Duff 4 4
Dominigue 4 4
Reiniche

Liv Garfield 4 4

In addition to the attendance set out
above, the Company Secretary and Head
of Corperate Responsibility normally
attend, by invitation, all meetings of

the Committee. Other members of senior
management are also invited to attend
as appropriate

The Committee’s Terms of Reference were
updated in March 2019
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Dear Shareholder

As Chair of the Corporate Respoansibrlity
Committee, | am pleased to introduce
this report which details the work
undertaken by the Commitlee during
the year as well as the role 1t plays in
developing the Group's societal purpose
You can read more about our social
purpose on page 6 The foilowing account
provides detail on the activities of the
Committee, an overview of the topics
discussed and steps taken to address
any actions

I'm very pleased to report that we've
had a particularly strong year on
improving biodiversity, Catchment
Management, education, for example
through our Wonderful Water Tour,
helping customers who are In genuine
need to pay their bills and our continued
commitment to renewables through our
acquisition of Agrivert

The Commuttee plays a key role in
supporting the Board within the
Governance Framework, by providing
guidance and direction to the
Cornpany’s Corporate Responsibility
and Sustainability Programme

The Committee also provides oversight
of the Group's key non-financial risks
and opportunities

The Commitiee reviewed the Group s
performance across a range of
corporate responsibility commitments
and reviewed regular whistleblowing
reports We also reviewed our appreach
to modern slavery, and were pleased
that our 2018 Modern Slavery Statement
ranked 16th in the Busmess and Human
Rights Resource Centre’s review of
FTSE100 companies

The Cammuttee also discussed
evolving reputational risks and how
these are being managed, including
renationalisation and climate change
Further information on our Group risks
can be found on pages 56 ~ 61

The Commuttee spent a significant
proportion of its time focusing on Severn
Trent s role as an environmental leader,
reviewing aspirations, commitments
and performance to date. As part of

this work, the Committee reviewed our
approach to biodiversity including new
more ambiticus targets for AMP7

These include expanding the scope of
our biodiversity agenda beyond Severn
Trent sites and providing a focus on flood
protection, recreational facilities and
improved water quality This biodiversity
agenda cemplements the Government’s
25 Year Environment Plan and it s
strongly supported by our stakeholders
The Commuttee also discussed the
approach to carben and climate change,
including our triple pledge te become
carbon neutral by 2030, have 100%
electric vehicles by 2030 (as long as the
vehicles are available] and generate
100% renewable energy by 2030

This pledge 1s even more ambitious than
a science-based target and builds on our
long track record of making year-on-year
reductions In emissions

Other matters we have focused on this
year include employee volunteering and
responsible supply chain management
Additional information on these
matters can be found on pages 44 and
45 respectively

Towards the end of the year, the
Committee reviewed our community
dividend approach Thisis a new
commitment to invest 1% of our profits
in community projects, providing a really
exciting opportunity to make positive
impact inour region The first grants will
be made available in 2021

I should like to thank the members

of the Corporate Responsibility
Commuttee for the open, constructive
and progressive discussions that take
place at our meetings and their personal
commitment to our wide ranging and
impactful agenda

Dame Angela Strank
Chair of the Corporate
Responsibility Commuttee

Documents available at severntrent.com

Corporate Responsibility Committee
Terms of Reference

Modern Slavery Statement
Group Enviranment Policy
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Our Corporate Responsibility
Framework

Our Corporate Responsibility Framework
fthe ‘Framework') 1s ambitious, broad
ranging and underpinned by stretching
targets, to ensure we are delivering

the commitments expected of a leading
sacially and environmentally responsible
business Acting in a responsible manner
is Integral to our purpose of serving our
communities and customers, building

a lasting water legacy and achieving

cur vision to be the most trusted water
company by 2020 We hold ourselves

to acceunt against our Framewaork

and agreed metrics through an

effective performance management
systermn Our Corporate Responsibility
performance (s embedded within the
crganisation, with GDIs linked to the
rnajority of cur metrics, enabling the
Company te focus on 1ssues important
to our customers

Performance agaimst the Framework

1s regularly reported to the Commuttee,
and in our Annual Report and Accounts,
on our website and through selected
environmental, social and governance
[ESG ) indices You can read more on
page 29

Employee rewards are directly linked
to our Corporate Responsibility
performance, with customer CDls,
heatth and safety and our key
metrics contributing to employee
bonus We believe that by focusing

an the Issues most impaortant to our
customers, our Framework has the
right focus In 2019/20, our aspirations
and commitments will be reviewed In
line with our new PR1% ptan and our
commitments far the next five years

Key areas of Corporate Responsibility Committee focus in 2018/19

A summary of the matters considered at each meeting 15 set out below

April2018

* Corporate Responsibility performance report
* Commuruty Champions — Qur Employee Volunteering programme

« [nternal Audit Plan 2018/19

* Anti-Slavery and Human Traffiching Staterment 2018 - Updale

» 2018/19 Annual Report - Approach

* Committee Terms of Reference Annual Review

* Whistleblowing repoert

July 2018

* Reducing Our Carbon Footprint

s Improving the Biodiversity of Qur Region

s Anti-Stavery and Human Trafficking Statement 2018
* Internal Audit Open Actions in Relation to Corporate Social Responsibility

* Whistleblowing report
Navember 2018

* Corporate Responsibility performance report

* Engaging Responsibly with Our Suppty Chain

« Political Risks

* Realising Our Vision tor Environmentat Leadership

* Whistleblowing report
March 2019

s Corporate Responsibility perfermance report
¢ Climate Change Mitigation and Adaptation Strategy

* Zero Carbon Strategy

= Modern Slavery Update 2019

» Establishing our Community Cividend
» Whistleblowing report

‘Doing the Right Thing - The
Severn Trent Way'

At the heart of Severn Trent's culture
1s a closely held set of values called
‘Doing the Right Thing” These values
ermnbedy the principles by which the
Group operates and they provide a
consistent framework for responsible
business practices

‘Doing the Right Thing" 1s supported by

a number of policies which guide our
workforce and suppliers These policies
codify how to identify and deal with
suspected wrongdoing, fraud or
malpractice, how to maintain the highest
standards of safety, and how to apply
good ethics and sound judgment

Severn Trent Plc Annual Report and Accounts 201%
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Corporate Responsibility Committee report continued
Accountability

Our Code of Conduct 1s embedded
throughcout Severn Trent and forms

a key part of our Company inductien
and all employees are required to
complete an e-learning training
module to ensure they understand their
personal responsibilities

Human Rights and
Modern Slavery

We are committed to protecting the
human rights of our employees and
contractors as we have clearly set

out in our Code of Conduct, 'Doing the
Right Thing” We have a responsibility

to understand our potential impact on
human rights and to mitigate or eliminate
any potentially negative impacts

Whilst not having a specific human
rights policy, we have Group pclicies on
Human Resources, Anti-Bribery and
Anti-Fraud, Whistleblowing ['Speak Up’)
and Procurement

We will always treat people In our
business and supply chain fairly and
have a clear zero tolerance approach to
madern slavery. To date we have had no
instances of modern slavery raised, but
we are not at ail complacent and are fully
committed to protect against modern
slavery in our business and supply chain
Our understanding 1s constantly evolving
and we are continually adapting and
improving our approach accordingly

We know modern slavery is a grewing
globatl i1ssue and know our customers
and stakeholders share our concern
Our hughest risk 1s through our supply
chain Therefore we work with our
suppliers to ensure they cperate to the
same standards we set ourselves, and
we have also been working closely with
cur suppliers to ensure they understand
the risks involved in their own supply
chains All suppliers are required to
sign up and operate in line with our
Code of Conduct, which clearly states
zero tolerance, and this (s built into our
procurement tender process

We have been working with Hope for
Justice for three years to develop our
approach Our full Anti-Slavery and
Human Trafficking Statement can be
found on the Severn Trent Plc website

Dame Angela Strank met employees at our Minworth site, observing first hand their
contribution to our renewable energy commitment.

Graphic reroved
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Freedom of Association and
Collective Bargaining

We recognise the night of all employees
to Freedom of Association and Coltective
Bargaining We seek to promote
co-operation between employees, our
management team and recogrnised Trade
Unions We meet with our Trade Unions
on a quarterly basis at the Employee
Forum and see mutual benefit in sharing
information with our celleagues and
seek ther feedback and suggestions

We believe this fosters a common
understanding of business needs and
helps to deliver joint solutions aimed

at making our business successful

Our Employee Forum also provides an
invaluable opportunity for engagement
with the whole workforce to ensure
workforce views are taken into account

Whistleblowing

Our employees, and wider workforce,
can raise concerns at work through

their line manager, senior management
and through cur confidential and
independent whistleblowing helpline,
‘Safecall” All investigations are carried
ocut independently and the findings are
reported directly through to the Audit and
Corporate Responsibility Committees

Prevention and detection of
bribery and corruption

Our Group financial crime policy
prohibits bribery, corruption and fraud
in all our business dealings, regardless
of the country or culture within which we
work This year we have also updated our
policy to take into account the new tax
evasion offences. Employees identified
as high risk, through a risk review fer
ali Group employees, are required to
undertake an online training module
and test to ensure awareness of,

and compliance with, anti-bribery

and carruption

Responsible business practices are an
integral part of our business strategy.
Performance against our Corporate
Responsibility commitments are
reported throughout our Annual Report
and Accounts reflecting their embedded
nature. You can read more on page 29
and onh our dedicated ESG webpage,

onh the Severn Trent website,
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Directors’ remuneration report
Remuneration

Chairman’s
letter

Graphic removed

Philip Remnant
Chairman of the Remuneration Committee

Attendance table

Attendance
Commitlee Member in2018/19
Philip Remnant 414
(Chairmani
Andrew Duff 414
Kevin Beeston 44
Dame Angela Strank 4k
Contents Page
Chairman’s letter 97
Ata Glance 100
Summary of Remuneration 104
Policy and Implementation
Employment at Severn Trent 108

Annual Report on 17
Remuneration

The Committee s Terms of Reference,
were updated in March 2019 and are
available on the Severn Trent website,
alongside the Rernuneration Policy which
was approved at the Annual General
Meeting [AGM ) on 18 July 2018

All Comrmittee members are independent
Non-Executive Directors, as defined
under the 2016 UK Corporate Governance
Code ['the Code’], with the exception of the
Company Chairman who was independent
on his appointment Full biographies of
the Committee members can be found on
pages &6 to 67

The Committee members have no
personal financial interest, other than as
shareholders, in the matters considered
by the Committee

Severn Trent Pic Annual Report and Accounts 2019

Dear Shareholder

As a Committee, the last year has been
spent building on the foundations of a
well-received Remuneration Policy [the
Policy’] and ensuring that our strong and
well-respected approach to governance
also refiects the latest changes in the
2018 UK Corporate Governance Code
(‘the 2018 Code’]

We have seen a number of decisions
made by management to support
preparations for the next Asset
Management Plan [AMP’) and &
continued desire to Invest responsibly
for sustainable growth This has been
combined with successtully navigating
operational challenges, including the
prolonged hot, dry summer, as well
as achieving fast-track status for our
Severn Trent Water PR1% submission

The Committee i1s cognisant of
developments in governance
expectations and our responsibilities
relating to disclosure and transparency
of all aspects of executive pay and
alignment of reward throughout the
warkfarce With this i mund, the
Committee recognises the contribution
made by all employees te put customers
needs at the heart of our business
throughout the year in delivering an
essential public service

Further comment on ocur averall
performance during the financial year
can be found in the CEQ's review on
page 21

The Committee has met four times
during the year and twice since the end of
the financial year.

2018 AGM Shareholder voting

5 cpor
» Governance
Group fir

Remuneration for the year
under review

We recewed overwhelming shareholder
support and approval of the Policy at
last year's AGM, and a surnmary of
the voting is shown 1n the table below
This 1s, 1 believe, testament to how we
align our remuneration decisions with
our business strategy, as well as the
extensive shareholder consultation
and engagement process undertaken
beforehand The full Policy can be
found on the Severn Trent Plc website
and on pages 120 to 128 in the 2018
Remuneration Committee report

Through our At a Glance section, on page
100 we summarise the performance
outcomes against our remuneration
framework, in the context of how the
Policy was applied in 2018/19.

The annual bonus will pay out at 70 2% of
salary for both the CEQ and the CFO

The 2016-2012 Long Term Incentive Plan
[ LTIP ) has vested at 100%, driven by
the strong cumulative performance of
our Return on Regulated Equity [RoRE’)
over the three year performance period
The compenent parts of ReRE are
customer Dutcome Delivery Incentives
('ODIs’), financing and Totex (total capital
and operational expenditure]

The Committee believes that the
cutcomes of the bonus and LTIP
accurately reflect the performance of the
Company over this period No discretion
has been exercised by the Cemmittee

in respect of either the 2016 LTIP or the
2018/19 Annual Bonus

Vates Votes Votes
Resolutien far against withheld
Approve Remuneration Policy 165,243,866 1,369,398 264,854
(99 18%) (0 82%]
Approve Directors’ remuneration repart 165,511,103 1,100.476 273,463
(99 34%) (0 66%]
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Directors’ remuneration report continued
Remuneration

Employment at Severn Trent

The Chatrman and CEO regularly
attend the Employee Forum, and in
the coming year | and the other Non-
Executive Directars will also attend
The Committee witl continue to use
the vaice of the employee as valuable
insight when making wider remuneration
decisions Our all-employee Annual
Bonus Scheme ensures alignment of
reward throughcut the arganisation,
and rewards delivery of our customer
priorities now and in the future

We are extremely proud to have

been recognised as the first socially
purposeful company in the utitity
sector, and the section on page 111
highlights our evolving diversity and
inclusion policies and accomplishments,
in particular, our top four position in
the 2018 Hampton-Alexander Review,
and also cur focus on Secial Mebility,
recognised in the Sccial Mobitity
Employer Index 2018 detailed on page
113 More detail on our Social Purpose
can be found on page 4

Remuneration in the year ahead

We remain commutted to delivering a
leading and transparent remuneration
framework, supported by strong
governance processes, designed

to drive the right behavicurs across
the whole organisation and deliver
long-term success, meeting the needs
of our customers, shareholders and
communities we serve

As a Commitltee, we recognise the
importance of taking into consideration
the relationship between operaticnal
performance and relative remuneration,
when designing our LTIP and Annual
Bonus Scheme, and we believe that there
are three areas which set us apart

e Qur LTIP will continue to be based on
upper quartile ['UQ’] stretch RoRE
performance This means, to be fully
rewarded, management must deliver
ane of the best service and cost
performances compared with other
companies in the sector, aligning
reward with the interests of hoth
investors and customers
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We are changing the weighting of
existing elements within our Annuafi
Bonus Scheme Whilst the focus of
the bonus wilk remain combined 0D/
and PBIT performance, the changes
will drive an even stronger operational
culture within Severn Trent, as we
transfer smoothly into the new AMP

« We continue to apply a consistent
bonus scheme design throughout
the organisation, from the front line
to Executive Directors, ensuring
that every employee I1s incentivised
and rewarded to deliver the same
shared objectives

We are cagnisant of the requirements

of the 2018 Code, and our approach to
future reporting 1s set out on page 114
We will continue 1o evolve cur disclosure
on executive pay taking into account
best practice

The At a Glance section on page 100
outlines how the Commuttee intends to
implement the Pelicy in 2019/20

Ongoing Shareholder
communication

In tine with our comrmutment to
maintaining a credible and transparent
remuneration framework, in April
2019 we contacted our 30 largest
shareholders representing over 50%
of our 1ssued share capital, as well as
Glass Lewts, The Investment Assaciation
and ISS, to inform them of propesed
changes to the operation of our annual
bonus for the 2019/20 financial year
These are atl within the remit of the
current Policy

The Board i1s confident that the Company
15 making strong pragress aganst

its priorities and delivering value for

all our stakeholders [shareholders,
customers and colleagues] The focus
for the remainder of AMP$ 1s to deliver
the very best service to our customers
and buitd a resilient future to protect

our services and the environment going
into AMP7. A number of objectives drive
this strategic focus and achieving these
objectives will ensure that we continue to
deliver long-term, sustainable value for
all our stakeholders Asthe Company’s
strategic priorities evelve, the Committee
firmly believes that the operation of the
bonus must evolve with it

QOur approach has increased focus

on customers, asset health and the
environment We are committed to
building a resilient future over the longer
term, and believe that by making these
adjustments to our bonus scheme we are
strengthening the alignment between
reward cutcomes and strateqic priorities
for both the coming financial year and the
years ahead The changes will

* Increase the proportion of bonus
attributed to Customer and
Enviranment O0is from 28% to 35%;

Create three sub-categories within the
Customer and Environment elernent
of the bonus, which all directly relate
to the delivery of a resilient service for
our customers

- Customer Qutcomes [15%),
- Asset Health [10%); and

- Environment and Social Outcomes
[10%);

Retain the elernent of the bonus around
customer complaints and its weighting
of 8% but align measurement with
Ofwat s proposed new approach
[known as 'C-Mex' - Customer Service
Measure of Experiencel;

Reduce the proportion of bonus linked
to PBIT from 57% to 49%,

Remove the bonus reward Linked to
the delivery of personal objectives,
previously 7% The Committee believes
that the individuzl contributions of

the members of the Executive will be
reflected in the outcomes for the other
bonus measures; and

Retain the proportion of bonus linked
to Health and Safety at 8%

The feedback and responses received on
the proposed changes were positive and
supportive overall of the Committee’s
approach, which also has the strong
support of Ofwat

Committee performance

The Committee’s perfoermance was
assessed as part of the annual Board
evatuation | am pleased to report

that the Committee 1s regarded as
operating effectively and the Board
takes assurance from the quality of the
Committee’'s work,

Philip Remnant
Chairman of the
Rermuneration Cornrmittee
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Key areas of Remuneration Committee focus in 2018/19

A summary of the matters considered at each meeting 1s set out below:
May 2018

Annual bonus outcome for 2017/18

2015 LTIP vesting

Salary increases for Executive Committee members and for Executive Directors

Annual bonus 2018/19 targets

LTIP awards for 2018

Finat draft of Directors’ remuneration report for 2017/18

Review of AGM seascn

Update on Remuneraticn Policy consultation
November 2018
Reward and performance alignment 2017/18 compared with Water and Sewerage Companies ['WaSC'] peers

Update on market practice and remuneration forward look

UK Corporate Governance Code update

Gender pay reporting 2018

Annual bonus 2018/1% - interim update

LTIP award - application of RoRE methedology

LTIP leavers

Annual bonus 2019/20 - design
January 2019
Executive Commuttee members and Executive Directors benchmarking review

Review of expense claims procedure for Chairman and CEQ

LTIP awards for 2019

Annual benus 2019/20 - structure and targets

Directors’ remuneration report planning for 2018/19

Rewview of mandatory shareholding requirements and update on sourcing for share schemes

March 2019

Executive Committee members and Executive Directors’ salary increase proposals

Terms of reference for the Remuneration Committes

Annual bonus 2018/19 - interim update

LTIP awards for 2019

UK Corporate Governance Code update

LTIP leavers

Review of fees for the Company Chairman

Who supports the Committee?

To ensure that the Company s
remuneration practices aren line

with best practice, the Committee

has appeinted independent

external remuneration advisers,
PricewaterhouseCoopers LLP [[PwC'}
This appointment in 2017 followed a
selection process PwC attends meetings
of the Commuittee by invitation The CEO,
Director of Hurnan Rescurces and, by
invitation, the Head of HR Operations
and Reward & Pensions Manager alsc
attended the Committee meetings to
provide advice and respond to specific
guestions Such attendances specifically
excluded any matter concerning their
own remuneration The Company
Secretary acts as secretary to

the Committee

Severn Trent Plc Annual Report and Accounts 2019

PwC is one of the founding members of
the Remuneration Consultants Group
Code of Conduct and adheres to this
Code inits dealings with the Committee
The Committee reviews the appointment
of its advisers annually and 15 satisfied
that the advice It receives s objective
and independent

Fees for advice provided by PwC

to the Committee during the year

were £143,000 excluding VAT

[2017/18 £170,500] Separate teams
within PwC alsc previded unrelated

tax consulting, pensions, and other
assurance and advisory services during
the year
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Directors’ remuneration report continued
Remuneration

At a Glance Strategic alignment of remuneration

The following section sets out our The Committee believes It 1Is impartant that, for Executive Directors and senior
remuneration framework, a summary management. a significant propartion of the remuneration package should be

of how the Policy was applied in performance-related, and that performance conditiens applying to incentive
2018/19 in the context of our business arrangements support the delivery of the Company’s strategy through our five
perfarmance, and from page 104 strategic priorities The following table sets out how each of these 15 reflected in the
details how the Committee intends to Annual Bonus Scheme and LTIP for 2018/19, and 1t will be updated next year to reflect
implement the Policy in 2019/20. the 2019/20 Annual Bonus Scheme

Strategy and its link to performance based pay

Embed customers Driving operational Investing Changing the Creating an
at the heart of excellence and responsibly for market for awesome place
what we do continuous sustainabte the better to work
innovation growth

How do we measure progress against our objectives?

Internal » Improvements to » Delivering our Clear PR19 plan * Lost time incidents
sewer flsoding river water quality capital programmae Compelling case per 100,000
External * Number of Category * Building far investment hours worked
sewar flooding 3 pollution incidents a sustainable Bioresources
Minutes ¢ Successful business change programme
without supply catchment Be the sector’s
Water quality rmanagerment thought leader
complaints schemes Create a strong

Welsh entity

How are our strategic objectives linked to our incentive plan?

Annual Bonus Scheme

LTIP

* Components of RoRE are:

Wholesale Totex Retail operating costs I 0DIs Financing
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2018/19 Single figure outcomes
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The graphs show how the successful detivery of our strategy has flowed through to the rewards provided to cur Executive Directors,
The full explanatory notes for each element of remuneration are detailed on page 117 in the Annual Report on Remuneration

2018/19 Single figure outcomes £'000

CED [Liv Garfield) CFO [James Bowling)

Graph remaoved

Graph removed

Minimum pay s fixed pay only [l e salary + benefits - pension)

On-target pay includes fixed pay 50% of the maximum bonus [equal to 60% of salary for both the CEQ and the CFQ) and 50% vesting of the LTIP awards [with grant

levels of 200% of salary for the CEO and 150% of salary for the CFOI, and illustrating 25% yncrease i share price on LYIP shares aver the vesting period

shares aver the vesting period

Max mum pay includes fixed pay and assumes 100% vesting of both the annual bonus and the LTIP awards, and illustrating 50% share price increase on LTIP

Allamaunts have been rounded to the nearest £1,000 Salary levels {which are the base on which other elements of the package are calculated] are based

on the salary paid during the year ended 31 March 2019 The value of taxable benefils 15 the cosl of providing those benefits inthe year ended 31 March 2019
The Executive Directors are also permitted to participate in the all-employees Sharesave scheme, on the same terms as ather eligible employees, but they have

been excluded from the above graph for simplicity

Annual bonus 2018/19 outturn

Further details, including information on the performance assessment of personal objectives are set out on pages 118 and 119 1n

the Annual Report on Remuneration

Thresheid Target Qutcome
0% payablei 150% payablc] Weighling achieved
RWWW £515 1m £528 Tm £541 1m 47% 21 5%
PBIT! |
Custamer E40m E60m £80m 20% 20%
QDIs !
Business £58 8m £60 8m £67 8m 10% 10%
Services PBIT !
Health and 017 013 009 8% 0%
safety ¥ Actunn g |
Customer 5% 10% 15% 8% 0%
complants* RN }
Personal 7% 7% - CEQ
performance | 20, - 0O

[l Underlying prehl as defined in note 45 to the Group financial statements

(i} Custormer ODls quoted pre-tax in 2012/13 prices and pre the regulatory customer QD! cap

[l Underlying PBIT adjusted to remove £3 3 million impact of IFRS 15

livl Measured as number of lost time incidents divided by number of hours worked multiplied by 100,000

[vl Measured as the percentage reduction in written complaints

2018/19

satary* Bonus opp Bonus outcome Annual Bon(usl,
[

(£} {% salary) % max}

Valuc of shares

Cashbonus

(£)

CEQ 7080 120 58 5 4970 2485 2485
CFO 426 6 120 58 5 2995 1498 1497
* Bonus calculated using salary at 31 March 2019
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Directors’ remuneration report continued

Remuneraticn

2016 LTIP vesting in 2018/19

The chart shows the outcome of the 2014
LTiP awards, for which the performance
period ended on 31 March 2019 The LTIP
which 1s based on RoRE over the three
years to 31 March 2019 will vest in

June 2019

Further information 1s provided on
page 120 1n the Annual Reperton
Remuneration, including a breakdown
of the LTIP awards granted to Executive
Directors in 2018

Business performance -
2018/19 outturns against Key
Performance Indicators ['KPis’)

The charts show our customer 0Dl and
RoRE performance since the beginning
af the current AMP This strong sustained
level of performance when compared to
our Final Determination has informed
the level of reward received by our
Executive Directors and our employees
through the Company-wide bonus
scheme, which s linked to the same
performance measures

102

2014 LTIP vesting in 2018/19

CEO CFQ
eutcome outcome
Threshold FD {vesting as  [vesting as
{25% payablel payabl ¢ of award] % ot award]
RoRE -~ measured 1x 139x 100% 100%
2gans el T
of Ofwat FD

Value

Value of
Nurmber Award Face value £ dividend Value of
of shares vesling of shares cquivalents resultant

granted [45 max] vesling due £ d
CEO 46,115 100% 213 2 £0 €885 £1,0017
CFQ 18,529 100% 3669 £0 £35.6 £402 5

[l Based on 3 month average share price as at 31 March 2019 of £19 80
In) Based on dwidends paid in the period since date of grant to 31 March 2019

Business performance - 2018/19 outturns against KPls

oDl £mW el

Graph removed

I} 2017/18 figure restated to reflect Ofwat 5 decision on supply interruptions in their Final Determination
of in-period ODIs for 2018

(1) Customer ODIs guoted pre-taxin 2012/13 prices
(il 2018/19 figure 1s post the regulatory customer 0Dl cap Pre cap the net reward was £91 9 millien
8s shown in the annual bonus 2018/19 outturn on page 101,

RoRE Oy sl )

]

Graph removed

Il 2017/18 hyure restated to reflect Ofwat s decision on supply interruptions in their Final Deterrmination
of in-period ODls for 2018

tn) Calculated in accordance with Ofwat methodolegy UQ data s not yet available for the current year
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Executive Director shareholdings

The CEQ and CFO have exceeded the
shareholding requirements applicable in
2018/1% of 300% and 200% respectively
of salary

Shareholding requirement

The minimum shareholding requirement
for Executive Directors, and the

current share interests of the Executive
Directors, take into account shares which
are owned cutright or vested, shares
which are unvested and shares which are
subject to performance, and are set out
opposite The sharehelding requirement
must be built up over a five year period
and then subsequently maintained
Further detail regarding the Executive
Directors outstanding shares awards
can be found on page 120

Shares counting towards the
achievement of the gurdeline include
beneficially owned shares [including
shares held by connected persons] and
the net of tax value of deferred shares
under the annual bonus since they are
not subject to performance conditions
The Executive Directors are expected to
retain all shares receved through the
vesting of any incentive schemes lafter
the settlement of any tax Lability] until
the shareholding requirements are met

Qverall link to remuneration and
equity of the Executive Directors

As a Committee, we want to incentivise
Executive Directors to take a long-term,
sustainable view of the performance of
the Company This 1s why, when we look
at the remuneration paid 1n the year, we
also look at the total equity they hold and
its value based on the performance of the
Company The table sets cut the number
of shares beneficially owned by the
Executive Directors at the beginning and
end of the financial year, and the impact
on the value of these shares taking the
opening and closing price for the year

SevernTrent Plc Annual Report and Accounts 2019
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Executive Director shareholdings
% of base salary

Graph removed

{l Represents beneficially owned shares as well as shares held in trust as part of the annual bonus
deferred share awards lof which 50% are deducted to cover statutory deductions)

(] Represents 2016 LTIP shares which are subject te an ongoing vesting pened plus shares held as part
of the Sharesave scheme

(] Represents the 2017 and 2018 LTIP awards which are subject to ongeing pertormance

All calculations in the above chart use a closing share price an 31 March 2019 of £19 74

Overall link to remuneration and equity of the Executive Directors

2018/1% Value of Value of
Single Shares held Shares held shares at shares at
Figure at start of atend of startofyear endofyear Difference
1€'000s] year year 1£'680s) ! [£7000s] ' 1€°000s)
CEQ 2395 4 103,274 137347 L1904 4 E£27140 +£809 6
CFO 1,203 0 23,464 32,075 £4327 £6338 +£2011

Il Based on a closing share price on 31 March 2018 of £18 44
[nl Based on a closing share price an 31 March 2019 of £1% 76
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Directors’ remuneration report continued
Remuneration

Summary of the Policy and implementation in 2018/19 and 2019/20

The Company's Palicy remains to attract,  The diagram below illustrates the

retain and motivate its leaders and to balance of pay and time period
ensure they are focused on delivering of each element of the Policy for
business priorities within a framework Executive Directors

designed to promote the long-term
success of Severn Trent, aligned with
shareholder interests

Total pay Year 1 Year 2 Year 3 Year 4 Year 5

Fixed pay

Fixed pay

Annval Bonus
[Malus and clawback provisions apply)

LTIP ar
[Malus and clawback provisions apply] 3-year performance period 0 perfo d
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The table below sets out an overview of the key areas of the Policy and summarises how the Committee applied the Policy in
2018/19, together with details of how the Comemuttee intends to implement the Policy 1n 2019/20

Base Salary
To recruit and reward Executive Directors of a suitable calibre for the role and duties required

How we implemented How we plan to implement
Operation Opportunity the Policy 1n 2018/19 the Policy 1in 2019/20
Salaries are normally reviewed Any increases will typically not be  Executive Directors’ Executive Directors’
annuatly on 1 July higher than the average increases salaries increased by 2.5% salaries increase by 2.4%
Salaries take account of for employees from 1 July 2018 from 1 July 2019
- Individual performance, However, a higher increase may CEO - £708,000 CEQ - £725.000
- Experience and contribution, be proposed inthe eventofarole  CFD - £426.600 CFO - £436 200
- Developments in the relevant change or promotion, or other These rises were lower These rises are in ling with the
employment market, exceptional eircumstances than the general employee general employee salary increase

- Company performance sa.ary \ncrease,

and affordability,
- Wider econormic
environment, and
- Internal relativities

Benefits
To provide competitive benefits in the market to enable the recruitment and retention of Executive Directers

How we implemented How we plan to implement
Qperation Opportunity the Policy in 2018/19 the Policy In 2019/20
Benefits typically include car The value of benefits 1s based Neormal company No change
allowance, family level private on the cost to the Corpany and benefil provision
rmedical insurance, life assurance, thereis no pre-determined
personal accident iInsurance, maximum limit The range and
health screeming, an incapacity value of Lhe benelils oflered are
benefits scheme and other reviewed periodically

maidental benefits and expenses.
In addition, Executive Directors
are eligible to participate 1in
atl-employee share plans

on the same terms as other
el:gible employees

Pension
To provide pension arrangements comparable with similar companies in the market to enable the recruitment and retention
of Executive Directors.

How we implemented How we plan to implement
Operation Opportunity the Policy in 2018/1¢ the Policy in 2019/20
A defined contributior scheme For current Executive Birectors, Executive Director current No change for current Executive
and/or cash supplementin lieu the Company centribution pension arrangements for Directors
of pensian to a pension scherme and/for 2018/19 are as follows
cash allowance will be up to CEO - 25% of salary
a maximum of 25% of salary. CFG - 25% of salary

For any new recruit, the
contribution will be up to a
maximum of 15% of salary

This 1s 10 line with the {evel
provided to the wider workforce
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Directors’ remuneration report continued

Remuneration

Annual bonus

To encourage improved financial and operationat performance and to align the interests of Executive Directors with

shareholders through the partial deferral of payment in shares

How we imptemonted

tantoimplement

Dperation

Bonuses are based on financial,
operational and customer service
50% of the bonus 15 paid in cash
and 50% 15 deferred into shares
for three years [with the value of
any dividends to be rolled up and
paid on vesting) There are no
further performance targets on
the deferred amount

The perfarmance measures and
targets for the annual bonus are
selected annually to align with
the business strategy and the key
drivers of performance set under
the requlatory framework

Malus and clawback

provisions apply.

Oppartunity

Maximum award of 120%

of salary

There will be no payment made
for threshold performance
50% of maxymum will be paid
for largel performance and
100% of maximum will be paid
for streteh performance

the Policy in 2018/19
Maximum opportunities
CEO - 120% of salary
CFO - 120% of salary
Performance measures
{as a % of maxinum).
Regulated Water and
Waste Water PBIT - 47%
Business Services

PBIT - 10%

Customer O0ls - 20%
Health & Safety - 8%
Customer experience - 8%
Personal objectives - 7%

Executive Directors awarded
bsnuses of

CEQ - 70 2% of salary

CFO - 70 2% of salary

Deferral of 50% of bonus earned
See page 101 far further details
on cutcomes.

icy in 2019/20
No change to the maximum
bonus apportunity or payment
mechanisms of bonuses
See page 97 for the Chairman’s
letter and description of changes
proposed to the operation of the
annual bonus for financial year
2019/20
Performance measures
las a % of maximum)
Group PBIT - 49%
Resilient Service ODIs - 35%
« Customer (15%]
* Asset Health (10%)
« Envirgnment {10%)
Customer Service - 8%
Health & Safety - 8%

LTIP

To encourage strong and sustained improvements in financial performance, in line with the Company's strateqgy and leng-term

shareholder returns

Qperation

Opportunity

How we implemented
the Policy in 2018/19

How we plan loimplement
the Pelicy in 2019/20

Awards are granted annually
and are subject to a three year
perfarmance pericd

RoRE is the sole performance
candition, with a stretch target
based on UQ performance
RoRE is calculated as profit
after tax [plus (ncentives

earned In the year] divided by
the average equity praportion
of our regulatary capital value,
as prescribed by Ofwal

Awards made to Executive
Directors are subject to a two
year holding pericd post-vesting
which continues to operate
post-cessation of employment
Malus and clawback

provisions apply.

The value of dividends paid an the
shares comprising the award wall
be rolled up and paid on vesting

Maximum award opportunity
up to 200% of salary. Up to
25% of an award may vest for
threshold performance.

Grant levels

CEO - 200% of salary

CFO - 150% of salary

The 2016 LTIP vested in the
year at 100% See page 120
for further details

See page 121 for details of the
RoRE target for the 2018 LTIP
awards granted in the year

No change to maximum
LTiP opportumtbies or the
perfarmance cenditions
See page 107 for detail on
LTIP awards to be granted
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To encourage strong alignment between the interests of shareholders and Executive Directors

Operation

How we plan to implement
the Policy in 2019/20

How we implemented
the Policyin 2018119

The CEG 1s expected to build and maintain a holding of shares te
the value of 300% of salary, and other Executive Directors 200%
of satary.

Executive Directors are expected to retain all of the net of tax
number of shares they receive Lhrough the LTIP and deferred
share bonus until the shareholding requirement has been met.

CEO - 300% of salary

CFO - 200% of salary

See pages 103 and 120 for
further details on shareholding
requirements and outstanding
share awards

No change to requirements

LTIP awards to be granted in 2019

The table below describes how the LTIP will be implemented in 2019 The CEO's award will be 200% of salary and the CFO's
award will be 150% of salary The RoRE performance condition that will be measured over three years, to 31 March 2022,
and corresponding vesting [as % of salary) will be

Award Threshold FD 139 xFD UG RoRE perfermance retative to WaSCs

2019 LTIP % Salary % Salary % Salary

Vesting for performance CEQ 375% 150% 200%
CFO 25% 100% 150%

Chairman and Non-Executive
Directors’ fees [audited)

From 1 April 2019, Non-Executive
Director fees were increased by

2 4% from £55,100 to £56,459, and
the Chairman’s fee was increased
by 2 4% from £287,600 to £294,600
These increases are 1n line with the
general employee salary increase

The current fee levels, and those for
the future financial year, are set outn
the table

The Chairman, Senier Independent
Director and Non-Executive Directors
are appointed for a three year term,
subject to annual re-election by
shareholders following the annual
Board Effectiveness evaluation process
This term can be renewed by mutual
agreement, up tc a maximum total
tenure of nine years The current Letters
of Appointment are available on the
Severn Trent Plc wehsite

The Chairman, Andrew Duff, will be
standing for re-electien at the Company s
farthcoming AGM on 17 July 2019 and, in
order to facilitate an effective succession
plan, it1s intended that he remarns as
Chairman until the announcement and
induction of his successor

Severn Trent Plec Annual Repert and Accounts 2019

Chairman and Non-Executive Directors’ fees laudited|

Fees Fees

2019/20 2018119 Increase %
Chairman’s fee £294,600 £287,400 2 4%
Fee paid to all Nen-Executive Directars £56,450 £55,100 2 4%
Supplementary fees
- Senior Independent Director £10,000 £10,000 0 0%
- Audit Committee Chairman £15.000 £15,000 0 0%
- Remuneration Commuittee Chairman £15.000 £15,000 00%
- Corporate Responsibility Committee Chair £13,000 £13,000 0 0%
- Treasury Committee Chatrman £15,000 £15,000 0 0%
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Remuneration

Employment at Severn Trent

We have taken the opportunity to create
a new section in this report which brings
visibility of remuneration across the
entire workforce together in one place

Creating an awesome place to work

15 ene of our key strategic priorities,
and one of the ways in which we aim to
achreve this Is through a diverse and
inclusive working environment, and by
rewarding our employees throughout
the ergamisation in a fair manner

In making decistons on executive

pay, the Committee considers wider
workforce remuneration and conditions,
and we believe that it 1s important to
be transparent about the link between
the two

As part of our commitment te fairness,
we have included in this section more
infermation on our remuneration
principles, wider workforce pay
conditions, the Cammittee s rermit,

our Gender Pay statistics and

how remuneration aligns with

Group performance

The Cormnmittee ensyres that pay is fair
throughout the Company and makes
decisions in relation to the structure of
executive pay In the context of the wider
workforce remuneration and the cascade
of ncentives throughout the busmess
The Commttee's remit extends down to
Executives and senior management far
which it recommends and maonitors the
level and structure of remuneration

This section of the report covers
the following

¢ Communication with employees,

» Severn Trent’s
Remuneration Principles,

s Wider workforce considerations
and approach to fairness, including
diversity and inclusion policies,

+ [ntroduction to wider Commuttee remit
and the Committee’s report

- On wider workforce pay policies and
whether the approach to executive
remuneration Is consistent, and

- On the alignment of the iIncentives
operated by the Group with its
culture and strategy
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* Pay Comparisons
- Alignment with Group performance,
- Gender pay, and
- 5ocial Mobility Index

Communication with employees

Te ensure the voice of our employees

1s heard, we have an active Emplayee
Forum ['the Forum’] that meets every
quarter to discuss business challenges
and cpportunities The Forum is chaired
jointly by a member of the Executive
Committee and the Trade Unions
Members include representatives
from HR, joint Trade Unmians and
employees from our other business
area employee forums.

The objectives of the Forum are to

» Involve employees by sharing
information on the future of our
business and the water industry:

* Work together on1ssues that affect our
employees, and

s Work in partnership to deliver better
solutions to improve the way we work

During 2018/19, the CED discussed

the performance of the business with
the Forum, together with key financial
information and ideas for efficiencies.

Top 50 Best Places to Work

Severn Trent Plc has been honoured
with a Glassdoor Employees’ Choice
Award, recognising the Best Places
to Work in 2019, based solely on

the input of employees, who elect

to provide feedback on their jobs,
work environments and companies
through Glassdoor.

Lego
removed

The Chairman and CEC regularly attend
the Forum and in the coming year

the Commuttee Chatrman, and other
Nan-Executive Directors will attend

The Forum provides the epporturuty for
the Board to meet employeés across
the Severn Trent Group and enables
their views to be fully considered at
Board level individual Directors provide
feedback to the Board at each meeting

The Board also recewves feedback from
the ‘Ask L section an the intranet

Remuneration principles

Qur reward strategy 1s designed to
support and reinforce Severn Trent's
purpose, visien and values and to reward
all of our employees for delivering
against our strategic ohiectives. We have
updated our remuneration principles to
suppert the next phase of our strategic
development The principles that

we have developed apply across the
Group and are cascaded throughout

the organisation

The 2018 Code requires the Commuttee
to determine the Palicy and practices

for Executive Directors in Line with a
number of factors set outin Provision 40,
and further details an our remuneration
principles and how we have addressed
the requirements are set out on

page 109

"For employers, we know that a
satisfied and engaged workforce
helps drive financiat performance.
Glassdoor Best Places to Work
winners are strategically investing
in company culture, career
growth opportunities and more,
which also serves as a major
recruiting advantage,” said Dr
Andrew Chamberlain, Glassdoor
Chiet Economist

When sharing a company review on
Glassdoor, employees are asked

to rate their satisfaction with the
cempany overall, and key workplace
factors like career opportuntties,
compensation and benefrts, culture
and values, senior management and
work/life balance
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Our remuneration principics

Support our purpose, Drive long-term Be simple, Encourage our Attract, motivate
vision and values sustainabte perfermance transparent and employees to think and retajn all sur
and our wider for the benefit of all our easily understood and act like owners employees with diverse
business goals customers, shareholders by internal and in the business backgrounds, skills and
and wider stakeholders external stakeholders capabilities
Cultural alignment and Proporticnality and risk Simplicity, clarity and Cultural alignment Clarity
proportionality » Asignificant proportion  predictability and risk ¢ The Committee
* The Commuttee ensyres of remuneratian 15 + The Commuttee * The Committee ensures ensures that Executive
that the overall reward delivered invariable pay ensures the Mighest that a significant portion Directors are provided
framework embeds linked to corpoerate standards of disclosure of reward Is equity- with a remuneration
QuUr pUrpose. vision perfarmance to our internal and based and thereby linked opportumity which is
and values s Performance measures/ external stakeholders to shareholder return competitive against
* The Committee reviews targets for incentives are « The Committee makes  » Executives are required companies of a similar
the executive reward objectively determined decisions on executive to build significant size and complexity, with
framework regularly » Outcomes under pay in the context of personal shareholdings 3 strong emphasis on the
to ensure it supports incentive plans are based  all employees and the inthe Company and this variable elements
the Company's on hotistic assessment external environment 1s regularly monitored by
strategic objectives of perfarmance the Committee

Alignment of the Policy to the Provisions of the 2018 Code

Clarity The Company s perfarmance remuneration 1s based on supporting the implementation of the Company s strategy
measured through KPis which are used for the Annual Bonus and LTIP This provides clarity to all stakeholders an the
relabionship between the successful implementation of the Company’s strategy and the remuneration paid

Simplicity The Company operates a UK market standard approach te remuneration which is familiar to all stakeholders

Risk The Policy includes the following

* Setting defined limits on the maximum awards which can be earned,

* Requiring the deferral of a substantial proportion of the incentives in shares for a material peried of time, helping to
ensure that the performance earming the award was sustainable, and thereby discouraging short-term behaviours,

* Aligning the performance conditions with the agreed strategy of the Company,

* Ensuring a focus an long-term sustainable performance through the LTIP, and

* Ensuring there 1s suflicient fiexibitity to adjust payments through malus and clawback and an overriding discrelion to
depart from formulaic outcomes, especially If it appears that the behaviours giving rise to the awards are inappropriate
or that the criterta on which the award was based do not reflect the underlying performance of the Company.

Predictability ~Shareholders were given full information on the potential values which couid be earned under the Plans on their approval
In addition, all the checks and balances set out above under ‘Risk were disclosed at the time of shareholder approval

Propertionality The Company s incentive plans clearly reward the successful implementation of the strategy, and through deferral and
measurement of performance over a number of years ensure that the Executive Directers have a strong drive to ensure
that the performance 15 sustainable over the long term Poor performance cannot be rewarded due to the Committee s
overriding discretion te depart from Lhe formulaic culcermes under the incentive plans il Lhey do not reflect underlymg
business performance

Alignment A key principle of the Company s culture ts a focus on cus*omers and their experience, this s reflected directly in the type of

to culture performance conditions used for the bonus The focus on ownership and leng-term sustainable performance is also a key
part of the Company s culture In addition, the measures used for the incentive plans are measures used to determine the
success of the implementation of the strategy
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Remuneration

Wider Workforce considerations
and our approach to fairness

Pay and atignment

We recognise the central importance of
all of our teams in delivering success
and, as such, we seek to create an
inclusive working environment, to reward
our employees in a fair and equitable
manner, and ta provide fulfilling

careers We do this by providing all our
employees with:

Number of
employees covered

6,872
[as at 31 March 2019)

Remuneration
element

Salary

Eligibility
All employees

Details

Salaries are set Lo reflecl market value of the role, and to aid
recruitment and retention

Employees wha are not on a traiming rate of pay [such as apprentices)
receve at least the voluntary Living Wage We also monitor closely
the rates of pay of people who are training with us (o make sure they
remain fair and competitive

Benefits

All employees are eligible to participate in our flexible benehts scheme
which we bebieve 1s one of the best in the sndustry and which 1s designed
to support a positive work-life balance

45% of cur employees choose to tallor their benefits via our flexible
benefits scheme They have also saved a total ot £54,309 through our
employee discount partner ships since the scheme was launched,

Pension

We offer a market leading defined contribution pension scheme and
double any contributions that employees make lup to a maximum of 15%
of salaryl, regardless of level or senionty When colleagues get closer to
retirarnent, we provide education and support to hetp plan for the next
stage of their lives

We are proud that 98% of our employees are members of the pension
scheme and 57% pay contributions above the minimum of 3%

Annual bonus

All of our peaple share in our success by participating in our all-
empleyee bonus plan, ensuring all employees are aligned with the same
measures and rewarded for achieving our key objectives

Far this year the bonus paid out £909 to our frontline employees

in Severn Trent Water Limited and Hafren Dfyrdwy New starters,

post 2 January 2019, were not eligible to receive a bonus.

SAYE

Offering the opportumity to participate in our Sharesave scheme
encourages employee engagement and reinforces our strong
perfermance culture, enabling all employees to share in the
long-term success of the Company whilst also aligning participants
with sharehaolderinterests.

Nearly 70% of cur employees are active participants in our Sharesave
scherme which gives employees an apportunity to save up to £500 per
month over three Lo five years, with the aption to buy Severn Trent Ple
shares at a discounted rale at the end of the period,

374 LTIP

A proportion of
this population
participate in the
LTIP by annual

invitation

Management
and senior
management

The LTIP reinforces detivery of long-term creatian of value and sector
outperformance

The retention of shares by Executive Directors for the longer term
also supports a shared ownership culture in the Group.

Executive Committee 11
and Executive

Shareholding
guidelines as a

Directors % of salary
CEO - 300%
CFO - 200%

Exes Co - 100%

Supperts alignment of Executives’ interests with shareholders

110

Severn Trent Plc Annual Repart and Accounts 2019



Our Social Purpose

We are proud to be recognised as the
first socially purposeful Company in
the utility sector Read more in our
Social Purpose Chapter on page 6.
Qur employees tell us we are doing
well on diversity and inclusion

through great scores in our employee
engagement survey but we know there

in this area

are further opportunities to reflect the

demaographics of our region

Do more to support our devetopment

and wellbeing

£10m

Investment in the
5 rn lrent Academy
cvelapment

240

Menopawse awarsr
programime, 5o far ove
240 employees hawe
attended cur moenapa
,10% of whom

werkshops

were male

Pride 2019

LOET- all
and Pride

WU G

Provide everyone the opportunity to succeed
in a job that the community depends upon

2 days

crnablo cmplavees
ricipote i
AP POt amines,
wid ol our
o5 took this

Erriplovalality schome

sapport peopte with
Loy diltenies
GO EOTR CRpETICNCe
and skalls

24

Visited 24 sohcnls
and colges i soo
mebihity cold spots

TAP INTO YOUR
POTENTIAL

Dar qraduante schormie

has a Black, Asan and
Minarity Frhime [BAMET
reprasentahion of 3150, walh
the cquivalent fiqure for
. apprent ces bemg 1774
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As a result, we remain strongly
committed to the long-term sustained
development of our employees and
communities through our evolving
diversity and inclusion policies

The diagram below summarises some
of our activities and accomplishments

Stratogic report
Governance
Group francal 2

Other mforreation

Recognise and fairly reward

everyone’s contribution

Gour 240108 ftnrtmg
rstes are c. £16,000

£16, 900

for Underg

Flacements Jn.‘i
C.EZ'?,UOU for Graduatos

Fairness, transparency
and alignment r

ah ourentire
cuslo ¥

Be a company that we're

inspired to work for

GrwaTian”
talion dmung;swt
cullve Dormmittes and
Lhesr direat re suathin the
FToE100
Famplon-Slexender Raview

Top 50

Lege
remaved

62%

Fraployee cngagomen?
whnch s o poimnts abe:
of the UK and Irelang
average benchrmark

93%

Jr it Ul i
oy joh

922%

Frovd to be part
of Severn Tren

recuygnised i the 2018
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Directors’ remuneration report continued
Remuneration

Gender Pay Gap Reporting

Gender pay reporting tegislation

came into force in April 2017 and
requires all UK employers with 250

or more employees to publish annual
information illustrating pay differences
between male and female employees

At Severn Trent, we are passionate about
equality, diversity and inclusion and are
committed to addressing our Gender
Pay Gap

We reported our Gender Pay Gap in
Novermber 2018 in line with statutory
requiremnents The data was based on
figures from 5 April 2018 and shewed

a mean gap of 2 8% (last year 2 4%]

and @ median gap of 13 2% [14.6%!}

The increase in the mean reflects small
changes 1n the number of men and
women within our executive population,
and the decrease in the median s
primarily driven by a higher proportion
of females being recruited and promoted
within our sentor managerial population.

We continue to encourage and embrace
diversity, and are always looking

at ways in which we can build our
inclusive appreach

The full Gender Pay Gap report

can be found on the Severn Trent
website, detailing the methodology
and definitiens, including case studies
showeasing the achievements of two
of our employees, and information
about our traillblazing menopause
awareness campaign

Pay quartiles

72.4%
80.5%
70.8%
571%

Top 27.6%

quartile

Upper middle 19 50/0

guartile

Lower middle 29'20/0

quartile

rower - 42.9%

guartile

The difference in hourly pay between men and women is

13.2%

The difference in annual bonus pay between men and women is

-50%

Median

3.9%
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Social Mobitity Employer
Index 2018

We were ranked as one of the Top

S0 employers in the Social Mobility
Employer Index 2018 ['the Index’)

The Index ranks participating employers
on their actions to access and progress
talent from all backgrounds, and
showcases their progress towards
improving soclal mobility

Having a workforce that s diverse

in terms of sccial background 1s as
impartant to Severn Trent as being
diverse in terms of gender and race, and
the Index has assessed us on the actions
we are taking to ensure we are open to
accessing and progressing talent from
all backgrounds

Severn Trent Plc Annuat Report and Accounts 2019

Qur ranking has increased from 38th

to 20th in the Index due to the work we
have already undertaken (n this area te
enable those from lower socie-economic
backgrounds to succeed Measures taken
to improve social mobility include

Targeting our cutreach work at schools
with gabove-average levels of free
school meals/low levels of attainment
with a focus on Socral Mobility

Cold Spots;

Unlike many other organisations,
which offer apprenticeships at
levels two and three, we offer higher
apprenticeships, and

Removing the name, grades and
university attended from all stages

of the recruitment process for

our graduate and apprenticeship
programmeas As a consequence, offers
were made to individuals who would
probably not have been recruited under
the previous grade requirements

We also signed the Social Mobility Pledge
in 2019, which encourages companies

tc improve the UK's record on social
mobility As part of this, we will:

+ Partner with schools and colleges
to provide coaching through
quabity careers advice, eprichment
experiences and by mentoring peaple
from disadvantaged backgrounds
or circumstances,

s Provide structured work experience
and/or apprenticeship opportunities
to people frem disadvantaged
backgrounds or circumstances, and

s Adopt open employee recruitment
practices which promote a level
playing field far people frem
disadvantaged backgrounds
or circumstances
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Directors’ remuneration report continued
Remuneration

Introduction to Committee remit

and the Committee’s report
Salary

Process

Remuneration element

Details reviewed

Salary rises

General positioning of base salary against market

In order for the Commuttee to carry out Bonus
its oversight review of wider workforce

pay and policies and incentives, a specific

process i1s being developed This section

provides some detail on how the

Total eligible population (% of Group employees)

Target and maximum range (% of Salary)

Performance conditions in place across the Group

Method of payment - cash or shares

Recovery provisians in place [malus and clawback]

Committee will carry out its duties and

the key 1ssues that will be considered Long Term

Incentive Plan
The Commuittee will receive a report
twice a year from the Group setting out
key details of remuneration throughout
the Group The table sets out a summary
of the information that will be received

Tatal eligible population (% of Group employees)

Target and maximum range [% of Salary]

Type of performance conditions

Halding period

Mimimurm shareholding requirement

Recovery provisions [malus and clawback]

and discussed by the Cemmittee at the Pension
end of the financial year

Levels of remuneration and the types
offered will vary across the Group
depending on the employee’s level of
seniority and role The Committee 1s not
looking for an homogeneous approach
but, when conducting its review, it

will pay particular attention to the

Defined Contribution

Total eligible population

Group contribution

% - Range of values

For new EDs and existing EDs

Employee contribution

Defined Benefit

Total eligible population

Range of values

following 1ssues

» Whether the element of
remuneration i1s consistent with the
Remuneration Principles,

« Whether any differences are objectively
Justifiable; and

* Whether the approach seems fair
and equitable in the context of
other employees

Once the Committee has conducted
its review of the wider workforce
remuneration and incentives, it will
consider the approach applied to the
remuneration of the Executive Directors
and senier managerment. In particular,
the Cormmittee i1s focused on whether,
within the framework set out above,
the approach to the remuneration of
the Executive Directors and senior
management s consistent with that
applied to the wider workforce

The first report, as described above, 1s
due to be considered by the Committee
later in 2019. Details of the findings on
the alignment of pay across the Group
will be communicated to employees and
reported on in next year's Directors’
remuneration report
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Pay comparisons

Our policy guantum compared

with peers

The following table shows the relative
position of target total compensation
under the policy for our Executive
Directors compared with the
FTSE51-150

When we set the remuneration for the
Executive Directors, one of the factors
the Committee considers 15 the relevant
market for Executive Directors, which
we believe 1s the FTSES1-150, and the
size of the Company compared with
these peers The Company s around
the median of this comparator group by
market capitalisation and the proposed
target total compensation has been set
broadly in Line with this position

CEOD remuneration vs returns

to shareholders

The graph shows the value at 31 March
2019 of £100 invested in Severn Trent
Plc on 1 April 2009 compared with

the value of £100 invested in the FTSE
100 index The FTSE100 was chosen

as the comparator index because the
Cornpany s a constituent of that index
The intermediate points show the vatue
at the intervening financial year ends

Total shareholder return

The chart shows the value at 31 March
2019 of £100 invested in Severn

Trent at the start of the current AMP
The intermediate points show the value
at the intervening financial year ends

Severn Trent Plc Annual Report and Accounts 2019

Relative position of target total compensation

Graph removed

Total shareholder return and total remuneration

Graph removed

Total shareholder return over AMP
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Directors’ remuneration report continued
Rermuneration

Remuneration of the CEQ

The tigure of remuneration for the CEQ over the last 10 financial years 1s shown in the table below The annual bonus payout
and LTIP vesting level as a percentage of the maximum opportunity i1s also shown

Year ended 31 March

2010 201 2012 2013 2014 2015 2014 2617 2018 2019
CEO Tony Wray Tony Wray TonyWray TonyWray TonyWreay bLivGarfield LivGarfield LivGarfreld LivGarfreld Liv Garfield
Total remuneration”
[£000) 1,.0270 9498 12441 16353 18184 21976 24936 24240 21935 2,395.4
Annual bonus
(% of maximurn! 51.5% 43 2% 48 1% 82 L% 78.7% 52 0% 88 2% 75 8% 72 5% 70.2%
LTIP vesting
(% of maximum) 60 3% D 0% 28 4% 575% 100.0% 1000% 100 0% 1000% 100 0% 100%
SMP vesting
(% of maximum] N/A N/A N/A 78 0% 64 3% N/A N/A N/A N/A N/A

(] 2018 onwards includes any SAYE grants made during the year as well as dividend equivalents in respect of vested LTIP shares

Percentage change in the
remuneration of the CEO

The table shows the movement in salary,
benefits and annuat bonus for the CEQ
between the current and previous
financial year compared with that of the
average employese The Commuttee looks
to ensure that the approach to fair pay

1s implemented in practice throughout
the Group

The Commuttee has elected to use the
average earnings per employee as this
avoids the distortions that can occur to
the Group's total wage bill as a result of
movements n the number of emptoyees
The cemparater group used s Severn
Trent employees in the UK

The Committee monitors this
information carefully to ensure that
there is not a divergence in the fixed
pay of the CEO compared with the wider
workforce inaddition, this information
demonstrates the Company’s approach
to bonus throughout the organisation
with employees and the CED benefiting
when the Company does well

116

Percentage change in the remuneration of the CEO

CEO Average per employee

2018/1% 201718 201819 201718
€000 £000 Change £'000 £000 Change
- Salary! 708.0 690 6 2.5% 31.8 Y 305 4 3%
- Benelits'! 1741 177 [34)% 0.4 04 0%
- Bonus' ! 497.0 5010 (08]% 1.7 18 (5 6%

il The salary figures shown are based on full ime equivalent comparisons

(1l The benefits higures include car allowance and family tevel private medical insurance for senior and
middle managers

[} The figures shown are reflective of any bonus earned during the respeclive financial year
Benuses are paid in the fellowing June

(vl The average pay increase for the wider workforce during the year was 3 0%
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Strategic
> Governance

Annual Report on Remuneration Total single figure of remuneration
(audited]

The total single figure of remuneration
table below sets out the remuneration
received by the Oirectors for

2018/19 [or for performance periods
ending In 2018/19 in respect of the
long-term incentives] and, for the
purposes of comparison, for 2017/18
Where necessary, further explanations of
the values provided are included below
This table and the explanatory notes
below this table have been audited

The Annual Report on Remuneration and
the Anpual Statement will be put to an
advisory shareholder vote at the AGM on
17 July 2019 The informatinn on pages
117 to 12215 audited

Tatal single figure of remuneration [audited)

Year ended 31 March 2619 Year ended 31 March 2018
Salary
and Annual Salary Annual
Executive fees Benefits bonus LTi# Pension Jiher Totat ardifees Renefits  borus LTIP  Pensien Tiher Tatal
Directors (€°000)" (EQpO)™ [£0003 (£°000)"™ (£°000)Y (£°000)" (£"000} [£ 000l {£003] ' [€00Q) “4E0BI - [£000) " [£000) {f 030)
Liv Garfield 703.7 174 497.0 1,001.7 175.9 - 2,395.4 487 18 501 811 172 45 21935
James
Bowling 4240 16.5 299.5 402.5 106.0 4.5 1,253.0 414 19 302 ne 104 - 1,157 8
Salary
and Annual Salary Annaal
Non-Executive fees Benefits benus LTIP Pension Other Total ardfees Benefits  bonus L7IP  Pension Other Tatal
Directors 1£009) 1£'000  [€'000) {€ 0o0) [E'000) (£°000) [£'000] (£ 00Dl [E00D0 [E£000] [£00D €020 (£200] (£ 0301
Andrew Duff
[Chairman) 287.4 - - - - - 287.6 281 - - - - - 281
John Coghlan 851 - - - - - 85.1 84 - - - - - 84
Phitip
Remnant 701 - - - - - 70.1 69 - - - - - 69
Kevin
Beeston 651 - - - - - 65.1 b4 - - - - - 64
Dominique
Reiniche 55.1 - - - - - 55.1 54 - - - - - 54
Dame Angela
Strank 68.1 - - - - - 68.1 67 - - - - - 67

{1 Salaries are shown before the deductions ot bencfits purchased through the Company s satary sacrilice scheme, such as pension contribulions via satary
sactitite Salary is based on salary earned during the hinancial year

(0] Benehts include a car allowance of £15,000 p a . farmily level private medical insurance, life assurance worth six imes salary and participalion in anncapacity
benefits scherne

[w) The annual bonus s paid 50% in cash and 50% in shares with the portion deferred into shares subject to continued employment for three years but with no
further performance condibions attached

] The value of the 2016 LTIF 15 based on the estimated value of shares calculated using the average share price for the period 1 January to 31 March 2019 of
£19 80 and includes dividends paid to date The orior year LTIP higure has beer restated using the share price at the date of vesting and includes dividend
equivalents in respect of vested shares

[v] The Executive Direclors’ pension provision 1s equal to 25% of salary No Executive Directors accrued benelits under any delined contribution pension plans
during the year or have parlicipated in a defined benefits scheme while an Fxecutive Director

Wl This iigure relates Lo the difference between the markel price and Lhe discounted aotion price relating to an SAYE oplion granted du-ing the iinancial year

Relative importance of the spend on pay

The table below shows the expenditure
of the Company on staff costs against 2019 2018

Relative importance of the spend on pay

dividends paid to shareholders for both £€m Em % Change
the current and prior inancial periods, Staff costs ! 309.4 2881 7 4%
and the percentage change between the Dividends 2119 1970 7 6%

two periods
P [l Staff costs frarm continuing operations
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Directors’ remuneration report ccntinued
Remuneration

Benefits for 2018/19 (audited)

The value of benefits is based on the cost to the Company and there i1s no pre-deterrmined maximum Limit The range and value of
the benelits offered is reviewed periodically. In line with the Policy outlined on page 105, we show below the benefits received by
the individual Executive Directors in the year, and their typical annual value where possible

Benefits for 2018/19 [audited)

Typical Typicalt Percentage

annual value annual value increase/ |

2018/19 2017/18 [decrease) |

Car allowance £15,000 £15.009 0% !
Private medical insurance £1,500 £1,500 0%
Life assurance Up to 6 x salary Up to 6 x salary 0%
Personal accident cover As per the Group-wide policy As per the Group-wide policy 0%
Bienn:al health screening £581 per health screen £420 per health screen [6.3)%
Incapacity benefits” Worth 75% of salary for a period of five Worth 75% of salary for a period of five 0%

years [subject to qualifying criterial

years [subject to qualifying criterial }
I} Incapacily benetitfor Executive Directors and senior management s 75% ot salary, and for the rest of the eligible workforce 15 50% of salary {
|

Personal objectives for the Executive
Directors continue to be linked to our
strategic framewcrk and were shared
across the team, with each Executive
Oirector leading on the areas which
best align to their accountabilities

overall bonus awarded to each Executive
Director, is set out in the At a Glance
secticn on page 100 The table provides
detail on the performance outcames for
both Executive Directors in relation to
their specific personal objectives.

Annual bonus outturn for 2018/19

Full detail on the Company s
perfermance during the financial year
can be found in the Strategic report

The performance outcomes in respect of

financial performance conditions, and the

and expertise

CEO
Objective Key achievements Performance
and actrvity in 2018/19 outcome
Embed customers ¢ Achieved customer 0Dl uncapping enabling benefits of outperformance to be shared @
at the heart of all we do with custamers Fully met
Delwver on customer * 40% year-on-year improvements in Supply Interruptions
measures through * Ofwat approved waste uncapping benefiting the remainder of AMP&.
customer ODIs « Supported 52.838 vulnerable customers

* Retained UQ for Customer Service Index for 2018/19
Drive operational * Significant improvements have been made In waste networks ODIs during AMP6, o
excellence and including 50% reduction in total flooding incidents linternal and externall. and year- Fully met
continuous innovation on-year reduction in the number of Cat3 pollutions
Deliver UQ plans = Delivery of 2018 Agrivert acquisition
across Waste, * Signilicant improvements in leakage year on year, including leakage work in progress
Water and Retail down by 65% and a 50% improvement in the median no of days to hx a leak.

* New custorner first programme rolled out to all Contact Centre staff.
Invest responsibly Taken actions to reduce risk scores across a range of areas through reviewing and [ ]
for sustainable growth embedding control and assurance frameworks, additional infrastructure investment Fully met
Achieve material and identification and implementation of remedial plans
improvemeants in some of our key
Board and STEC level Enterprise
Risk Management [ERM’] risks
Change the market * PR19 fast-tracked. ®
for the better * Only utility to be named as a Pathfinder by The Purposeful Company. Fully met
Produce competling
cases forinvestment at
PR1% that enable strong
Regulatory Capital Value ['/RCV’]
growth over AMP7 and AMPS
Create an awesome * Qveralt QUEST score held flat in spite of exceptional work effort and unprecedented [ ]
place to work external factors affecting normal day-to-day werking We are five points above the UK Fully met

Continue on improving
overall QUEST
engagement scores

18

and Ireland benchmark
* Spcial Mobility Employer Index ranking increased from 38th to 20th
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CFO

Objective
and activity

Embed customers
at the heart of atl we do

Support customer QDIs

> Governance

Key achievements
In 20%8/19

Identified and made imprevements in reporting and analysis, enabling management
to have greater insight when making in-year decisions
Ofwat approved waste uncapp:ng benefiting the remainder of AMP6

Performance
outceme

Fully met

Drive operational
excellence and
continuous innovation

Continue the evolution
of regulatory subrmissions
and building fmanciat resiience

Produced high quality Annual Performance Reports for both Severn Trent Water
and Hafren Dyfrdwy

Embedded robust fimancial resilience processes, e.g early adoption of Ofwal's
froposed stress testing scenarios for PR19

Fully met

Invest responsibly
for sustainable growth

Support effective
decision-making in Capital
Delivery, delivering efficiencies
and effective resource allocation

Implemented improved capital governance model, enabling more efficient project
resource allocation

Successful creation of £100m "Spend to Save capital fund targeted at operational
efficiencies for AMP7

Fully met

Change the market
for the better

Deliver Finance plan

for PR19 and an excelient
assurance programme
for PR19 submission

Created cost-effective Assurance plan as part of PR19 submission, and
achievernent of fast-track status has enabled early implementation

Fully met

Create an awesome

Launched Finance for the Future model designed to improve effectiveness,

place to work embrace innovation and drive efficiency towards AMP7 Tatex challenges, Fully met
Develop breadth and supported by an award winning study programme far future talent [graduates
depth of experience and apprentices)
and expertise across
whole Finance team
ik
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Directors’ remuneration report continued
Remuneration

LTIP awards vesting in relation to performance in 2018/19 [audited]

The table below shows the ocutcome In respect of the 2016 LTIP awards, granted on 21 June 2016, which had performance periods
ended 31 March 2019 and indicates the resulting number of shares vesting and their value The LTIP based on RoRE over the three
years to 31 March 2019 will vest i full This 1s representative of continued solid perfermance in customer ODls, kinancing and
Totex Detail on the performance cutcome I1s given in the At a Glance section on page 102

LTIP awards vesting in relation to performance in 2018/19 (audited)

Value of
Value dividend
atiributabte equivalents  Total value
Value of to share Value of due on of LTIP
Number award at End of Number of price LTIP shares vesting I1Single
of shares grant performance % award shares Vesting movement vesting" sharesh! Figure)
Executive granted (£'000) period vesting vesting date (£°000) [£°000) (E'000) (£°000)
CEOQ 46115 £995 6 31/03/19 100% 46,115  21/06/19 £0 £913 2 £88 5 £1,001.7
CFO 18,529 £4000 31/03/19 100% 18,529  21/06/19 £0 £3646 9 £35 6 £4025

The ReRE calculation used for LT|Ps differs slightly from that used in the Annual Performance Report, which uses the Ofwat definition The LTIP measure seeks ta
align better gur LTIP targetsto actual cash flows and against a clearly definad target In thus measure, financing cutperformance s based on actual gearing rather
than the notional capial struclure and compares our cost of debt against the allowance in the Otwat Financial Model Itinctudes profits/losses associated with
tand sales, miscellaneous activities and the impact of the wholesale revenue forecasting incentive mechanism

] Based onthe average shaie price over the final three maonths of the performance period £19 80 as the awards will not be released until after the end of the closed period
ul Based on dividends paid in the period since date of grant to 31 March 2019

Payments for loss of office
There were no payments for loss of office In the year.

Payments to past Directors [audited]

Emma FitzGerald

Full details of Emnma FitzGerald's unvested shares under the deferred Annual Bonus Scheme and LTIP awards can be found in the
2017/18 Directors’ remuneration report The table below sets out details of the LTIP award which will be released to her on the
ordinary vesting date, 21 June 2019 She will also receive dividend eguivalents on the vested shares

Award End of performance period Number of shares

2016 LTIP 31 March 2019 11,243

Outstanding scheme interests, including share awards granted during the year (audited}

The table below sets out details of the Executive Directors’ outstanding share awards as at 31 March 2019

Directors’ shareholdings and summary of outstanding share interests laudited)

Maximum Pirec;?.:;g; Exercise End of Endef  Vesting/ Awards granted during the year

oumber of threshald price performance holding exercise Face value
Executive Award type 1 shares! performance  (pence) period period dateb Basis of award {£°000]  Notes
Liv Garfield 2016 LTIP 46,115 25% - 31/03/19 - 21/06/19 la
2016 ABS 16.260 - - 31/03/16 - 28/06/19 lc
2017 LTIP 42,383 25% - 31/03/20 - 20/06/20 la
2017 ABS 12,850 - - 31/03/17 - 28/06/20 le]
2018 SAYE 1,089 - 1,652 - - May-21 - - [d)
2018 LTIP 72.880 25% - 31/03/21  24/07/23  24/07/21 200% of salary £1.381 (b)
2018 ABS 13,39 - - 31/03/18 - 19/04/21 Deferred bonus £2505 lc)

Total 204971

James Bowling _ 2016 LTIP 18,529 25% - 30319 - 21/06/19 la
2016 ABS 9.634 - - 31/03/16 - 28/06/19 lc
20716 SAYE 1,044 - 1,724 - - May-19 - - (d
2017 LTIR 17,028 25% - 31/03/20 - 20/06/20 la
2017 ABS 7.693 - - 31/03/17 - 28/04/20 (el
2018 LTIP 32941 25% - 3Y/03/21  24/07/23  24/07/21 150% of salary £624 3 (b}
2018 ABS 8.072 - 31/03/18 - 1%/06/21 Deferred banus £1510 {c]

2019 SAYE 1,221 - 1,474 - - May-22 - (d]

Total 96162

il LTIP awards are condittonal share awards subject to performance conditiens ABS awards are deferred shares which are not subject ta further
perfarmance conditions

{u] Additional dwidend equivatent shares may be released where provided in the rules
Il Awards that are due to vestIn g closed period witl be released as soon as practicable after the end of the closed period
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a) 2016 and 2017 LTIP awards

All of the LTIP awards are subjectto a
RoRE performance cendition measured
over three financial years, and average
RoRE performance 1s compared with the
baseline figure set by Ofwat in cur FD

The award will vest at threshold [25%)]
if average RoRE matches the baseline
figure, and increases on a straight-
line basis to full vesting (100%) fer
outperfarming the baseline

b) 2018 LTIP award lawards granted
during the yearj

In 2018, the LTIP maximum opportunity
changed from 150% to 200% of salary
for the CEO and 100% to 150% of salary
for the CFO We retained RoRE as a
performance condition and aligned the
Company definition of RoRE with the
Ofwat definition We recalibrated the
previous stretch target as the new target
and introduced a new relative stretch
target of UQ performance against the
WaSC peer group, as well as introducing
a two year post-vesting holding period

c} Deferred shares under the annual
bonus scheme lincluding awards
granted during the year)

Each year, 50% of an Executive
Director’s annual bonus 1s deferred in
shares for three years The awards are
granted in the form of deferred shares
The deferred shares relating o the
annual bonus for 2018/19 will be granted
in June 2019

d) Save As You Earn ['SAYE’]

The Executive Directors, in cornmon
with all eligible UK employees, are
entitled to participate in the Company's
SAYE Scheme
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2016 and 2017 LTIP awards

Strategic report
> Goverpance
o

3 day average

Threshold share price
vesting FO Fullvesting used for grant
Award Grapt date {Baseline] (Dutperformance] calculations
2016 LTIP  21/06/2016 5 65% x1 3% [equivalent to 7 86%) €21 59
20017 LTIP 20/06/2017 5 60% x1 3‘?lequwalentto786°f’o] £23 %4

2018 LTIP award [awards granted during the year)

Threshold

vesting FD
Award Grant date {Baseline) 139xFD
2018 LTIP 24/07/18 5 65% Equal to 7 86%

3day average
share price

Fulivesting  used for grant
[Outperformance) calculations
UQ RoRE
compared to
WaSCs £18 95

Deferred shares under the annual bonus scheme
lincluding awards granted during the year)

3 day average share price

Award Relating to FY Grant date used for grant calculations
2016 ABS 15716 28/06/16 £2159
2017 ABS 16/17 28/06/17 €23 96
2018 ABS 17/18 19/06/18 £18 70
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Gavernance

Directors’ remuneration report continued
Remuneration

Directors’ shareholdings and
summary of outstanding share
interests {audited)

Page 103 in the At a Glance section
summarises the shareholding
requirements under which Executive
Directers are expected to build and
maintain a shareholding in the Company,
and whether Executive Directors have
met the shareholding requirements

The shareholding requirements for the
CEQ and CFQ ncreased in 2018/19

The Committee believes that it 1s an
essential part of the Policy that Executive
Directors become material sharehslders
The retention and build-up of equity
isamportant in a leng-terrm business
such as Severn Trent as 1t encourages
decisions to be made on a long-term
sustainable basis for the benefit of
customers and shareholders

There has been no change in the
Directors’ interests in the ordinary share
capital of the Company between those
set out below and 20 May 2019

External directorships

Liv Garfield was apparmnted @ member of
the Takeover Panel in November 2017
In respect of her appointment for the
year ended 31 March 2019, she was paid
fees of £12,000 which she retained

Service contracts for

Executive Directors

Copies of the service contracts of the
Executive Directors and the Letters

of Appointment of the Non-Executive
Directors are available for inspection at
the Company's registered office during
normal business hours

Interests in shares as at 31 March 2019

Qutstanding scheme interests % Shareholding

Benaficialty LTIP Annual Bonus SAYE guideline
Director owned shares" shares™ options Total achieved'!
Kevin Beeston 2,244 - - - 2.2L4 -
Dominique Reiniche 400 - - - 400 -
Jahn Coghlan 2,670 - - - 2,670 -
Andrew Duff 8,184 - - - 8,184 -
Philip Remnant 1,969 - - - 1,969 -
Bame Angela Strank 459 - - - 459 -
Liv Garfield 137,349 161,378 47,504 1,089 342.320 147%
James Bowling 32,075 68,498 25,399 2,265 128,237 103%

[} LTIP share awards subject to ongoing performance condibions

] ABS awards are deferred shares which are not subject ta further parformance conditions

fw] The share price used to calculale the percentage of the shareholding guideline achieved was £19 76 tas at 31 March 2019] The guidelire higures include
unwested ABS shares [50% deducted to cover statutory deduction]

Service contracts for Executive Directors

Name Date of service contract
Liv Garfield 10 04 14
James Bowling J104 15

Nature of contract Notice peried

Rolling 12 months

Termination payments

Payments for loss of office comprise a maximum
ot 12 manths’ salary and benefits only

Philip Remnant
Chairman of the

Remuneration Committee
20 May 2019
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Directors’ report

The Directors present their report and
the audited Group financial statements,
for the year ended 31 March 2019

The performance review of the Company
can be found within the Strategic report
This provides detaited information
relating to the Group, Its business

modet and strategy, the eperation of its
businesses, future developments and the
results and financial position for the year
ended 31 March 2019 The Gavernance
report set out on pages 64 to 12815
incorporated by reference into this report
and, accordingly, should be read as part
of this report

Details of the Group's policy on
addressing the principal risks and
uncertainties facing the Group are set
out in the Strategic report on pages 54
to 61

Principal activity

The principal activity of the Group 1s
to treat and provide water and remove
waste water in the UK and ireland

Details of the principal joint ventures,
associated and subsidiary undertakings
of the Group as at 31 March 2019 are
shown in note 19 and 44 to the Group
financial statements

Areas of operation

During the course of 2018/19, the Group
had activities and operations in the UK
and Ireland

Directors and their interests
Bicgraphies of the Directors currently
serving on the Board are set out on
pages 66 and 67

All of the Directors will be offering
themselves for re-election at the Annual
General Meeting [AGM’], as set out

in the Governance report on page 84

The Chairman, Andrew Duff, will be
standing for re-election at the Company s
forthcoming AGM on 17 July 2019 and, in
order to facilitate an effective succession
plan, it)s intended that he remains as
Chairman until the anneuncement and
induction of his successor

Details of Directors’ service

contracts are set out in the Directors’
Rermuneration report on page 122

The interests of the Directars in the
shares of the Company are shown on
page 120 of that report The Board has a
documented process in place In respect
of conflicts
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insurance and indemnities

The Campany maintains Directors” and
Officers’ Liability insurance in respect
of legal action that might be brought
againstits Directors and Officers

As permitted by the Company's Articles
of Association (the ‘Articles’], and to the
extent perrmitted by law, the Company
indemnifies each of its Directors and
other Officers of the Group against
certain labilities that may be incurred as
aresult of their positions with the Group
The indemnity was in force throughout
the tenure of each Director during the
last financial year, and 1s currently

In force

Severn Trent Ple does not have in place
any indemnities for the benefit of the
External Auditor

Employees

The average number of employees within
the Group I1s shown in note 9 to the Group
financial statements

Severn Trent Plc believes a diverse

and inclusive workforce 1s a key

factor in being a successful business
Through our Biversity and Equal
Opportunities Policy, the Company seeks
to ensure that every employee, without
exception, I1s treated equally and fairly
and that all employees are aware of their
responsibilities This means more than
ensuring we don t discriminate in any
way - we want to create and maintamn

a culture open to 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 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 supperting applications made by
disabled persons, and make reascnable
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
ermployee 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

Sirategic renort
> Governance

All our training, promotion and career
development processes are in place for
all our employees to access, regardless
of their gender, race, age or disahility
The provision of occupational health
programmes 1s of crucial importance to
Severn Trent with the aim of keeping our
empleyees fit, healthy and well, including
an employee assistance programme

Additional information on our diversity
aims and progress can be found on
pages 44 and 82

Employee engagement

We continucusly engage with our
employees in a number of ways to
accommodate different working
patterns This includes

« all people briefings, 'Team Talk’,

+ corparate communications events and
roadshows held by functions across
the Company,

a dedicated intranet, ‘Streamline’,

« online news portal and weekly
roundup, Pipeline News',

* an active employee sociat media
presence, Yammer',

conference calls and email,

leadership engagement channels
- Executive Director blogs, senior
management monthly visibility

proegramme and quarterly events,

* Employee Forum, and
+ regular meetings with Trade Unions

Details of the financial and economic
factors affecting the performance of the
Company are shared with all employees
at the appropriate time using the
methods listed above

We provide opportunities for employees
to give their feedback to the Company
in a number of ways, from team er

shift meetings, our Employee Foarum
and QUEST More information on
employee engagement can be found in
the stakeholder engagement section on
pages 73 to 74
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Directors’ report continued
Other disclosures

The Company 1s keen fo encourage
greater employee involvement in the
Group's performance through share
ownership To help align employees’
interests with the success of the
Company’'s perforrance, we cperate
an HMRC approved all-employee plan,
the Severn Trent Sharesave Scheme
["‘Sharesave’), which 1s offered to UK
employees on an annual basis

69 7% of Severn Trent's UK employees
now participate in the Sharesave
scheme, with the average participant
contributing £276 each month.

During the year, the Company has

remained within its headroom limits for
the 1ssue of new shares for share plans
as set out in the rules of the above plan

Research and development

Innovative use of existing and emerging
technologies will continue to be crucial
te the successful development of new
products and processes for the Group
and our products must continue to
deliver value for customers

Expenditure on research and
development is set out in note 7
to the Group financial statements.

Internal controls

Further details of our internal control
framework can be found in the Audit
Committee report on page 89

Treasury management

Details on our Treasury Policy and
management are set out in the Chief
Financial Officer’s review on page 52.

Post balance sheet events

Details of post balance sheet events
are set out In note 43 to the Group
financial statements

Dividends

Aninterim dividend of 37 35 pence per
Crdinary Share was paid on 4 January
2019. The Directors recormmend a final
dividend of 56 02 pence per Ordinary
Share to be patd on 12 July 2019

to shareholders on the register on

14 June 2019 This would bring the total
dividend for 2018/19 to 93.37 pence per
Ordinary Share (2017/18- 86 55 pence)
The payment of the final dividend 1s
subject to shareholder approval at

the AGM
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Dividend Policy

In 2017/18, we enhanced our Dividend
Policy for the period 2015-2020, with
effect from 2017/18, and will now
increase the dividend by growth of at
least RP1 +4% each year This replaced
the previous Dividend Policy of annual
growth of the dividend at no less than RPI
uniil March 2020.

The Dividend Policy reflects our strong
operational detivery and financial
performance, while ensuring that our
bills are affordable for all our customers
When determining the policy the Board
considered various scenarios and
sensthvities, and reviewed the impact of
adverse changes ininflation and interest
rates on key metrics The Board believes
that the Dividend Policy 1s commensurate
with a sustainable investment grade
credit rating

Capital structure

Details of the Campany’s 1ssued share
capital and of the movements during the
year are shown in note 10 to the Company
hnanctal statements. The Company

has one class of Crdinary 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 1ssued
nominal value of all share capital

There are no specific restrictions on the
size of a holding nor on the transfer of
shares, which are both governed by the
general provisions of the Articles and
prevailing legistation The Directors are
not aware of apy agreements between
holders of the Company’s shares that
may result in restrictions on the transfer
of securrtres or on voting rights

Details of employee share schemes are
set out in note 37 to the Group hinancial
statements For shares held by the
Severn Trent Employee Share Ownership
Trust, the Trustee abstains from voting

Nao person has any speciat rights of
control over the Company's share capital
and all 1ssued shares are fully paid

With regard to the appointment and
replacement of Directors, the Company
15 governed by its Articles, the 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 Plc
Matters Reserved to the Board document
which can be found on our website, the
Articles and the Governance report on
page 71

Under the Articles, the Directars have
authority to allat Ordinary Shares,
subject to the aggregate nominal amount
Limit set at the 2018 AGM

Change of control

There are a number of agreements that
take effect after, or terminate upan,

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 Ukely impact
on the business of the Group as a whole.
There are no agreements between the
Company and its Directors or employees
that provide far compensation for loss

of office or employment because of a
takeover bid

Substantial shareholdings

As at 31 March 2019, the Company

had been notified in accordance with
Chapter 5 of the Disclosure Guidance
and Transparency Rules of the following
major shareholdings:

Noof  Voting

Ordinary rights
Name of Shares held
holder column %)
Lazard Asset 23,307,808 982%
Management
BlackRock 18.722,846 773%
RReef Real 9729101 273%
Estate
Legal & General 9,285,649 386%
Investment
Management
Vanguard Group 8,334,011 351%
Maple-Brown 8,083,911 255%
Abbott
Pictet Asset 7,781,012 306%
Management
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As at 20 May 2019, the Company had been
natified of the following holdings of voting
rights in the Ordinary Share capital of
the Company Lazard Asset Management
23,425,859 shares (7 88%), BlackRock,
Inc shares 17,747,520 (7 48%]; Legal

& General Investment Management
9,072,090 shares [3 83%); Vanguard
Group 8,367,928 shares (3 53%]; Qatar
Investrment Authority shares 7,964,730

{3 35%], Pictet Asset Management
shares 7,306,925 (3 08%); RReef Real
Estate 6,594,363 shares (2 78%};
Maple-Brown Abbott 6,047,772 shares

(2 55]%, S5GA 5,551,542 shares (2 34%)

The percentage of voting rights detailed
above was calculated at the time of

the relevant disclosures were made In
accordance with Rule 5 of the Disclosure
Guidance and Transparency Rules

Authority to purchase shares

The Company was given authority at its
AGM n 2018 to make market purchases
of Ordinary Shares up to @ maximum
number of 23,677,393 Ordinary Shares
During the year, no Qrdinary Shares have
been repurchased

Authority will agamin be sought from
shareholders at this year s AGM to
purchase up to a maximum of 23,757,109
Ordinary Shares

The Directors believe that 1t 1s desirable
to have the general authority to buy
back the Company's Ordinary Shares in
order to provide maximum flexibility in
the management of the Group's capital
resources However, the authority would
only be used (f the Board was satisfied
at the ime that to do so would be in the
best interests of sharehotders

Contributions for political

and charitable purposes

Donations to charitable orgamsations
during the year amounted to £65,936
{2018 £81.947) Denations are given to
charities whose projects align closely
with our aim to promaete 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 schermes We are
also committed to supporting WaterAid,
the UK’s only majcr charity dedicated
toimproving access to safe water,
hygiene and sanitation in the world s
poorest countries
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Severn Trent’s policy 1s not to make

any donations for political purposes

In the UK, or to donate to EU political
parties orincur EU political expenditure
Accordingly, nerther Severn Trent

Plc nor its subsidiaries made any
political donations or incurred political
expenditure in the financial year

under review

Under the pravisions of the Political
Parties Elections and Referendums

Act 2000 [the relevant provisions of
which are now centained in Part 14 of
the Companies Act 2004}, shareholder
authority 1s required for political
donations to be made or political
expenditure to be incurred by the
Company or any of its subsidiaries in the
EU and disclosure of any such payment
must be made in the Annual Report and
Accounts The legislation gives a wide
definition of what constitutes political
donations and political expenditure
including sponsorship, subscriptions,
payment of expenses, paid leave for
employees fullilling public duties

and support for bodies representing
the business community in policy
review or reform The Company has
therefore cbtained mited authority
from shareholders as a precautionary
measure to allow the Company to
continue suppoerting the community and
such organisations without Inadvertently
breaching the legislation

At the 2018 AGM, shareholders gave

the Company authority to make

political donattons or to incur pelitical
expenditure in the EU fwhich would

not ordinarily be regarded as political
donations] up to an aggregate annual
Limit of £150,000 for the Company and
its subsidiaries Pursuant to those
authorities, during the year ended

31 March 2019, the Group incurred costs
of £ril (2018 Enil] Those authorities
will expire at the 2019 AGM and, in

line with market practice to renew the
authorities on an annual basis, the Board
has decided to put forward a resolution
to this year's AGM to renew the
authorities to make donations to political
orgamisations and to incur political
expenditure up to a maximum aggregate
of £150,000 p a As permitted under the
Companies Act 2006, this resolution
also covers any political donations made
or political expenditure incurred by any
subsidharies of the Company

We reduce our carban footprint

The UK 15 playing a leading part in
reducing carbon emissions We want to
play our part in reducing our impact by
reducing our carben emissions. As the
majority of our carbon ermissions are
driven by our use of energy, managing
carbon also means managing costs
We therefare armn to reduce carbon
emissions and increase cur generation of
renewable energy

We have recently committed to becoming
Net Carbon Zero by 2030 This s

even more ambitious than a science-
based target and builds on our long
track recard of making year-on-year
reductions in emissions We will set cut
our detalled strategy to deliver this goal
as part of our forward plans

The Carbon Trust Standard recognises
our consistent emissions reductions and
effective carbon management processes
and we scored in the top quartile of
companies We continue to report to the
Carbon Disclosure Project [CDP] each
year which means our climate change
information 1s publicly accessible

COP request information about climate
change from companies en behalf of
investors and score each company

on the quality and completeness of

their responses

This year, we again increased renewable
energy generation across Severn Trent
bincluding the total generation of energy
from Agrivert food waste business,
which we purchased in December 2018]
We generated an equivalent of 43% of
Severn Trent Water Limited’s electricity
needs This was up from 38%n 2017/18
We continue to lead the UK water
industry, and are on track te generate the
equivalent of 50% of our etectricity needs
by the end of 2020

We plan to continue to reduce our
operational emissions by reducing our
energy use and increase our renewable
energy generation Pursuing these
measures will continue to reduce our
key sources of emissions, reduce our
reliance on the electricity grid and bring
financial benefits for our customers
and investors
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Directors’ report continued
Other disclosures

Report on greenheouse gas emissions
Thisis the sixth year Severn Trent has
been required te report greenhouse gas
[GHG'] emissions in the Directors’ report.

Severn Trent 1s committed to reducing
its GHG emissions For Severn Trent
Water, which accounts for 99% of cur
total Group emissions, we have been
publicly reporting on our emissions since
2002 In that time we have reduced our
emissions by being more energy efficient
and generating more renewable energy

Our GHG emissians are reported in
tonnes of carbon dioxide equivalent
(tCO.el, for the period 1 April 2018 to
31 March 2019

Our total net emissions have fallen again
this year, due to our increased generation
of renewable energy, a reductionin the
emissiens-intensity of UK grid electricity
and reduced process emissions as we
move to more advanced digestion of cur
sewage sludge Our net emissions have
also fatlen as we have now secured a
proportion of our electricity supply from
accredited renewable energy sources
We have reported this market-based
benefit separately in the table below

The GHG data we report is reported
internally during the year tc the
Corporate Responsibility Committee
and to the Board We have subjected
our GHG data and processes to external
assurance by Jacobs

Our appreach to reporting i1s based on
the GHG Protocol Corporate Accounting
and Reporting Standard and we have
included only emissions fram the assets
which we own and operate and which
we can directly influence and reduce,
known as the financial control boundary.
In accordance with the reporting
regulations, we have not reported on
emissions we can influence, but which
we are not responsible for, referred to as
indirect emissions

For the appainted UK Water businesses
Severn Trent Water and Hafren Byfrdwy,
we have calculated our emissions using
the ‘Carbon accounting in the UK Water
industry. methodology for estimating
operational emissions, Version 13
[released April 2019) This 15 a peer-
reviewed calculation tool developed and
used by all the major water companies n
the UK It s updated each year to include
the latest available emissions factors
For nen-appointed business emissions,
we have used the latest Defra emissions
factors which include the relevant
conversion factors for overseas electricity
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Severn Trent carbon footprint kt CO,e

Graph removed

GRID BALANCING

We help Naticnal Grid balance supply and demand, so that electricity s
available for everybody We do this by turning assets such as treatment sites
and generators on and off as requested by the Grid. We can now provide flexible
capacity equivalent to the power demand of a town the size of Stafford This year
we won the Energy and Carbon Inihiative of the year at the Water Industry
Achievement awards in recogmition of this work

BUYING GREEN

As part of our efforts to reach carbon neutrality, we are now securing a
proportion of our imported electricity from accredited renewable sources
We plan to increase the amount of renewable energy we procure in future
to reduce our footprint further.

Severn Trent Plc Direct

Operational Greenhouse

Gas Emissions (tonnes COzel
Emissions from combustion of
fuel and operation of facilities
{Scape 1)

Emissions from electricity
purchased for own use [Scope 2)
Total Annuazl Gross
Operational Emissions
Fmissions benefit of the

renewable energy we export
lincluding tiomethana exparted for which
we hold green gas ce~tificates|

2018117
138,137

2017/18 2018119
134,307 132,360

2013/14  20164/15  2015/16
132,535 132,406 134,584

330,679 357756 337028 294,426 279393 217724

463,214 490,163 471,612 432,557 413700 350,084

21,672 38878 45085 42,069 45333 46986

Erissions reduction frem - - - - - 34,818
purchase of renewable energy
{markel-based carbon accounting benefit’
Total Annual Net

Operational Emissions

441542 451,285 426,527 390,488 368367 248,283

Annual GHG intensity ratio

[t CO+/unit] 2013/14 2014715 2015/16 201&/17 2017/18 2018/19
Operational GHG emissions of
Severn Trent per £m turnover 248 6 255 2 2347 2140 2174 1518
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Qur gross emissions total in the table

on page 126 applies the location-

based’ accounting methodology for grid
emissions, which 1s consistent with
previous years This year, we have also
shown the net benefit of our renewable
energy procurement via our suppliers,
applying the ‘market-based accounting
methodolegy, which 1s included in our net
emissions total

Supplier payment policy

Individual operating companies

within the Group are responsible for
establishing appropriate policies with
regard to the payment of their suppliers,
in accordance with the Prompt Payment
Code [PPC’] The companies agree
terms and conditions under which
business transactions with suppliers
are conducted It1s Group policy that
provided a supplier 1s 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
terrs Itis also Group policy to ensure
that suppliers know the terms on which
payment will take place when bustriess
15 agreed

Relevant audit information
The Directors confirm that

* 50 far as each of them i1s aware,
there 1s no relevant audit information
of which the Company's Auditor 15
Jnaware; 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
Auditer 1s aware of that information

This confirmation 1s given and should
be interpreted in accordance with
the provisions of section 418 of the
Companies Act 2004
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Disclosures required under Listing Rule 9.8.4R

The information required to be disclosed by Listing Rule 9 8 4R can be located

in the following pages of this Annual Report and Accounts

Section Infermation to be included Location

(1] A statement of the amount of interest capitalised 155

14) Details of long-term incentive schemes 104

(8] Section 7 in relation to subsidiary undertakings 193 to 194

(2). (5]. 16]. (7], Not applicable
[9]-(14]

External Auditor

Having carried out a review of their
effectiveness during the year, details

of which can be found in the Audit
Committee report on page 90, the Audit
Committee has recornmended to the
Board the reappointment of Deloitte

LLP The reappointment and a resolution
to that effect will be on the agenda at

the AGM Deloitte LLP indicated their
willingness to continue as Auditor

The Audit Committee will alsc be
responsible for determining the audit fee
on behalf of the Beard

Accounts of Severn Trent Water Limited
and Hafren Dyfrdwy Cyfyngedig
Separate Annual Performance

Reports for each of Severn Trent

Water Limited and Hafren Dyfrdwy
Cyfyngedig are prepared and provided
to Ofwat Copies are available on the
respective websites

Additionally, separate Annual Reports for
each of Severn Trent Water Limited and
Hafren Dyfrdwy Cyfyngedig are available
on the respective websites

Annual General Meeting

The AGM of the Company will be held at
the Ricoh Arena, Phoenix Way, Coventry,
CVé 6GE at 11am on Wednesday 17 July
2019 The notice convening the meeting,
together with details of the business to
be considered and explanatary notes for
each resolution, is distrnibuted separately
to shareholders It is also available on
the Severn Trent Plc website

By crder of the Board

MM

Bronagh Kennedy

Group General Counsel and Company
Secretary

20 May 2019
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Directors’ Responsibilities Statement
Other disclosures

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 financizl statements in
accordance with International Financial
Reporting Standards ['IFRSs’] as adopied
by the European Union and Article 4 of
the IAS Regulation and have elected

to prepare the Company financial
statements in accordance with United
Kingdorn 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 that period

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 itis
inappropriate to presume that the
Company will continue in business
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In preparing the Group financial
statements, International Accounting
Standard 1 requires that Directars

* properly select and apply
accaunting policies,

present informatian, including
accounting policies, In a manner that
provides relevant, reliable, comparable
and understandable infermation,

s provide additional disclosures

when compliance with the specific
requirements in IFRSs are insuflicient
to enable users to understand the
impact of particular transactions,
other events and conditions on the
entity's financial position and financial
performance, and

s 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 disclase
with reasonable accuracy at any time the
financial pasition of the Campany and
enable them to ensure that the financial
statements comply with the Compamnes
Act 2006 They are also responsible for
safequarding 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 1 other jurisdictions

Responsibility Statement
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 awhole,

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 description of the
principal risks and uncertainties that
they face, and

the Annual Report and financial
statements, taken as a whole, are fair,
balanced and understandable and
provide the information necessary for
shareholders to assess the Company’s
position and performance, business
model and strategy

This Responsibility Statement was
approved by the Board of Directors
on 20 May 2019 and1s signed on its
behalf by-

/2.}./{. Tl 1

Andrew Duff James Bowling
Chairman Chief Financial Officer
20 May 2019
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Independent Auditor’s report to the members
of Severn Trent Plc

Report on the audit of the financial statements
Opinion
In our cpinion

 the financial stalements of Severn Trent Pic {the parent company’] and its subsidiaries [the ‘Group | give a true and fair view of the state of the
Group s and of the parent company's affairs as al 31 March 2019 and of the Group’s profit for the year then ended,

the Group financial statements have been properly prepared in accordance with International Financial Reporting Standards (IFRSs] as
adopted by the European Umon,

+ the parent company financial statements have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, including Financial Reporting Standard 101 Reduced Disclosure Framework, and

the financial statements have been prepared in accordance wrth the requirements of the Companies Act 2006 and, as regards the Group
financial staterments, Article 4 of the IAS Regulation

We have audited the financial statements which comprise

.

* the consclidated income statement,

* the consolidated and parent company statement of comprehensive iIncome,

» the consolidated and parent company balance sheets,

+ the consolidated and parent company statements of changes in eguity,

« lhe consolidaled cash flow stalemnent, and

¢ the related notes to the consolidated Iinancial statements 1 to 46 and the related notes to the parent cormpany financial statements 1 to 18.

The financial reporting framework that has been applied in the preparation of the Group financial statements is applicable law and IFRSs as
adopted by the European Union The financial reparting framework that has been applied in the preparation o* the parent company financal
staternents 1s applicable law and United Kingdom Accounting Standards, including FRS 101 Reduced Disclosure Framework [United Kingdom
Generally Accepted Accounting Practice)

Basis for opinion
We conducted our audit in accordance with International Standards on Auditing [UK] {ISAs [UK]) and applicable law Our responsibiliies 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 Councit s [the FRCs ] Ethical Standaro as applied to isted public interest
entities, and we have fu.filled our other ethical responsibilities in accordance with tnese requirements We confirm that the non-audit services
prohibited by the FRC's Ethical Standard were not provided to the Group or the parent company

We believe that the audil evidence we have oblained 1s sufficienl and appropriale to provide & basis for our opinion.

Summary of our audit approach
Key audit matters The key audit matters that we identfied in the current year were.
» valuation of the provision for trade receivables in Severn Trent Water Limited,
« valuation of the Group s retirement benefit obligatien, and
» classification and valuabion of capital expenditure in Severn Trent Water Limited

W:thin this report, any new key audit matters areidentified with  and any key audit matters which are the same
as the prior year identified with

Materiality The materiality that we used for the Group financial statements was £18 million which was determined on the
basis of proht before lax. gains/losses on financtal iInstruments and exceptional tems,

Scoping Our audit scoping has resulted in over 95% of the Group's nel operating assets and profit before tax being subject
to audit testing

Significant changes Inthe year ended 31 March 2078, we reported the ‘accuracy of wholesale revenue for non-household customers

in our approach in the new water market” as a key audit matter As the year ended 31 March 2019 represents the second year

of the operation of this market. and processes and controls are embedded within the business, we no langer
consider this to be a reportable key audit matter

Conclusions relating to geing concern, principal risks and viability statement

Going concern

We have reviewed the Directors statementin nate 2 al to Lthe financial statements about whether they considered it appropriale to adopt the going
concern basis of accounting in preparing them and their 1dentfication of any material uncertainties to the Group s and the Company s ability to
continue to do so over a period of at least 12 months from the date of approval of the financial statements

We considered as part of our risk assessment the nature of the Group, its business model and related risks including where relevant the impact
of Brexit, the requirements of the applicable financial reporting framework and the system of internal control We evaluated the Directors’
assessment of the Group s ability ta centinue as a going concern, including challenging the underlying data and key assurnptions used to make
the assessment, and evaluated the Directors plans for future actions in relation to their going concern assessment

We are required ta state whether we have anything material to add or draw attention to in relation Lo that statement reguired by Listing Rule
7 8 6RI3] and report f the statement 1s materially inconsistent with our knowledge obtained in the audit

We confirm that we have nothing material to report, add or draw attention to in respect of these matters.
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Group financial statements

Independent Auditor’s report to the members
of Severn Trent Plc cantinued

Principal risks and viability statement

Based solely on reading the Directors’ statemnents and considering whether they were cansistent with the knowledge we obtained in the course of
the audit. including the knowledge obtained in the evaluation of the Directors assessment of the Group’s and the Company’s ability to continue as
a going cancern, we are required to state whether we have anything material to add or draw attention toin relation to

e the disclosures on pages 56 to 41 that describe the principal risks and explain how they are being managed or mitigated,

« the Directors’ confirmation on page 56 that they have carried out a robust assessment of the principal risks facing the Group, including those
that would threaten its business madel, future performance, solvency or liquidity, or

» the Directors explanation on pages 62 and 63 as to how they have assessed the prospects of the Group, over what period they have done so
and why they consider that period to be appropriate, and their statement as to whether they have a reasonable expectation that the Group will
be able to cantinue 1n operation and meet its liabilities as they fall due over the period of their assessment, including any related disclosures
drawing attention ta any necessary qualifications or assumptions.

We are also required to report whether the Directors’ statement relating to the prospects of the Group required by Listing Rule 9 8.6R(3]1s
matertally inconsistent with our knowledge obtained in the audit

We confirm that we have nothing material to report, add or draw attention to in respect of these matters.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most sigmficance 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 1dentified. 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 ferming our opinion thereon, and we do
not pravide a separate cpinion on these matters

Valuation of the provision for trade receivables in Severn Trent Water Limited

Key audit matter
description

A portion of household customers do not or cannot pay their tulls which results in the need for provisions to be made
for non-payment of the customer balance Management makes estimates regarding the expected future loss rate when
calculating the bad debt prevision

The provision for trade recevables as at 31 March 2019 was €115 2 million (31 March 2018 £124 5 mullion]

Changes have been made to the basis of estimation of the bad debt provision for the year ended 31 March 2019 as &
result of the adoption of IFRS 9 Financial Instruments Provisions are made against Severn Trent Water Limited s

trade receivables based on historical cash collection rates of debt now aged over seven years, which 1s considered by
management to be representative of collechion risk on the whole population of household debtors The key audit matter,
which 1s also a potential fraud risk, has been focused on the valuation of the household bad debt prevision, specifically
cash cotlection reflected in the model for debt aged greater than seven years

The Audit Commultee also considered this as a sigmiicant 155ue as discussed in the Audil Committee report on page 88
The provision [or lrade recewvables is discussed in note 2 pl and 21 to Lhe Group financial slatements.

How the scope of our
audit responded to
the key audit matter

We have audited and critically reviewed the assumptions used in the calculation of the bad debt provision as follows
+ assessed the design and implementation of key managerment review controls over the bad debt provision model,

» assessed the allocation of cash collected on years seven to ten debt to ensure that it has notinappropriately been
allocated to this ageing bucket to reduce the overall provisioning rate,

* reviewed management's assumptions applied to the provision for trade receivables and challenged whether they
reflect the Lfetime expected credit loss applied to trade recevables, including a review of cash collection trends,
demographic and economic trends, and

« reconciled the debtor ageing for each debt category to source data

Key observations

We are satisfied that the assumptions applied in assessing the overall bad debt provision are reasonable and we
consider changes to the basis of estimation of the bad debt provision to be appropriate

Valuation of the Group's retirement benefit obligation

Key audit matter
description

Valuation of retirement benefit abligations 13 an area involving significant estimation because the process i1s complex
and reguires management (after taking adwice from their actuarial advisers) to make a number of assumptions
concerning the discount rate, inflation rate, pension increases, and the longewvity of current pensioners in order to
determine the value of the schemes’ Liabilities The key audit matter s focused on the valuation of the pension scheme
liabilities and the approprialeness of the actuarial assumptions that are used to calculate 1it, specifically with reference
to the discount rate.

The Group s retirement beneNt cbligation as at 31 March 201915 £452.9 million (31 March 2018 £519.8 million] as per
nole 28 Retiremenl benefit schemes.

The Audit Committee also considered this as a significant 1ssue as discussed in the Audit Commuttee report on page 89
Management has included this as a key source of estimation uncertainty in note 4 to the Group financial statements.

How the scope of our
audit responded to
the key audit matter

We have challenged the assumptions applied by performing the following procedures
» evaluated the design and implementation of management’s key control;

¢ with the support of our pension specialists within our gudit team, we challenged the assumptions used in the
calculation of the pension scheme deficit as detailed in note 28 specifically challenging the discount rate with
reference to comparable market and other third party data, and

» assessed whether there had been any changes in the methodclogy to determine the assumptions since the prior year

Key observations

130

We are satisfied that management s assumptions in the valuation of the retirement benefit cbligation are appropriate
with consistent valuation methodelogy to previous periods
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Classification and valuation of capital expendrture in Severn Trent Water Limited

Key audit matter Severn Trent Water Limited has a substantial capital programme which has been agreed with the regulator (Ofwat]
description and therefore tneurs significant expenditure in relation to the development and maintenance of both infrastructure and
nan-infrastructure assets
Severn Trent Water Limited property, plant and equipment [ PPE’] external additions in the year were £838 2 mullion
(2018 £663 2 million) of the total additions of £841 4 rmillien (2018 £691 2 million] disclosed in note 18

As the classification of capital expenditure, operating expenditure and infrastructure renswals expenditure directly
affects the Group's reported financial performance, we identified & key audit matter relating to an overstatement

of capital expendiure, whether caused by changing the Group’s capex implementation guidance and/or incarrect
application of this guidance Due to the level of judgment involved, we have determined that there was a potential for
fraud through possible manmpulation of this balance

The Audl Commitlee also considered Lhis a significant issue as discussed in the Audit Commitiee report on page 88
Managemen| has included this as a key source of estimation uncertainty in nete 4 to the linancial statements

How the scope of eur  We performed the following procedures to respond to the key audit matter

audit responded to » reviewed Severn Trent Water Limited’s capitalisation policy and implementation guidance to understand any changes
the key audit matter In the current year and to determine comphance with the relevant accounting standards,

evaluated the design and implementation and operating effectiveness of controls over the application of the policy to
expenditure incurred on projects within the Group’'s capital programme during the year,

* tested whether there have been any changes in the application of the policy, and

» for a sample of capital projects, assessed the application of the capitalisation policy to the costs incurred by
reviewing the business cases and mvoices and obtained further exptanations and evidence for significant changes in
capital expenditure from budget

.

Key observations We are satisfied that the classification and vatuation of assets capitalised in the year1s appropriate

Our application of materiality

We define materiality as the magnitude of misstatement in the financial staterments that makes it probable that the econom c decisions of a
reasonably knowledgeable personwould be changed or influenced We use materiality both in planning the scope of our audit work and in
avaluating the results of our work

Based on our professional judgment, we determined materiality for Lhe financial slatements as a whole as follows

Group financial statements Parent company financial statements
Materiality £18 million [2018 £18 million] £16 2 million (2018 £16 2 mullion)
Basis for determining  Approximately 4,8% (2018 approximalely 5 6%) of prolil before 3 0% of net assets [2018 30%) capped at 90% of
materiality tax, exceptignal items and fair value movemnents in derivative  Group materiality

financialinstruments, Whilst underlying profit has increased,
the business has not changed significantly and therefore
materiatity has been retained at £18 million

Rationate for the Asin 2018, profit before tax, gains/losses on financiat The parent company does not trade or exist for
benchmark applied mnstruments and exceptional items has been used in order prefit generating purposes so materiality has been
to focus on the Group's underlying trading performance determined using net assets

cansistent with the Group's internal and external reporting

We agreed with the Audit Committee that we would
report to the Committee all audit differences in excess
of £750,000 (2018 £750,000), as weli as differences
below that threshold that, in cur view, warranted
reporting on qualitative grounds We also reportto
the Audit Commttee on disclosure matters that we
identified when assessing the overall presentation of
the hinancial statements

Graph removed

An overview of the scope of our audit

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 the Group level

Regulated Water and Waste Water 1s primarily comprised of Severn Trent Water Limited and Hafren Dyfrdwy Cyfyngedig which were subjectto

a full scope aud:t using a materiality of £15 million and £0 6 million respectively (2018 €15 million and £0 4 million] We have audited a further
nine components using statutary materialities which range from £34,000 to £9 mitlion 2018 ten components using statutory materialities which
ranged from £44,000 to £9 million] Audit work to respend to the risks of material misstatement was performed directly by the Group audit
engagement team

This represents over 95% (2018 over 90%) of the Croup s net operaiing assets and profil before tax, gains/tosses on financial instruments and
exceptional items

Severn Trent Ple Annual Report and Accounts 2019 131



Group financial statements

Independent Auditor’s report to the members
of Severn Trent Plc continued

At the parent entity level we also tested the consolidation process and carried out analytical procedures to confirm our conclusion that there
were no signihicant risks of material misstatement of the aggregated financial information of the remaining components not subject to full scope
audit procedures

QOther information

The Directors are responsible for the cther information The other information comprises the information included in the annual report, other
than the financial statements and our Auditor s report thereon.

Qur opinion on the financial statements does not cover the other information and, except to the extent otharwise explicitly stated in our report, we
do not express any farm of assurance conclusion thereon

In connection with our audit of the financial statements, our respeonsibility 15 to read the otherinformation and, in doing so, consider whether
the other information 1s matenally inconsistent with the financiat staterments or our knowledge obhtained in the audit or otherwise appears ta be
materially misstated

if we 1dentify such material inconsistencies or apparent matenal misstatements, we are required to deterrnine whether there 1s a materal
rmisstaternent in the financial statements or a material misstatement of the other infarmation. If, based on the work we have performed, we
conclude that there 1s a material misstatement of this other information, we are required to report that fact.

In this context, matters that we are specifically required to report to you as uncorrected material misstatements of the other information include
where we conclude that

» fair, balanced and understandable - the slalement given by Lhe Direclors Lhat they consider Lhe annual reporl and financial slalements taken
as @ whole is fair, balanced and understandable and provides the information necessary far shareholders to assess the Group's position and
performance, business model and strategy, 1s materially inconsistent with our knowledge obtained in the audit, or

* Audit Committee reparting ~ the section describing the wark of the Audit Committee does not appropriately address matters commuricated by
us to the Audit Committee; ar

* Directors’ statement of comptiance with the UK Corporate Gavernance Code - the parts of the Directors’ statement required under the
Listing Rules relating to the Company's compliance with the UK Corporate Governance Code containing provisions specified for review by
the Auditor in accordance with Listing Rule 9 8 10R[2) do not properly disclose a departure from a relevant provision of the UK Corporate
Governance Code

We have nothing to reportin respect of these matters.

Responsibilities of Directors

As explained more fully 1n the Oirectors responsibiliies statement, the Oirectors 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 determing 1s necessary to enable the
preparaltion of financial statements that are free from material rmisstatement, whether due to fraud orerror.

In preparing the financial statements, the (hrectars are 1esponsible tor assessing the Group s and the parent company s ability to continue as a
going concern, disclosing as applcable, matters related to going concern and using the going concern basis of acceunting unless the Directors
aither intend te liquidate the Group or the parent company or to cease operations, or have no realistic alternative but to do so0

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as 2 whole are free frem material misstatement,
whether due to fraud or error. and to 1ssue an Auditor's report that includes our opinion Reasonable assurance is a high level of assurance. but
Is not a guarantee that an audit conducted in accordance with ISAs (UK] will always detect a material misstatement when it exists Misstatements
can arise from fraud or error and are considered material (f, individually or in the aggregate, they could reascnably te expected to influence the
eccnomic decisions of users taken on the basis of these financial staterments

Details of the extent to which the audit was considered capable of detecting irregulanities, including fraud are set out below

Afurther description of aur responsibilities for the audit of the financial statements is located on the FRC s website at
www fre org uk/auditorsresponsibilities This description forms part of our Auditor’s report

Extent to which the audit was considered capable of detecting irregularities, including fraud

We ident)fy and assess the risks of material misstatement of the financial statemants, whether due to fraud or error, and then design and
perform audit procedures responsive to those risks, including obtaining audit evidence that 15 sufficient and appropriate to provide a basis for
our opinion

identifying and assessing potentiat risks related to irregularities
Inidentifying and assessing risks of material misstaternent in respect of irregularities, including fraud and non-compliance with laws and
regulations, aur procedures included the follawing
+ enquiring of management, internal audit and the Audit Commuttee, inctuding obtaining and reviewing supporting documentation, concerning
the Group’s policies and procedures relating to
-1dentifying, evaluating and complying with laws and regulations and whether they were aware of any Instances of non-compliance,
- detecting and responding to the risks of fraud and whether they have knowledge of any actual, suspected or alleged fraud.
- the internal controls established to mitigate risks related to fraud or non-compliance with laws and regulations,
* discussing among the engagement team and involving relevant internal specialists, including tax, valuations, pensions, IT, and financial
instruments regarding hew and where fraud rmighl occurin the financial slalements and any polentiat indicators of lraud. As parl of this
discussion, we identified potential for fraud in the following areas valuation of the provision for trade recewvables in Severn Trent Water

Limited, classification and valuation of capital expenditure in Severn Trent Water Limited, and accuracy of wholesale revenue for wholesale
customers in the nen-household retail market, and

* obtaining an understanding of the legal and regulatery framework that the Group operates in. focusing en these laws and regulations that had
a direct effect on the financial statements or that had a fundamental effect on the operations of the Group. The key taws and regulations we
considered in this contextincluded the UK Companies Act, Listing Rules, pensions legisiation and tax legislation
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Audit response to risks identified

As a resylt of performing the above, we identified valuation of the provision for lrade receivables in Severn Trent Waler Lirmiled and, ctassification
and valuation of capital expenditure in Severn Trent Water Limited as key audit matters The key audit matters section of our report explains the
rmatters In more detail and also describes the speaific procedures we performed in response to those key audit matters,

Accuracy of wholesale revenue for wholesale customers in the non-household retasl market has remained a significant risk due to fraud whilst
no lenger baing a key audit matter Inresponse to the risk identified, we have

 evaluated the design and implementation of key management controls around the accuracy of the wholesate revenue for wholesale customers
in the non-househald market,

performed an analytical review of total wholesale revenue by calculating an expectation based on prior year revenue, adjusted for taniff changes,
completed substantive testing of the consumption uplift model in order to obtain assurance over the accuracy and completeness of the MOSL
data populated within the model, and

challenged whether Lhe refinements Lo the model, including removing the adjusiment relating to large and inlermediate cuslomers,

are appropriate

addition to the above, our procedures to respond to risks identified included the following

« reviewing the financial statement disclosures and testing te supporting documentation to assess compliance with relevant laws and

regulattons discussed above,

enquiring of management, the Audit Committee and in-house legal counsel concerning actual and potential Litigation and claims,

performing analytical procedures to identify any unusuat or unexpected relationships that may indicate risks of material misstatement due to fraud,

reading minutes of meetings of those charged with governance, reviewing internzl audit reports and reviewing correspondence with

regulatory authorities, and

* naddressing the risk of fraud through management override of controls, testing the appropriateness of journal entries and other adjustments,
assessing whether the judgments made in making accounting estimates are indicative of a potential bias, and evaluating the business rationale
of any significant transactians thal are unusual or outside the nermal course of business

We also communicated relevant identified Laws and regutations 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

5

Report on other legal and regulatory requirements

Opinions on other matters prescribed by the Compames Act 2006
Inour opinion the part of the Directors remuneration repert to be audited has been properly prepared in accordance with the Compames Act 2006.
Inour opinion, based on the work undertaken in the course of the audit

* the information given in the Strategic report and the Directors’ report for the financial year for which the financial statements are prepared s
consislent with the financial statemen:s, and

+ the Strategic report and the Directors report have been prepared in accordance with applicable legal requirements

in the Light of the knowledge and understanding of the Group and of the parent company and their enviranment obtained in the course of the

audit, we have notidentified any material misstatements in the Stralegic report o~ the Directors’ report

Matters on which we are required to report by exception

Adequacy of explanations received and accounting records

Under the Companies Act 2006 we are required to report to you If, In our opinion

* we have not recerved all the information and exptanations we reguire for our audit, or

+ adequate accounting recerds 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

» Lhe parent company linancia. statements are not in agreement with the accounting records and returns.

We have nothing to report in respect of these matters.

Directors’ remuneration

Under the Companies Act 2006 we are also reguired to report if in our opimion certain disclosures of Directers’ remuneration have not been made
or the part of the Directors remuneration report to be audited 1s natin agreement with the accounting records and returns

We have nothing to report in respect of these matters.

Other matters

Auditor tenure

Following the recommendation of the Audit Committee, we were apponted by the Company at its Annual General Meeting on 26 July 2005 to
audil the financial statemenls for Lhe year ending 31 March 2004 and subseguenl financial periods. The period of to.al uninterrupled engagement
including previous renewals and reappointments of the firms 14 years, covering lhe years ending 31 March 2006 o 31 March 2019,

Consistency of the audit report with the additional report to the Audit Committee
Our audit opinien 1s consistent with the additional report to the Audit Commuttee we are required to provide in accordance with 1SAs (UK]

Use of our report

This report 1s made solely to the Company’s members, as a body, In accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audtit
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 purpese To the fullest extent permitted by law, we do not accept or assume responsibility te 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

Kari Hale, ACA [Senior statutory auditor)

For and on behalf of Delaitte LLP
Statutory Auditor

Londan, United Kingdom

20 May 2019
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Consolidated income statement
Faor the year ended 31 March 2019

2019 208
{restated
see note 2 al
Note fm Em
Turnover 5.6 1.767.4 1,696 &4
Other income 19.9 39
Operating costs before charge for bad and doubtful debts, amortisation of acquired intangible
assets and exceptional items (1788.0) {11347
Charge for bad and doubtful debts 125.4) (25 8]
Operating costs befare amartisation of acquired intangible assets and exceptional items (1,213.7) _ [1,160.5)
Amortisation of acquired intangible assets 0.7) -
Exceptional items 8 [9.6) [12 6)
Telal operating costs 1,224.0) 1173 1)
Profit before interest, tax, amortisation of acquired intangible assets and exceptional items 573.6 539.8
Amortisation of acquired intangible assets 0.7) -
Exceptional items 8 (9.6 2.6}
Profit before interest and tax 563.3 5272
Finance income 10 68.9 677
Finance costs 11 (263.1) (287 2]
Net finance costs 194.2) [219 5]
Net gains/[losses] on financial instruments 12 16.0 {6 7)
Share of net {lossl/profit of joint ventures accounted for using the equity method 19 {0.4) 07z
Prefit on ordinary activities before taxation 384.7 3012
Current tax 13 (31.8) 132.9}
Deferred tax 13 (37.6) [28.7)
Taxation on profit on ordinary activities 13 (69.4) (61 )
Profit for the year from continuing operations 315.3 239.6
Profit for the year from discontinued operations - 132
Profit for the year 315.3 252.8
Earnings per share [pencel
201% 2038
Note irestated!
From continuing operations
Basic 15 133.4 1018
Diluted 15 133.2 1015
From continuing and discontinued operations
Basic 15 133.4 107.4
Diluted 15 133.2 1071
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Consolidated statement of comprehensive income
For the year ended 31 March 2019

29 2018
restated
see note ? al
£m £m
Profit for the year 315.3 2528
Other comprehensive income/(loss)
ltems that will not be reclassified te the inceme statement
Net actuarial gains 57.9 291
Tax on net actuanial gains (9.8) (7 6)
48.1 215
lterns that may be reclassified ta the income statement
(Losses)/gains on cash flow hedges (8.6) 58
Deferred tax on losses/gains on cash flow hedges 1.5 (10
Amounts on cash flow hedges transferred to the income statement 8.2 82
Deferred tax on transfer to the income statement (1.3) 4]
Exchange movement on translation of overseas results and net assets - (16l
Curnulative exchange gamns taken to the income statement - (29 8]
(0.2) (19 8}
Other comprehensive income for the year 479 17
Total comprehensive inceme for the year 363.2 2545
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Consolidated statement of changes in equity
For the year ended 31 March 2019

Equrty attributable to owners of the company

Share Share QOther Retained
capital premium reserves earnings Total
£m £Em £m £m £m
As at 1 April 2017 as previously reported 2347 1M25 121.8 454 3 9233
Restatement - - - 41 41
As at 1 Apnit 2017 restated 2347 125 1218 458.4 927 4
Profit for the year - - - 252.8 252 8
Gains on cash flow hedges - - 58 - 58
Deferred tax on gains on cash flow hedges - - 1o - (g
Amounts on cash flow hedges transferred to 1he income statement - - 82 - 8.2
Deferred tax on transfer to the Income statement - - 4) - (1 4)
Exchange movement on translation of overseas results and
net assets - - (14) - [16)
Cumulative exchange gains transferred to income statement - - (29 8] - (29 8]
Net actuarial gains - - - 291 291
Tax on net actuarial gains - - - (74} (7 &1
Transfer between reserves - - {3 0] 70 -
Total comprehensive income/{loss] for the year - - 128 8 2833 2545
Share options and LTIPs
- proceeds from shares issued 04 52 - - 56
- value of employees services - - - 69 69
Current tax on share based payments - - - 08 08
Deferred tax on share based payments - - - n3 {13)
Dwidends paid - - - 197 0) (197 0)
As at 31 March 2018 restated 2351 1177 930 5511 996.9
As at 1 April 2018 as previously reported 2351 n77 930 9479 9937
Restatement [see note 2 a) - - - 32 32
As at 1 April 2018 restated 2351 177 930 5511 996 9
Profit for the year - - - 3153 3153
Losses oh cash flow hedges - - (8 6l - (8 8)
Deferred tax en losses on cash flow hedges - - 15 - 15
Ameunts on cash flow hedges transferred to the income statement - - 82 - 82
Deferred tax on transfer to the income statement - - (3] - {13]
Nel actuarial gains - - - 579 579
Tax on net actuarial gains - - - Nnz2) [12.2]
Total comprehensive income/(loss) for the year - - (0 2) 3610 3608
Share eptions and LTIPs
- proceeds from shares issued 08 10 3 - - 11.1
-value of employees' services - - - 81 81
- own shares purchased - - - (11 (1)
Current tax on share based payments - - - 02 0?2
Dividends paid - - - (211 9) (211 9]
As at 31 March 2019 235.9 128.0 92.8 707.4 1,164.1
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ial statements

Consolidated balance sheet
At 31 March 2019

2019 2018
[restated
see note 2 al
MNote £m £m

Non-current assets
Goodwill 16 90.9 622
Other intangible assets 17 124.2 88 4
Property, plant and equipment 8 9.085.6 8,4719
Investrnents In joint ventures 19 37.0 376
Dervative financial instruments 20 68.4 360
Trade and other receivables 21 204.0 185 3
Retirement benefit surplus 28 18.4 182

2.628.7 8.8974

Current assets

Inventory 20.8 185
Trade and other receivables 21 513.5 456 4
Derwvative financial instruments 20 0.1 02
Cash and cash equivalents 22 41.0 511
575.4 5242
Current Liabilities
Borrowings 23 (197.0) (3087)
Trade and other payables 26 1496.7) 1462 8]
Current tax payable (9.3 18 6)
Provisions for llabilities 29 (32.2) (40 &)
(735.2} (820 5)
Net-current liabilities (159.8) (294 3]
Non-current liabilities
Borrowings 23 (5,857.2} [5,2591)
Derivative financial instruments 25 [126.5) (116 0
Trade and other payables 26 [1,082.9) (1,009 4]
Deferred tax 27 (747.5) (675 2]
Retirement benefit obligations 28 (471.5) (538 0
Provisions for Liabilities 29 (19.2) {107)
8,304.8) (7,608 4)
Net assets 1,164.1 996 9
Equity
Called up share capital 30 235.9 2351
Share premium account k] 128.0 1177
Other reserves 32 92.8 930
Retained earnings 707.4 5511
Total equity 1,164.1 996 9

Signed on behalf of the Board whoe approved the accounts on 20 May 2019

/Z-}/ Thedfyroq

Andrew Duff James Bowling
Chairman Chief Financiat Officer

Company Number 02366619
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Group financial statements

Consolidated cash flow statement
For the year ended 31 March 2019

2019 2018
Note £m £m

Cash generated from operations 40 B26.3 7733
Tax received 40 - 80
Tax paid 40 (21.31 (14 5)
Net cash generated from operating activities 805.0 766 8
Cash flows from investing activities
Purchase of subsidiaries net of cash acquired 38 (50.9) (02
Investments in associates and joint ventures [&.2] -
Purchases of property, plant and equipment (782.1) (608 5)
Purchases of Intangible assets and goodwill [35.1) (27 3]
Contributions and grants received 46.5 368
Proceeds on disposal of subsidiaries net of cash disposed 39 - 251
Proceeds on disposal of property, plant and equipment 1.4 80
Net loans advanced to Joint ventures and associates - (26 &)
Interest recerved 0.8 6 4
Net cash from investing activities (825.6) (586 3)
Cash flow from financing activities
Interest paid (158.0) (183 4)
Interest element of finance lease payments (4.4) (51
Dividends paid to shareholders of the parent {211.9) (197 Q)
Repayments of borrowings 1166.5) (952 )
Repayments of obligations under finance leases (1.7) 18]
New loans raised 554.2 7892
Issues of shares 11.1 5.6
Swap termination payment - (40 0)
Purchase of own shares (1.1} -
Net cash flow from financing activities 21.7 (185 1)
Net movement in cash and cash equivalents 1.1 {4 6]
Net cash and cash equivalents at the beginnuing of the year 38.8 44 4
Effect of foreign exchange rates - 115)
Net cash and cash equivalents at end of year 39.6 385
Cash and cash equivalents 22 41.0 347
Bank overdrafts (1.4] {12 8]
Short-term deposits - 16 4

39.6 385
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Notes to Group financial statements
For the year ended 31 March 2019

1. General information

The Severn Trent Group has a number of operations These are
described in the segmental analysis in note 5

Severn Trent Plc ts a company incorporated and demiciled
in the United Kingdom The address of its registered office
15 shown on the back of the cover of the Annual Report
and Accounts

Severn Trent Ple s Listed on the London Stock Exchange

2. Accounting policies

a) Basis of preparation

The financial statements for the Group and the parent company
have been prepared on the going concern basis (see Strategic
report on page 18] under the hustorical cost convention as
modified by the revaluation of certain financial assets and
liabitities at fair value

(il Consolidated financial statements

The consolidated financial statements have been prepared in
accordance with International Financial Reporting Standards
[IFRS], International Accounting Standards [1AS'] and

IFRIC interpretations 1ssued and effective and ratified by the
European Unicn as at 31 March 2019

[u] Parent company financial statements

The parent company financial staterments have been prepared
in accordance with United Kingdom Accounting Standards and
comply with the Companies Act 2006 The Company meets
the defimition of a qualifying entity as defined in FRS 100
‘Application of Financial Reporting Reguirements’, accordingly
the Company has elected to apply FRS 101 ‘Reduced
Disclosure Framework’

Therefore, the recognition and measurement requirements
of EU-adopted IFRS have been applied, with amendments
where necessary in order to comply with Companies Act 2004
and The Large and Medium-sized Companies and Groups
[Accourts and Repartsi Regulations 2008 (SI 2008/410] as

the parent company financial stalements are Companies Act
2006 accounts

As permitted by FRS 101, the parent company has taken
advantage of the disclosure exemptions available under

that standard in relation to statement of cash flows, share
based payment, financial instruments, capital management,
presentation of comparative information in respect of

certain assets, standards not yet effective and related party
transactions Where required, equivalent disclosures are given
in the consolidated financial statements

As permitted by Section 408 of the Companies Act 2006, no
profit or loss account or cash flow staterment s presented for
the parent company The profit for the year s disclosed in the
staternent of comprehensive iIncome, the statement of changes
in equity and the balance sheet

Severn Trent Picis a partner in Severn Trent Limited
Partnership and Severn Trent 2017 Lirmuted Partnership

['the partnerships ), which are registered in Scotland As the
partnerships are included in the consolidated accounts,

the parent company has taken advantage of the exemption
conferred by Requlation 7 of The Partnership [Accounts)
Regulations 2008 from the requirements of Regulations 4 to 6
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> Group financial statements

Caomrp ncial ste

Other intosmation

The key accounting polictes 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 aor to the Company this 1s set out in the relevant policy

[in) Changes in accounting policies - IFRS 9 and IFRS 15

In the current financial year the Group has adopted IFRS ¢
Financial Instruments and IFRS 15 Revenue from Contracts
with Customers

The adoption of IFRS 9 has not resulted in any significant
changes to the Group’s existing accounting practices for
financial instruments.

IFRS 9 atfects the Group's measurement and disclosure

of financial instruments with effect frem 1 April 2018,

The classification of its financial assets and Liabilities has not
changed significantly as a result of the adoeption of IFRS 9.

The Group has not retrospectively applied the hedge accounting
criteria of IFRS 9 to hedging relaticnships established

under IAS 39 accounting Existing hedges that qualify for

hedge accounting under IAS 39 continue to qualify for hedge
accounting under IFRS 7 For new hedges established fallowing
adoption of [FRS 9 the Group will determine on a case-by-

case basis whether to apply the hedge accounting provisions

of IFRS Y

Provisions against trade recewvables were calculated under

the previous accounting policy using historical collection
information and losses expected as a result of future events
were not recognised Under IFRS 9 the Group recegnises

a provision for the Lifetime expected credit tosses for trade
receivables The bad debt charge or provision 1s not materially
different as a result

The Group has elected to restate comparative information for
prior periods upon adoption of IFRS 13

The core principle of IFRS 1515 that an entity should recognise
revenue from the transfer of promised goods or services te
customers in an amount that reflects the consideration the
entity expects to be entitted to in exchange for those goods and
services The impact of the adoption of IFRS 15 on the Group s
segments s set out below

Regulated Water and Waste Water

There was no change to the recogniticn of revenue from
charges for waler or waste water services The policy for
recognition of charges for water and waste water services I1s
sel out in note 2 ¢]. The performance obligations are satisfied
by the provision of water and waste water services and this
was also the basis for recognising revenue under the previcus
accounting standard

There was no change to the recognition of contributions from
developers The policy for recognition of contributions from
developers is set out in note 2 k] The performance obligations
for this income are satisfied through the ongoing supply of
water and waste water services to the relevant property and
this was also the basis for recognising revenue under the
previous accounting standard
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Group financial statements

Notes to Group financial statements continued
For the year ended 31 March 2019

2. Accounting policies continued

a) Basis of preparation continued

(in) Changes in accounting policies - IFRS 9 and IFRS 15
continued

Business Services

The Operating Services business operates under a series of
bespake contracts with specific perfarmance abligations

The Group applied the methodelogy set out in IFRS 15 to each of
these contracts in erder to identify differences from the previous
accounting policy The most significant differences arase in
relation to the Group's contract to provide water and waste water
services to the Ministry of Defence [MOD). The Group acts as the
service provider under the MOD Project Aquatring Package C - a
25 year cantract spanning 1,295 sites across England covering
the eastern sea border and from Lancashire in the North West to
West Sussex on the South coast

Under this contract the Group maintains and upgrades the MOD
infrastructure assets and provides operating services for water
and waste water Both the operating services and maintenance
and upgrade services are charged under a volumetric taniff,
along with standing charges, which are adjusted with inflaticn
as agreed In the contract.

Consolidated income statement (extract)
Year ended 31 March 2018

Under IFRS 15, the expected revenue over the life of the
contract s allocated to the performance obligatians based an
an expected margin for each performance obligation over the
life of the contract under the fellowing headings

« operating and mamtaming the MOD infrastructure assets,
* upgrading the MOD infrastructure assets;

* administrating the services received from statutory water
and sewerage undertakers: and

e administrating billing services of the MOD's commercial and
Nan Base Dependent customers

Revenue is recognised in Line with the delivery of each
performance obligatton The expected whole-life revenues and
costs en the contract are updated regularly Any changes to
revenue relating te performance obligations already delivered
are recogmised in the pertod in which they are Wdentified.

The previous accounting policy for this contract was to recognise
revenue billed under the volumetric taniff at the point of tilling
The expected costs for the upgrade services were recognised on
a straight line basis, before adjusting for expected inflation, over
the life of the contract The resulting asset was recognised as a
financial asset in accordance with IFRIC 12

The tables below show the effect of the [FRS 15 adoption on the
income statement, balance sheet and earnings per share for
the year enged 31 March 2018

As previously IFRS 15
reported impact Restated
£m £m £m
Turnover 1,694 1 23 1,696 4
Operating costs (1165 7] (35) (1,169 2]
Profit before interest and tax 528 4 12 5272
Net linance costs, losses on financial instruments and results of joint ventures 1226 0) -~ {226 0)
Profit on ordinary activities before taxation 302 4 (1.2) oz
Taxation on profit on ardinary activibes (61.91 03 (61 6}
Profit for the period from continuing operations 2405 09 2396
Earnings per share
Year ended 31 March 2018
As previously IFRS 15
reported impact Restated
pence pence pence
Underlying earnings per share [see ngte 15)
Underlying basic earnings per share 1210 [0 5] 120 5
Underlying diluted earnings per share 120.6 {05) 1201
Earnings per share from continuing operaticns
Basic earnings per share 102.2 (G 4] 1018
Diluted earnings per share 101.9 10 4) 101.5
Earnings per share from continuing and discontinued operatiens
Basic earnings per share 107.8 10.4) 107 4
Diluted earnings per share 107.5 i0.4) 107.1
Consolidated balance sheet (extract)
As at 31 March 2018
As
previously IFRS 18
reported impact Restated
£m tm £m
Non-current trade and other receivables 181.3 4.0 189.3
Deferred tax (674 4) [0 8) (675 2
Retained earnings 5479 32 551.1
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2. Accounting policies continued

b] Basis of cansolidation

The consclidated financial statements include the results
of Severn Trent Plc and its subsidiaries and joint ventures
Results are included from the date of acquisition or
incerporation and are excluded from the date of disposal

Subsidiaries are consolidated where the Group has the power
to control a subsidiary

Joint venture undertakings are accounted for an an equity
basts where the Group exercised joint control under a
caontractual arrangement

Non-controlling interests in the net assets of subsidiaries are
identified separately from the Group's equity. Non-controlling
interests consist of the amount of those interests at the date
of the ariginal business cambination and the non-controlling
Iinterests’ share of changes in equity since that date

Transactions between the Company and its subsidiaries have
been eliminated on consolidation and are net included within
the Group financial statements

Forergn currency denominated assets and Liabiities of the
Company and its subsidiary undertakings are translated into
the relevant functional currency at the rates of exchange ruling
at the year end Any exchange differences so arising are dealt
with through the iIncome statement

Foreign currency transactions arising during the year

are translated into sterling at the rate of exchange ruling
an the date of the transaction All gains and losses on
exchange arising during the year are dealt with through the
iInceme statement

c} Revenue recognition
Revenue includes turnover and interest income

Turnover represents the fair value of consideration receivable,
excluding value added tax, trade discounts and inter-company
sales, in the ardinary course of business for goods and
services provided

Turnover 1s not recognised until the service has been provided
to the customer or the goeds to which the sale relates have
either been despatched to the customer or, where they are held
on the customer’s behalf, title has passed to the customer and
it 1s probable that it will be received

Water and waste water revenue is recagrised when the service
is provided and includes an estimate of the armoeunt of mains
water and waste water charges unbilled at the year end

The accrual s estimated using a defined methedology based
upon a measure of unbilled water censumed by tariff, which 1s
calculated from historical billing infarmation

Operating services revenue (s recegnised in line with the
delivery of each performance obligation Further details

of the performance obligations are detailed in note 2 al]

The expected turnover over the life of a contract 1s allocated
te each performance obligation based eon the expected margin
for each obligation Any changes to the revenue relating to
performance obligations already delivered are recognised in
the period in which they are identified Differences between
amounts recognised as revenue and amounts bilted are
recognised as contract assets or liabilities
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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 s delivered to
the national grid Green energy incentives are recognised when
the Group becomes entitled to them

Interest income 1s accrued on a time basis by reference
to the principal outstanding and at the effective interest
rate applicable

d) 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 therr size or nature if
the financial staterments are to give a true and fair view In this
context, materiality 15 assessed at the segment level

e) Taxation

Current tax payable i1s based on taxable profit for the year
and s calculated using tax rates that have been enacted or
substantively enacted by the batance sheet date

Deferred taxation s provided in full on taxable temporary
differences between the tax bases of assets and liabilities

and their carrying ameunts in the financial statements
Deferred taxation 1s measured on a non-discounted basis using
the tax rates and laws that have been enacted or substantively
enacted by the balance sheet date and are expected to apply
when the related deferred income tax asset 1s realised or the
deferred tax Liability 1s settled

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 alsc recognised in other
comprehensive income or directly in equity, respectively
Where current tax or deferred tax arises from the imitial
accounting for a business combination, the tax effect 1s
included in the accounting for the business combination

A deferred tax asset s only recognised to the extentitis
probable that sufficient taxable profits will be available in the
future to utilise it

Deferred tax assets and Liabilities are offset when there1s a
legally enforceable right to set off current tax assets against
current tax babilities

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 s included

in intangible assets, whilst goodwill arising on acquisition
of associates or joint ventures s included 1 interests in
associates or joint ventures respectively If an acquisition
gives rise to negative goodwill this 1s credited directly to the
income statement Fair value adjustments based on provisional
estimates are amended within cne year of the acquisition, if
required, with a corresponding adjustment to goodwill

Goodwill arising on atl acquisitions priortc 1 April 1998 was
written off to reserves under UK GAAP and remains ebiminated
against reserves Following the dispesal of the US Operating
Services business on 30 June 2017, alt acquisitions prior te

1 April 1998 that were included in goodwill have now been sold
Purchased goodwill arising on acquisitions of subsidiaries after
31 March 199815 trealed as an inlangible fixed asset
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Group finantial statements

Notes to Group financial statements continued
For the year ended 31 March 2019

2. Accounting policies continued

f) Goodwill continued

Goodwill and indefinite Life iIntangibles are tested for
impalrment i accordance with the pobcy set out in note 2 (]
below and carried at cost less accumulated impairment losses
Goodwiil s allocated to the cash-generating unit that derives
benefit from the goedwill for impairment testing purposes.

Where goodwill forms part of a cash-generating unit and all
or part of that unit 1s 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

gl Other intangible non-current assets

Intangible assets acquired separately are capitalised at cost
Following initial recognition, finite Lfe intangible assets are
amortised en a straight-line basis over their estimated useful
economic lives as follows

Years
Software 3-10
Other intangible assets 15

Amortisation charged enintangible assets is taken to the
income statement through operating costs

Finite Life intangible assets are reviewed for impairment where
indicators of impairment exist [see 2 1] below]

Intangible assets with indefinite useful lives are carried
at cast less accumulated imparrment losses Such assats
are reviewed for impairment at least annually and where
indications of impairment exist

Development expenditure 1s capitalised as an itangible asset
and written off over its expected useful economic life where the
following criteria are met

= it1s 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 1s the intention and ability to use or sell the asset,

it is probable that the asset created will generate future
economic benefits, and

* the development costs can be measured reliably

Research expenditure 1s expensed when 1t 1s incurred

h] Pre-contract costs

Incremental costs incurred in obtaiming contracts with
customers are recognised as a prepayment and written off to
the income statement over the Life of the contract where it is
expected that the costs will be recovered

All other costs of obtaining contracts are written off to the
income statement as incurred

il Property, plant and equipment

Praperty, plant and equipment is held at cost [or at deemed
cost for infrastructure assets on transition to IFRS) less
accumulated depreciation and impairment Expenditure on
property, plant and equipment relating to research and
development projects s capttalised and depreciated over the
expected useful Life of those assets
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The costs of ltke-for-like replacement of infrastructure
components are recognised in the iIncome statement as
they arise Expenditure which results in enhancements
to the operating capability of the infrastructure networks
15 capitalised

Where items of property, plant and equipment are transferred
to the Group from customers or developers, the fair value of the
asset transferred 15 recognised in the balance sheet Fair value
is deterrined based on estimated depreciated replacement
cost Where the transfer 15 1n exchange for connection to the
network and there 1s no further obligation, the corresponding
credit is recognised immediately in turnover Where the
transfer s considered to be linked to the provision of engoing
services the corresponding credit 1s recorded in deferred
income and released to operating costs over the expected
useful lives of the related assels

Where assets take a substantial period of ime to get ready for
their intended use, the borrowing costs directly attnibutable to
the acquisition, construction or production cf these assets are
added to their cosi

Property, plant and equipment is depreciated, using the
straight-line method, tots esbimated residual value overts
estimated useful Ufe, with the exception of freehold land which
15 not depreciated Assets in the course of construction are not
depreciated until commissioned

The estimated useful ives are

Years
Infrastructure assets
Impounding reservoirs 250
Raw water agueducts 250
Mains 80 -150
Sewers 150 - 200
Other assets
Buildings 30 - 80
Fixed plant and equipment 20-40
Vehicles and mobile plant 2-15

j) Leased assets

Leases where the Group obtains assets that transfer
substantially all the risks and rewards of ownership to

the Group are treated as finance leases The lower of the
fair value of the leased asset or the present value of the
minimum lease payments is capitalised as an asset with a
correspending Liability representing the obligation to the
lessor Lease payments are treated as consisting of a capital
element and a finance charge, the capital element reduces
the obligation to the lessor and the finance charge s written
off to the incorne statement at a constant rate over the period
of the legse in proportion to the capital amount outstanding
Depreciation s charged over the shorter of the estimated
useful ife and the lease period.

Leases where substantially all the risks and rewards of
awnership remain with the lessor are classified as operating
leases Rental costs arising under operating leases are
expensed on a straight (ine basis over the term of the lease.
Leases of land are normally treated as cperating leases, unless
ownership s transferred to the Group at the end of the lease
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2. Accounting policies continued

k] 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 sewerage networks, are treated
as deferred Income and released to operating costs over the
useful economic life of those nen-current assets

Grants and contributions, which are given in compensation
for expenses incurred with no future related costs, are
recognised in operating costs in the period that they
become recelvable

L) Impairment of non-current assets

If the recoverabla amount of goodwill, an item of property, plant
and eguipment, or any other non-current asset 1s estimated

to be less thanils carrying amount, the carrying amount of

the asset s 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 umit to which the asset belongs
Recoverable amount 1s the higher of fair value less costs to sell
or estimated value in use at the date the impairment review

1s undertaken Fair value less costs to sell represents the
amount obtamnable from the sale of the asset Inan arm’s length
transaction between knewledgeable and willing third parties,
less costs of disposal Vatue in use represents the present
vatue of future cash flows expected to be derived from a
cash-generating urit, 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 1s based on the Group's cost of capital
adjusted for the risk profiles of individual businesses.

Goodwilt s tested for imparrment annually Impairment reviews
are also carried out if there 1s an indication that an impairment
may have occurred, or, where otherwise required, to ensure
that non-current assets are not carred above their estimated
recoverable amounts

Impairments are recognised in the income statement

ml Parent company investments

The parent company recognises Investments in subsidiary
undertakings at historical cost

n| Inventory

Inventory s stated at the lower of cost and net realisable value
Far properties held for resale, the cost includes the cost of
acquiring and developing the sites

Net realisable value is the estimated selling price less all
estimated costs of completion and costs to be incurred in
selling and distnibution
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ol Loans receivable

Loans recelvabte are measured at fair value on initial
recogrition, less 1ssue fee income received After imtial
recegnition, loans recervable are subsequently measured
at amortised cost using the effective interest rate method
whereby interest and 1ssue fee iIncome are credited to

the income statement and added to the carrying value of
loans recewvable at a constant rate in proportion to the loan
amount outstanding

p) Trade receivables and accrued income

Trade receivables and accrued income are measured at fair
value on initial recognition If there 1s objective evidence that
the asset 1s impaired, it 1s written down to its recoverable
amount and the irrecoverable amount is recognised as an
expense in operating costs

The Group applies the simplified approach permitted by

IFRS 9 for estimating expected credit losses on trade
receivables Fortrade receivables that are assessed not to

be impaired individuatly, expected credit losses are estimated
based on the Group's historical experience of trade receivable
write-offs

q) Retirement benefits

(Il Defined benefit schemes

The difference between the value of defined benefit pension
scheme assets and defined benefit pension scheme Liabilities
15 recarded on the balance sheet as a retirement benehit asset
cr 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 1s
derived by using guotations 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 methed and discounted at the current
rate of return on high quality corporate bonds of equivalent
term and currency to the liability

Service cost, representing the cost of employee service in
the year, is included in operating costs Net finance cestis
calculated by applying the discount rate used for the scheme
Liabibities to the net obligation

Changes in the retirement benefit obligation that arise frem

e differences between the return on scheme assets and
interest income included in the income statement,

= actuarial gains and losses from experience adjustments, and
» changes n demaographic or financial assumptions,

are classified as remeasurements, charged or credited to
other comprehensive income and recorded in the statement
of comprehensive income in the peried in which they arise
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Notes to Group financial staterments continued
For the year ended 31 March 2019

2. Accounting policies continued

q) Retirement benefits continued

There 1s no contractual agreement, or stated policy, for
charging the net defined benefit cost to participating Group
companies Therefore, the parent recognises a charge in the
income statement which is equal to the contributions payable
in the year. The net defined benefit cost for these schemes s
recognised by the spensoring employers, Severn Trent Water
Limited and Hafren Oyfrdwy Cyfyngedig

(i1) Defined contribution schemes

Contributions to defined cantribution pension schemes are
charged to the income statermant in the period in which they
fall due

r} Provisions
Provisions are recognised where

« there s a present obligation as a result of a past event;

* it 15 probable that there will be an outflow of economic
benefits to settie this abligation, and

+ areliable estimate of this amount can be made

Insurance provisions are recognised for clatms notified and for
claims incurred but which have not yet been notified, based on
advice from the Group's independent insurance advisers

Provisions are discounted 1o present value using a pre-tax
discount rate that reflects the risks specific to the Liability
where the effect 1s material

sl Purchase of own shares

Where market purchases of Severn Trent ordinary shares are
made through an obligating contract, a liability for the present
value of the redemption amount 1s recogmsed and charged to
retained earnings. Payments for the purchase of shares are
charged to the liability when made

Shares held by the Severn Trent Empleyee Share Ownership
Trust that have not vested unconditionally by the balance sheet
date are deducted from shareholders’ funds until such time as
they vest

t) Barrawings
The accounting policy for borrowings that are the hedged item
i a fair value hedge (s set aut n note 2 ul

All other borrowings are imtally recognised st fair value
less 1ssue costs After inibial recognition, borrowings are
subsequently measured at amortised cost using the effective
interest rate method whereby interest and 1ssue 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 eutstanding

Index-linked debt I1s adjusted for changes in the relevant
inflation index and changes in value are charged to
finance costs

Borrowings denominated in foreign curréncy are transiated
to sterling at the spot rate on the balance sheet date
Exchange gains or losses resulting from this are credited or
charged te gains/losses on financial instruments.
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u) Derivative financial instruments

Dervative financial instruments are stated at fair value,
including accrued interest Fatr value s determined using the
methodology described in note 34 a) The accounting policy
for changes in fair value depends an whether the derative is
designated as a hedging instrument The various accounting
policies are described below

Interest recevable or payable in respect of derivative financial
instruments 1s included in finance Income or costs.

(i) Derivatives not designated as hedging instruments
Gains or tosses arising on remeasurement of derivative
financial instruments that are nat designated as hedging
instruments are recegnised in gains/losses on financial
Instruments in the iIncome statement

(ii] Derivatives designated as hedging instruments

The Group uses derivative financial instruments such as cross
currency swaps, forward currency centracts and interest rate
swaps to hedge its risks associated with foreign currency and

interest rate fluctuations.

At the inception of each hedge relationship, the
Group documents:

the relationship between the hedging instrument and the
hedged item,

its risk management objectives and strategy for undertaking
the hedge transaction; and

the results of tests to determine whether the hedging
instrument 1s expected to be highly effective in cffsetting
changes in fair values or cash flows (as appropriate] of the
hedged item

The Group continues to test and document the effectiveness of
the hedge on an ongoing basis

Hedge accounting is discantinued when the hedging instrument
expires, 1s sold, terminated or exercised, or no longer gualifies
for hedge accounting

lii) Fair value hedges

Where a loan or borrowing is 1n a fair value hedging
relationship 1t 1s 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 1s also taken to gains/losses on financial
mstruments in the incormne statement so that the effective
portion of the hedge will offset the gain ar loss on the
hedged 1tem

If hedge accounting 1s discentinued, the fair value adjustment
ansing frem the hedged risk on the hedged item 15 amortised
to the iIncome statement over the anticipated remaining tfe of
the hedged item
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2. Accounting policies continued

u) Derivative financial instruments continued

[iv] Cash flow hedges

The portian of the gain or less on the hedging instrument

that 1s determined to be an effective hedge 1s recognised in
equity and the ineffective portion 1s charged to gains/losses on
financial 1nstruments in the income statement. When the gamn
or loss from the hedged underlying transactien 1s recognised
In the iIncome statement, the gains or losses on the hedging
instrument that have previously been recognised in eguity are
recycled through gains/losses on financial instruments in the
ncome statement

If hedge accounting 1s discontinued, any cumulative gain

or loss an the hedging instrument previously recegmised in
equity1s held in equity until the forecast transaction occurs,
or transferred to gains/losses on financial instruments in
the income statement f the forecast transaction 1s no longer
expected to occur From this point the derivative 1s accounted
for in the same way as derivatives not designated as hedging
instruments if the hedging nstrument Is terminated, the gains
and losses previously recognised in equity are held in equity
until either the forecast transaction occurs or the forecast
transaction 1s no tonger expected to cccur

[v) Embedded derivatives

Where a contract includes terms that cause some of its
cash flows to vary in a similar way te a derivative financial
instrument, that part of the contract 1s 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 risks and characteristics of the embedded derivative are
not closely related to these of the contract; and

*+ the contract 1s not carried at fair value with gains and losses
reported in the income statement

Inall other cases embedded derwvatives are accounted for in
Line with the accounting policy for the contract as awhele

v] Share based payment

The Group operates a number of equity-settled share based
compensatien plans for employees The fair value of the
employee services receved In exchange for the grant s
recognised as an expense over the vesting period of the grant

The fair value of employee services 15 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 1s adjusted to reflect shares that do not
vest as a result of failing to meet a non-market condition

Share based compensation plans are satisfied in shares of

the parent company Where the fair value of the awards is

not recharged te participating Group companies, the parent
company records the far value of the awards as an increase

in its investment in the subsidiary The investment 1s adjusted
to reflect shares that do not vest as a result of faling to meet a
non-market based cendition
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w) Cash flow statement

For the purpese of the cash flow statement, cash and cash
equivalents include highly liquid investments that are readily
canvertible 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 menths maturity from
the date of acquisition and include cash and bank balances and
investments in Liquid funds

Net cash and cash equivalents include cverdrafts repayable
on demand and amounts drawn under the Group’s revalving
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 eguipment

x] 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
accaunted or notl, net cash and cash equivalents, and loans to
joint ventures

y) Discontinued operations and assets held for sale

Where an asset or group of assets [a disposal group] s
availlable for immediate sale and the sale 1s highly probable
and expected to occur within one year, then the disposal group
1s classified as held for sale. The disposal group I1s measured
at the lower of the carrying amount and fair value less costs to
sell Depreciation i1s not charged on such assets

Where a group of assets, which comprises operations that
can be clearly distinguished operationally and for financial
reporting purpeses from the rest of the Group la component],
has been disposed of or classified as held for sale, and it

= represents a separate major line of business or geagraphical
area of operations; or

* s part of a single co-ordinated plan to dispose of a separate
major line of business or geographical area of operations, or

s 5asubsidiary acquired exclusively with a view to resale,

then the component 1s classified as a discontinued operation

z) Business combinations

Acquisitions of subsidiaries and businesses are accounted for
using the acquisttion method The consideration transferred

in a business combination 1s measured at fair value The
identifiable assets acquired and the Labilities assumed are
recognised at their fair value at the acquisition date except that

» deferred tax assets or Liabilities and retirement benefit
assets or obligations are recogmsed and measured In
accordance with the policies set out under notes 2 e} and 2 gl
above, and

assets or disposal groups that are classified as held for sale
are measured in accerdance with the policy set out under
note 2 y) above
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2. Accounting poticies continued

z) Business combinations continued

Where the initial accounting for a business combinaticn s
incomplete at the end of the reporting period. the Group
reports provisional amounts and finalises these within one year
of the acquisition date {the ‘measurement period’]

Goodwili 1s measured as the excess of the sum of the
consideration transferred, the armount of any non-controlling
interest in the acquiree and the fair value of any interest in

the acquiree previously held by the Group over the net of the
amounts of the assets and liabilitres acquired if the amount of
the assets and Liabilities acguired exceeds the amount of the
consideration, this 1s immediately recognised in the income
statement as a bargain purchase gain

Contingent consideration 1s measured at fair value at the
acguisihon date

During the measurement period, changes in provisional fair
values of assets and liabilities acquired, or of contingent
consideration, are recognised as adjustments to goodwill
or bargawn purchase gain Outside the measurement period,
changes in fair vatue of contingent consideration that 1s not
classified as equity are recognised in profit or loss

3. New accounting policies and future requirements

At the balance sheet date, the following Standards and
Interpretations were in 1ssue but not yet effective

IFRS 16 Leases

$FRS 14 provides a comprehensive madel for the identification
of lease arrangerments and their treatment in the financial
statements for both lessors and lessees IFRS 16 will supersede
the current lease guidance including IAS 17 Leases and the
related interpretations when it becomes effective for accounting
perieds beginning on or after 1 January 2019 The date of initial
application of IFRS 16 for the Group 1s 1 April 2019

In contrast to lessee accounting, iIFRS 16 substantially carries
forward the lessor accounting requirements

al Impact of the new definition of a lease

The Group will make use of the practical expedient available
on transition to (FRS 14 not to reassess whether a contract
15 or contains a lease. Accordingly, the definition of a lease in
accordance with IAS 17 and IFRIC 4 will continue to apply to
those leases entered into or modified before 1 April 2019

The change in definition of a lease mainly relates to the concept
of control IFRS 16 distinguishes between leases and service
contracts on the basis of whether the use of an dentified asset
1s controlled by the customer Controlis considered to existif
the custamer has-

¢ the right to obtain substantially all of the economic bepefits
from the use of an identified asset; and

e the right te direct the use of that asset

The Group will apply the definition of a lease and guidance set
out In IFRS 14 to all lease contracts entered into or moadified on
or after 1 April 2019 In preparation for the first-time application
of IFRS 16, the Group has carned out an implementation
project The project has shown that the new definition in

IFRS 16 will not change significantly the scope of contracts

that meet the definitian of a lease for the Group
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b) Impact on lessee accounting

(] Operating leases

IFRS 16 will change how the Group accounts for leases
previcusly classified as operating leases under |AS 17 which
were off balance sheet

On initial application of IFRS 16, for all [eases (except as noted
below] the Group will

* recognise right-of-use assets and lease liabilittes in the
consolidated balance sheet, initially measured at the
presentvalue of the future lease payments,

s recognise depreciation of right-of-use assets and interest on
lease Liabilities in the consolidated income statement, and

* separate the total amount of cash paid intc a principat
portion and an interest portion in the consolidated cash
flow statement.

Lease incentives will be recognised as part of the
measurement of the right-of-use assets and lease Liabilities
whereas under |AS 17 they were recognised as a lease habibty
incentive, amertised as a reduction of rental expenses on a
straight-line basis

Under IFRS 14, night-of-use assets will be tested for
impairment in accordance with 1AS 34 impairment of Assets
This will replace the previous requirement to recognise a
provision for enerous lease contracts

For short-term leases [lease term of 12 months or less] and
{eases of low-value assets, the Groug will opt to recognise a
lease expense on a straight-line basis as permitted by IFRS 16

As at 31 March 2019, the Group has non-cancellable operating
lease commitments of £16 ¥ million

A preliminary assessment indicates that £16 7 rmillion of
these arrangements relate to leases other than short-term
leases and leases of low-value assets, and hence the Group
will recognise a right-of-use asset of £23 4 mitlicn and a
corresponding lease Liability of £23 4 mullion in respect of

all these leases. The impact on profit or loss 1s to decrease
operating costs by £2 9 million, to increase depreciation by
£2 7 million and to increase interest expense by £0 7 million
There are no lease Liability incentives or provision for ocnerous
lease contracts recognised under JAS 17 to be derecognised

The preliminary assessment indicates that £0 2 million of these
arrangements relate to short-term leases and leases of low-
value assets

Under IAS 17, all lease payments on operating leases are
presented as part of cash flows from oparating activities

The impact of the changes under IFRS 16 would be to increase
the cash generated by operating activities by £2 § mitlien

and te decrease net cash used in financing activities by the
same amount

[} Finance leases

The main differences between IFRS 16 and I1AS 17 with
respect to assets formerly held under a finance lease is the
measurement of the residual value guarantees provided

by the lessee to the lessor IFRS 14 requires that the Group
recognises as part of its lease liabilities enly the amount
expected to be payable under the res:dual vatue guarantee,
rather than the maximum amount guaranteed as required
by IAS 17.
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3. New accounting policies and future requirements
continued

b) Impact on lessee accounting continued

{il] Finance leases continued

Based on an analysis of the Group's finance leases as at

31 March 2019 on the basis of the facts and circumstances that
exist at that date, the Group has assessed that this change will
not have a material impact on the amounts recognised in the
Group's consolidated financial statements.

c) Impact on lessor accounting

Under IFRS 14, a lessor continues to classify leases as either
finance leases or sperating leases and account for those two
types of leases differently However, IFRS 16 has increased
the disclosures required, in particular regarding how &
lessor manages the risks arising from its residual interest in
leased assets

The Group does not betieve there to be any impact with regards
to the above

There are no other standards and interpretations in 1ssue
but not yet adopted that the Directors anticipate will have
a material effect on the reported income or net assets of
the Group

4. Critical accounting judgments and key sources
of estimation uncertainty

In the process of applying the Group’s accounting policies,

the Group I1s required to make certain judgments, estimates
and assumptions that it believes are reascnable based on the
information available Although these estimates are based an
management’s best knowledge of the amount, event or actions,
actual results may ultimately differ from those estimates

a) Critical accounting judgments

[1] Classification of costs between operating expenditure

and capital expenditure
Severn Trent Water'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 devetoped to facilitate the consistent application
of its accounting policies

b) Sources of estimation uncertainty

{i) Depreciatian and carrying amounts of property, plant

and equipment
Calculating the depreciation charge and hence the carrying
value for property, plant and equipment reguires 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] The average
useful life of property. plant and equipment I1s around 46 years
A five year change in the average useful lives would result in a
£38 million change in the depreciation charge
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Tents

(i) Retirement benefit obligations

Determining the amount of the Group s retirement benefit
obligations and the net costs of providing such benefits
requires assumptions to be made concerning leng-term
interest rates, inflation and longewvity of current and future
pensicners 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
gualified actuaries. Detalls of the assumptions made and
assoclated sensitivities are set out 1n note 28

5. Segmental analysis
The Group s organised into twe main business segments

Regulated Water and Waste Water includes the wholesale
water and waste water activities of Severn Trent Water
Limited, its retail services to domestic customers, and Hafren
Dyfrdwy Cyfyngedig

Business Services includes the Group s Operating Services
businesses in the UK & Ireland, the Green Power business, the
Bioresources business, the Property Development business
and our ather businesses including affinity and searches

In 2017/18 and prigryears, the sludge treatment activities of
the Bioresources business were managed by, and included
in, Regulated Water and Waste Water The renewable
energy generating activities of the Bioresources business
were managed by, and included in, Business Services
These activities are now managed as a single Bioresources
business within Business Services

On 30 November 2018 the Group completed the acquisition of
Agrivert Holdings Lirmited This business has been included
in the Business Services segment with effect from that date
Further details of the acquisition are set out in note 38

Surplus land in the requlated business 1s, In certain cases, sold
to group companies outside the regulatory ring-fence where its
full development potential can be realised. The profits of this
activity are shared between the requlated and non-regulated
businesses through the initial transfer price and overage
agreements relating to the development potential In 2617/18
and prior years, the gains frem the property development
actwity attributable to the regulated business were reported

in Regulated Water and Waste Water and those relating to the
non-regulated business were reported in Corporate and other
All of these activities are now managed and reported as a
single business within Business Services

Comparative information for the new segmentation 1s not
avallable and the cost to develop it would be excessive Therefcre,
the current period results have been presented on both the old
and new basis of segmentation, in accordance with IFRS 8

The disposal of the Group's Operating Services businesses in
Italy and the USA were classified as discontinued operations
in the prior year These transactions were completed on

23 February and 30 June 2017 respectively
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5. Segmental analysis continued

The Severn Trent Executive Committee [STEC'] is considered to be the Group's chief operating decision maker The reports
provided to STEC include segmental information prepared on the basis described above Details of Regulated Water and Waste
Water's operations are described on pages 34 to 45 of the Strategic Review and those of Business Services on pages 46 to 47.

Results from inferests in joint ventures and associates are nof included 1n the segmental reports reviewed by STEC

The measure of proht ar loss that 1s reparted to STEC for the segments is underlying PBIT {see note 45) A segmental analysis of

turnover and underlying PBIT 1s presented below

Transactions between reportable segments are included within segmental results, assets and Liabilities in accordance with Greup

accounting polities These are eliminated on consolidabion

al Segmental results

The tables below show the changes from the old to the new segmentation for turnover and underlying PBIT for the year ended

31 March 2019

Regulated Regulated

Water and Water and

Waste Water Property Waste Water

{old basis] Bioresources'  Develogment? {new bass)

Regulated Water and Waste Water £m £€m £m £m

External turnover 1,6372.6 {54.5) - 1,883.1

Inter-segrment turnover - - - -

Total turnover 1,637.6 (54.5) - 1,583.1

Profit before interest, tax and exceptional items 544.3 8.7) [8.6) 527.0

Exceptional items 18.9) - - (8.9

Profit before interest and tax 535.4 (8.71 (8.6} 518.1

Business Business

Services Property Services

lold basis) Bioresources'  Development? lnew basis)

Business Services £m £€m £m £m

External turnover 128.9 54.5 - 183.4

Inter-segment turnover 17.5 - - 17.5

Total turnover 146.4 54.5 - 200.9
Profit before interest, tax, amortisation of acquired intangible assets

and excepticnal items 355 8.7 19.9 64.1

Exceptional items and amortisation of acquired intangibie assets (1.0 - - 1.0

Profit before interest and tax 34.5 8.7 19.9 63.1

Corporate and Corporate and

other Property other

lold basis) Development? [new basis)

Gorporate and other £€m £m £m

External turnover - - -

Inter-segment turnover 0.4 - 0.4

Total turnover 0.4 - 0.4

Profit before interest, tax and exceptional items 31 (11.3) i8.2]

Exceptional items [0.4) - f0.4)

Profit before interest and tax 2.7 {11.31 (8.6)

1 In 2017/18 and prior years, the sludge treatment activities of the Bioresources business were managed by, and included in, Regulated Water and Wasle Water
The renewable energy generating activities of the Bioresources business were managed by, and included in, Business Services These combined activities are now

managed as a single Bioresources busmess within Business Services

2 In2017/18 and prior years, the gains from the property developmant activity attributable to the regulated business were reperted in Regulated Water and Waste
Water and those relating to the non-regulated business were reparted in Corporaie and other Allof these actvities are now managed and reported as a single

business within Business Services
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5. Segmental analysis continued

a) Segmental results continued
The following table shows the segmental turnover and PBIT on the old segmentation

[ mos
roup financial statements

aten

2018
2019 [restated]
Regulated
Waterand Business Regulated Water Business
Waste Water Services and Waste Water Services
Year ended 31 March £m £m £€m £m
External turnover 1,637.6 128.9 15741 122.2
Inter-segment turnover - 17.5 05 18 8
Total turnover 1,637.6 146.4 1,574 6 1410
Profit before interest, tax, amertisation of acquired ntangible assets
and exceptional iterns 544.3 35.5 5149 348
Exceptionat items [see note 8] and amortisation of acquired
intangible assets {8.9) (1.0 (111] (18]
Profit before interest and tax 535.4 34.5 3038 330
The reportable segments’ turnover is reconciled to Group turnover s follows
2019 2019 2018
[new basis) [old basis) [restated)
Year ended 31 March £m £m £m
Regulated Water and Waste Water 1.583.1 1,637.4 1.574 &
Business Services 200.9 146.4 1410
Cerporate and other 0.4 0.4 70
Censolidation adjustments (17.0) 17.0] (28 2]
1,767.4 1,767.4 1,696 4

Included in revenues of Regulated Water and Waste Water of £1,637 6 rullion [2018 £1,574 6 million) 1s £335 0 mutlion
(2018 £354 9 million) which arose from sales to Water Plus Select Limited No other single customer contributed 10% or more to

the Group's revenue for either 2019 or 2018

Segmental underlying PBIT s reconciled to the Group’s profit before tax as follows

2019 2019 2018
(new basis) [old basis} [restated]
Year ended 31 March £m £m £m
Regulated Water and Waste Water 527.0 544.3 h14 9
Business Services 64.1 35.5 34 8
Corporate and other (8.2) 3.1 197]
Consclidation adjustments (9.3) (9.31 {02
Profit before interest. tax. amartisation of acquired intangible assets
and exceptional items 573.6 573.6 5398
Exceptional items and amortisation of acquired intangible assets
Regulated Water and Waste Water 8.9) (8.9]) 111}
Business Services {1.0) (1.0 18)
Corporate and other (0.4) (0.4) 03
Net finance costs 194.2} 194.2) (219 5]
Net gains/[losses) on financiat instruments 16.0 16.0 (6 7}
Share of [loss)/profit of joint ventures (0.4) (0.4) 02
Profit before tax 384.7 384.7 3012
The Group s treasury and tax affairs are managed centrally by the Group Treasury and Tax departments Finance costs are
managed on a Group basis and hence interest income and costs are not reported at the segmental level Tax s natreported to
STEC on a segmental basis
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5. Segmental analysis continued

b) Segmental capital employed

Separate segmental analyses of assets and liabilities are not reviewed by STEC The balance sheet measure reviewed by STEC
on a segmental basts 1s capital employed The tables below show the changes from the old to the new segmentation for capital
employed as at 31 March 201%:

Regulated Regulated
Water and Water and
Waste Water Property Waste Water
[old basis)  Bioresources Development Inew hasis]
Regulated Water and Waste Water £m £€m £m £€m
Operating assets $,501.9 [287.5) ~ 9,214.4
Goodwill $3.5 - ~ 63.5
Segment assets 9,565.4 (287.5) - 9,277.9
Segment operaling liabilities 1,993.4] 71 - (1,986.3}
Capital employed 7,572.0 (280.4) - 7,291.6
Business Business
Services Property Services
lold basis]  Bioresources Davelopment Inew basis)
Business Services £m £m £m £m
Operating assets 314.7 287.5 20.1 622.3
Goodwill 28.7 - - 28.7
Interests In joint ventures and associates 37.0 - - 37.0
Segment assets 380.4 287.5 201 688.0
Segment operating habilities [55.2) [7.1) 16.4) 168.7)
Capital employed 325.2 280.4 13.7 619.3
Corporate and Corporate and
other Property other
lold basis) Development fnew basis)
Corporate and other Em £m £m
Segment operating assets 24.1 (20.1) 4.0
Segment operating liahilities (68.7) b.4 162.3)
Capital employed (44.6) (13.7) (58.3)
The following table shows segmental capital employed on the old basis-

2019 2018
[restated]

Regulated Regulated
Water and Business Water and Business
Wasle Water Services Waste Water Services
€m €m Em £m
Operating assets 9,601.9 314.7 8,200 8 200.6
Goodwill 63.5 28.7 635 -
Interests in joint ventures and asscciates - 37.0 - 376
Segment assets 9.565.4 380.4 8,964 3 238 2
Segment operating liabilities {1,993.4) (55.2) (1,957 6) 142 7)
Capital employed 7,572.0 32b.2 7.006.7 195 5

Operating assets comprise other intangible assets, property, plant and equipment. retirement benefit surpluses, inventory and
trade and other receivables

Operating babiliies comprise trade and other payables, retirement benefit obligations and provisions.
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5. Segmental analysis centinued

b) Segmental capital employed continued
The reportable segments assets are reconciled to the Group’s total assets as follows

2019 2019 2018
[new basis] [old basis] [restated]
Em £m £m

Segment assets
Regulated Water and Waste Water 9.277.9 9.565.4 8.964 3
Business Services 688.0 380.4 2382
Corporate and other 4.0 24.1 605
Other financial assets 109.5 109.5 873
Loan receivable from joint venture 142.0 142.0 1356
Consolidation adjustments (17.3] (17.3) 160 1)
Total assets 10,2041 10,2041 4258

The conseclidation adjustments comprise elimination of intra-group debtors and unrealised profits on fixed assets.

The reportable segments Liabilities are reconciled to the Group’s total hiabilities as follows

2019 201% 2018
[new basis) fold basis) [restated]
£m £m £m

Segment liabilities
Regulated Water and Waste Water (1,986.3) (1,993.4) (1,957 6]
Business Services (68.7) (55.2) [42 7]
Corporate and other 162.3) (68.7) (74 6]
Other financial Labiliies [6,180.7) i6,180.7) (5,683 4]
Current tax (9.3) [9.3) (8 4]
Deferred tax [747.3) [747.3) (674 3]
Consolidation adjustments 14.6 14.6 123
Total liabilities [9.040.0) (9,040.0] (8.4289)

The consclidation adjustments compnse elimination of intra-group creditors

The following table shows the additions to other intangible assets and property, plant and equipment-

2019 2018
Regulated Regulated
Water and Business Water and Business
Waste Water Services Waste Water Services
€m £m £m £m
Other intangible assets 36.1 2.3 256 ?28
Property, ptant and equipment 851.1 10.3 480 4 101
¢) Geographical areas
The Group's sales from continuing operations were derived from the following countries
2019 2018
restated)
£m £m
UK 1,762.8 1,6921
Other 4.6 43
1,767.4 1,696 4

The Group's non-current assets (excluding financial nstruments, deferred tax assets and post-employment benefit assets] were
located in the UK in 2019 and 2018
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6. Revenue
Revenue recognised from contracts with customers is analysed by type of revenue and by business below

Year ended 31 March 2019
Regulated

Water and Operating
Waste Water Services Green Power Bigresaurces QOther Group
New basis £m £m £m £m £m £m
Water and waste water services 1,581.7 - - 54.5 - 1,636.2
Operating services - 57.1 - - - 57.1
Renewable energy - ~ 26.4 29.0 - 55.4
Other sales 1.4 - - - 17.3 18.7
1,583.1 571 26.4 83.5 17.3 1,767.4
Regulated
Water and Business
Waste Water Services Group
Old basis £m £m £m
Water and waste water services 1,634.2 - 1,636.2
Operating services - 57.1 571
Renewable energy - 55.4 55.4
Other sales 1.4 17.3 18.7
1,6372.6 129.8 1,767.4
Year ended 31 March 2018 [restated)
Regulated
Water and Business
Waslte Water Services Group
£m £m £m
Water and waste water services 1,568 9 - 1,568 9
Operating services - 630 630
Renewable energy - 416 414
Other sales 52 177 229
1,574 1 122 3 1,696 4

Income from diversions of £8 4 miluon (2017/18 £95 million), which 1s reimbursement of costs for diversions, 1s included within
infrastructure maintenance expenditure within operating costs
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7. Netoperating costs

2019 2018
[restated]
Befare Belore
amortisation Amortisation amaortisation Arnertisation
of acquired of acquired of acquired of acquired
intangible intangible ntangible intangible
assets and assets and assetsand assets and
exceptional exceptional excepticnal exceptional
costs costs Total costs costs Total
£m £m £m Em £m £m
Wages and salaries 252.2 - 262.2 2372 06 2378
Social security costs 25.5 - 25.5 232 - 232
Pension costs 23.6 9.6 33.2 208 (83 125
Share based payments 8.1 - 8.1 69 - 69
Total employee costs 309.4 9.6 319.0 2881 (77 280 4
Power 20.3 - 90.3 797 - 79 2
Carbon Reduction Cernmitment 5.2 - 5.2 59 - 5%
Raw materials and consumables 60.6 - 50.6 551 - 557
Rates 80.8 - 80.8 82 4 - 82 4
Charge for bad and doubtful debts 25.6 - 25.6 258 - 258
Services charges 35.2 - 35.2 34 3 - 343
Depreciation of tangible fixed assets 315.4 - 315.4 308 7 16 8 32510
Amortisation of intangible fixed assets 29.8 0.7 30.5 205 - 205
Hired and contracted services 2421 - 2421 2277 35 2312
Operating lease rentals
- land and buildings 2.3 - 2.3 06 - 04
- other 1.6 - 1.6 11 - 11
Hire of plant and machinery 6.8 - 6.8 55 - a5
Research and development expenditure - - - 21 - 21
Loss/|profit) on disposal of tangible
fixed assets 0.6 - 0.6 (3 4) - (3 4}
Exchange losses 01 - 0.1 11 - 11
Infrastructure maintenance expenditure 141.6 - 141.6 135 2 - 1352
Ofwat licence fees 5.1 - 5.1 36 - 36
Other operating costs 43.2 - 43.2 480 - 480
Other operating income (3.3) - (3.3] {30] - (3 0]
1,392.4 10.3 1,402.7 1.3180 12 & 1,330 6
Release from deferred credits 14.7) - (14.7] [14 3] -~ (14 3]
Qwn work capitalised [164.0) - (164.0] 1143 2 - 1143 2]
1,213.7 10.3 1,224.0 1,160 5 12 4 11731

Further details of exceptional costs are given in note 8 Adjusting costs are amortisatron of acquired intangible assets

During the year the following fees were charged by the auditor

2019 208
£m £m
Fees payable to the Company's auditor for
- the audit of the Cempany’s annual accounts 0.2 02
- the audit of the Company s subsidiary accounts 0.4 04
Total audit fees 0.6 04
Fees payable to the Company's auditor and its associates for other services te the Group
- audrt related assurance services 0.1 01
- other assurance services 0.1 01
Total non-audst fees 0.2 02

Details of Directors remuneration are set cut in the Directors remuneration repert on pages 97 to 122

Other assurance services also include certain agreed upon procedures performed by Deloitte in connection with Severn Trent
Water's regulatory reporting requirements to Ofwat
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7. Net operating costs continued

Details of the Group policy on the use of the auditor for non-audit services and how auditor independence and objectivity are
safeguarded are set out in the Audit Committee report on pages 85 to 92 No services were provided pursuant to contingent

fee arrangements

8. Exceptional items before tax

2019 2018
[restated]
£m Em
Regulated Water and Waste Water
Restructuring costs - {18 8]
Gain arising on pension exchange arrangement - 77
GMP equalisation costs (8.9) -
8.9 !
Business Services
Restructuring costs - 21
Gain arising on pension exchange arrangement - 03
GMP equalisation costs 10.3) -
(0.3 (18]
Corporate and ather
Gain arising on pension exchange arrangement - 03
GMP equalisation costs (0.4) -
{0.4) 03
(9.6) (12 6]
9. Employee numbers
Average number of employees lincluding Executive Directers] during the year
201% 2018
Continuing Oiscantinued
operatians operations Total
Number number number number
By type of business
Regulated Water and Waste Water 5,680 5,660 - 5,660
Business Services 889 596 348 964
Corporate and other 1 9 - 9
6,580 6,265 3468 6,633
10. Finance income
2019 2018
£m £m
Interest iIncome earned on bank deposits 0.2 05
Dther financial income 7.7 b2
Total interest receivable 79 27
Interest income on defined benefit scheme assats 61.0 620
68.9 677
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11. Finance costs

201% 2018
£fm fm

Interest expense charged on
Bank loans and overdrafts 21.3 192
Other loans 153.0 183 4
Finance leases 4.4 44
Total borrowing costs 178.7 2070
Other financial expenses 9.6 27
Interest cost on defined benefit scheme Liabilities 74.8 775
2631 2872

Borrowing costs of £33 2 million (2018 £24 2 mullion] incurred funding eligible capital projects have been capitalised at an interest
rate of 3 40% (2018 3 89%)] Tax relief of £5 5 million (2018 £5 0 million] was claimed on these costs which was credited to the

income statement, offset by a related deferred tax charge of £4 9 mitlion (2018 £4 5 mitlion)

12. Gains/[losses) on financial instruments

2019 2018

€m £m

Gain/llessl on swaps used as hedging Instruments in fair value hedges 0.3 (11)
Gain arising on debt in fair value hedges 0.5 -
Exchange [loss)/gain on other loans (8.1] 127
Loss on cash flow hedges transferred from equity (8.2) (8 2}
Hedge ineffecliveness on cash flow hedges 1.9 14
Gain/lloss] arising on swaps where hedge accounting 1s not applied 28.5 {12 6)
Ameortisation of fair value adjustment on debt 1.1 11
16.0 {6 7

The net gainflloss| on financial assets and liabilities mandatorily measured at fair value through profit or loss was £28.8 million
(2018 loss of £13 7 million]. There were no financial assets or Labilities designated as at fair value through the profit or loss

{2018 it}

The Group s hedge acceunting arrangements are described in note 36

13. Taxation

al Analysis of tax charge/[credit] in the year

2019 2018
[restated]
£m Em
Current tax at 19% [2018: 19%)
Current year 41.2 36 8
Prior years (9.4) (39
Total current tax 31.8 329
Deferred tax
Origination and reversal of tempoerary differences:
Current year 30.1 211
Prior years 7.5 76
Total deferred tax 37.6 287
69.4 616
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13. Taxation continued

b) Factors affecting the tax charge/[credit] in the year
The tax expense for the year s lower [2018- hugher] than the standard rate of corporation tax in the UK of 19% (2018 19%!
The differences are explained below

2019 2018

{restated)

£m Em

Profit before taxation 384.7 3012
Tax at standard rate of carporation tax in the UK 19% (2018. 19%) 73.1 572
Tax effect of depreciation on non-qualifying assets 1.1 18
Other permanent differences 0.6 14
Current year impact of rate change (3.5) (2.5
Adjustments in respect of prior years .9 37
Total tax charge 69.4 416
2019 2018

[restated]

tm Em

Protit before taxation 384.7 3012
Tax at standard rate of corporation tax in the UK 19% {2018 19%)] 739 572
Tax effect of depreciation on non-quatifying assets 11 18
Other permanent differences 0.6 14
Tax effect of accelerated capital allowances (29.5) (19 7)
Other timing differences l£.1) (39)
Adjustments in respect of prior years (9.4) (39)
Total current tax charge 31.8 329

c] Tax charged/{credited} directly to other comprehensive income or equity
In addition to the amount charged/(credited) to the income statement, the following amounts of tax have been charged/icredited)
to other comprehensive Income or equity

2019 2018
£m Em
Current tax
Tax on share based payments (0.2] (0 8]
Tax on pension contributions in excess of Income statement charge 19.5) (93]
Total current tax credited to other comprehensive income or equity 19.7) 10 1)
Deferred tax
Tax on actuarial gain 21.7 16 9
Tax on cash flow hedges (1.5) 10
Tax on share based payments - 13
Tax on transfers to the incorme statement 1.3 14
Total deferred tax charged to other comprehensive income or equity 215 206
14. Dividends
Amounts recognised as distributions to owners of the Company in the period-
2019 2018
Pence per share £m  Pence per share Em
Final dividend for the year ended 31 March 2018 (2017] 51.92 122.9 4890 115 2
Interim dividend for the year ended 31 March 2019 (2018) 37.35 89.0 34 63 B18
Total dividends paid 89.27 211.9 83 53 1970

Proposed final dividend for the year ended 31 March 2019 56.02 135.0

The proposed final dividend 1s subject to approval by shareholders at the Annual General Meeting and has not been included as a
Liability in these financial statements.
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15. Earnings per share

a) Basic and diluted earnings per share

Basic earnings per share is calculated by dividing the earnings attributable to ordinary shareholders by the weighted average
number of ordinary shares in issue during the year, excluding treasury shares and those held in the Severn Trent Employee Share
Ownership Trust, which are treated as cancelled

For diluted earnings per share, the weighted average number of ordinary shares in 1ssue Is adjusted to assume conversion of all
dilutive potential ordinary shares

Basic and diluted earnings per share from continuing and discontinued operations are calculated on the basis of profit from
continuing and discontinued operations attributable to the equity holders of the Company

The calculatien of basic and diluted earnings per share Is based on the following data

] Earnings for the purpose of basic and diluted earnings per share from continuing operations

2019 2018
(restated]
€m £m
Profit for the year 315.3 252 8
Adjusted for profit from discontinued operations {see note 39) - [13 2}
Profit for the year from continuing operatians 315.3 2394
(1) Number of shares
2019 2018
Em £m
Weighted average number of ordinary shares for the purpose of basic earnings per share 236.3 2353
Effect of dilutive potential ordinary shares
- share aptions and LTIPs 0.4 08
Weighted average number of ordinary shares for the purpose of diluted earnings per share 236.7 2361
b) Underlying earnings per share
2019 2018
Irestated]
pence pence
Underlying basic earnings per share 145.8 1205
Underlying diluted earnings per share 145.6 1201

Underlying earnings per share figures are presented for continuing operations These exclude the effects of exceptional items
before tax, current tax related to exceptional items, amortisation of acquired intangible assets, net gains/losses on financial
Instruments, current tax on net gains/losses on financial instruments and deferred tax The Directors consider that the adjusted
figures provide a useful additional indicator of performance The denominaters used In the calculations of adjusted basic and
diluted earnings per share are the same as those used in the unadjusted figures set out above

The adjustments to earnings that are made in calculating underlying earnings per share are as follows

2019 2018
[restated
£m Em

Earnings for the purpose of basic and diluted earnings per share from
continuing operations 315.3 2396

Adjustments for

- exceptional items before tax 9.6 12 6
- current tax related to exceptional items - 107)
- amortisation of acquired intangible assets 0.7 -
- net (gains)/losses on financial instruments 16.0) &7
- current tax on net gains/losses on financial instruments (2.4) (3 3]
—deferred tax 37.6 287
Earnings for the purpose of underlying basic and diluted earnings per share 344.6 283 4
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16. Goodwitl

201% 2018
£m Em

Cost
At1 April 62.2 810
Acquisition of subsidiary {note 38) 28.7 -
Dispasat of subsidiaries - (14 4)
Exchange adjustments - {0 &)
Additional consideration in respect of acquisition - 02
Adjustment to provisional fair vatues on acquisition - (4 0]
At 31 March 90.9 62 2

Goodwillis allocated to the Group's cash-generating units [CGUs) identified according to operating segment A summary of the
carrying amount of goodwill by CGU 1s presented below

2019 2018

£m £m

Reguiated Water and Waste Water $2.2 62 2
Agrivert 28.7 -
90.9 62 2

Regulated Water and Waste Water also has an intangible asset with an indefinite useful lfe amounting to £4 3 milbion
(2018- £4 3 muilion)

a) Regulated Water and Waste Water

On 1 July 2018 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 of England
and Wales As aresult, the bustness that the goodwill relates to 1s now partly in Severn Trent Water and partly Hafren Dyfrdwy
consequently this goodwill 1s now allocated to the Regulated Water and Waste Water cash-generating unit

The Group has reviewed the carrying value of goodwill for impairment (n accordance with the policy stated in note 2 The carrymng
value of the Regulated Water and Waste Water CGU was determined on the basis of fair value, through a tevel 3 valuation, in the
current year. The assessment of the valuation technigue was reassessed in the year to align the valuation to reflect the capital
Iintensive nature of the business and in Line with 1AS 34 to ensure that the valuation 1s the higher of vatue in use or fair value less
costs to sell

The fair value determined using a discounted cash flow calculation for the Regulated Water and Waste Water segment s based
on the most recent financial projections available for the business, which cover the remainder of the current AMP period to 2020
and the following AMP period, which runs to 31 March 2025 As a regulated water company, the revenues and costs within the
Regutated Water and Waste Water segment are significantly influenced by the regulatary settlernent for each AMP period so
management considers it appropriate fer the detailed projections to be coterminous with the AMP period

The key assumptions underlying these projections are
%

Ciscount rate 63
RPI inflation 30
CPlinflation 20
Growth rate 1n the period beyond the detailed projections 15

The discount rate was an estimate for the weighted average cost of capital at the year end date based on the nominal pre-tax
WACCT detailed in the Dfwat PR19 methodelegy adjusted to reflect the actual gearing of the Regulated Water and Waste Water
operating segment The rate disclosed above is the equivalent pre-tax nominal rate

Inflation has been included in the detailed projections at 3% and 2% for RPl and CPI respectively based on the Bank of England’s
target rate for CPI

Cash flows beyond the end of the six-year period are extrapolated using an assumed real growth rate of 1.5% in the Group’s
regulatory capital base

The fair value less costs to sell for the CGU exceeded 1ts carrying value by £4, 248 million An increase in the discount rate to 7 6%
or a reduction in the growth rate in the period beyond the detailed preojections to 0 7% would reduce the recoverable amount to the
carrying amount of the goodwill
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16. Goodwill continued

bl Agrivert

On 30 Navember 2018, Agrivert Holdings and its subsidiary undertakings were acquired by Severn Trent Group resulting in
provisional goodwill of £28 7 million This goodwill has been allecated to the Agrivert Group cash-generating unit which1s
determined to be the lowest level of independent cash fiows relating to the goodwill Agrivert Group s included within the Green
Power part of the Business Services segment

The Group has reviewed the carrying value of goodwill for impatrment in accordance with the policy stated in note 2 The carrying
vaiue of the Agrivert Group CGU was determined on the basis of a value in use calculation

The fair value determined using a discounted cash flow calculation for the Agrivert Group CGU 1s based on the most recent
financial projections available for the business to 2024,

The key assumptions underlying these projections are

%
Discount rate 113
RPlinflation 21
Growth rate in the period beyond the detailed projections 20

The discount rate was based on the post-tax internal rate of return for the acquisition and benchmarked against market data fer
green energy transactions in 2018 This rate was then converted to the eguivalent pre-tax rate disclosed above

Cash flows beyond the end of the five year period are extrapolated using an assumed growth of 2 0% in the Agrivert’s free
cash flows

The value m use for the CGU exceeded its carrying value by £15 millien An increase in the discount rate to 12 1% or reduction in the
growth rate in the period beyond the detailed projections to 1 2% would reduce the recoverable amount to the carrying amount of
the goodwtll

17. Other intangible assets

Computer software

Capitalised
development Other
Internally costs and intangible
generated Purchased patents assets Total
£€m £m £m £m £m

Cost
At 1 April 2017 2027 113 8 139 - 330 4
Additions 98 18 2 04 - 284
Disposals 07) - (15) - (22
Adjustment to provisional fair values - - - 43 43
Disposals of subsidiaries - i7 2| - - {72]
Exchange adjustments (01) (07) - - (02]
At 1 April 2018 2117 1247 128 43 3535
Additions 238 13 - - 351
Disposals {03} (10l - - {13]
Acquisition of subsidiaries (note 38 - - - 315 315
At 31 March 2019 235.2 135.0 12.8 35.8 418.8
Amartisation
At 1 ApriL 2617 [166 2] (70 &) (12 7 - (249 5]
Amartisation for the year (8 0] (12 8) (a1) - (207]
Disposals 06 - - - 04
Disposals of subsidiaries - 43 - - 43
Exchange adjustrments - 02 - - G2
At 1 Apnl 2018 (173 4] (78 7) {12 8 - (2651)
Amortisation for the year [14 5] [15 3] - 07 [30 )
Disposats 02 08 - - 10
At 31 March 2019 (187.9) 193.2 (12.8) (0.7) (294.6)
Net book value
At 31 March 2019 47.3 41.8 - 35.1 124.2
At 31 March 2018 381 460 - 43 88 4

Other intangible assets includes the Instrument of Appointment acquired with Dee Valley Water and customer contracts and
energy subsidy contracts both acquired with Agrivert
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18. Praoperty, plant and equipment

Land and Infrastructure fixed plantand Assets under
buildings assels equipment  Moveable plant constructian Total
£m £m £m £m Em £m
Cost
At 1 April 2017 33130 5114 2 4,052 3 739 6305 13,183.9
Additions 91 605 16 4 09 4604.3 6912
Transfers on cormmussioning 69 4 522 136 5 44 1262 5] -
Disposals (20 10 3) (12 4) [29) (08] 118 4)
Adjustment to prowisional fair values - 08 - - - 08
Disposal of subsidiary undertaking - - (15 2) 19 2] - (34 4]
Reclassifications (30) 65 {10 7) 0 3) 75 -
Exchange adjustments - - (09] (12 - (2.1
At 1 April 2018 3,386 5 52339 4,166 0 556 9790 13,8210
Additions 779 146 8 110 3 15 5149 8614
Transfers on commissioning 94 4 265 1249 28 (208 &) -
Disposals (09) 101 (2 4) 140 (13) 187
Acquisition of subsidiary undertaking [note 38) 632 - 60 02 - 69 4
At 31 March 2019 3.581.1 5,407.1 4,404.8 66.1 1,284.0 14,7431
Depreciation
At 1 April 2017 [1.197 0j {1,298 94 (2,520 6] [510] - [5.067 &)
Charge for the year (84 5] (315] (188 0} (4 8) - (308 8]
Disposals 17 - 129 27 - 173
Disposal of subsidiary undertaking - - 92 14 8 - 250
Reclassifications 41 [135] (3 0) 04 - -
Exceptional depreciation 101 - (67 - - [16 8]
Exchange adjustments - - 07 10 - 17
At 1 April 2018 (1,285 8] [1,3319] [2.694 5] {34 9] - (5,349.1)
Charge for the year {85.7] (36 8] (188.41 {4 a] - (315 4]
Disposals 07 - 24 39 - 70
At 31 March 2019 1,370.8] {1,368.7} (2,880.5) (37.5) - (5,657.5)
Net book value
At 31 March 2019 2,210.3 4,038.4 1,524.3 28.4 1,284.0 9,085.6
At 31 March 2018 21007 3.5020 1,471 5 187 9790 84719
The carrying amount of property, plant and equipment includes the following amounts in respect of assets held under
finance leases,
Infrastructure Fixed plantand
assets equipment Total
£m £€m £m
Net book value
At 31 March 2019 114.8 4.0 118.8
At 31 March 2018 115 8 b4 122.2

The depreciation charge includes Enil (2018 £16 8 rmillion) in respect of the write-off of redundant plant and equipment
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19. Interests in joint ventures

Particulars of the Group's principal joint venture undertaking at 31 March 2019 were-
Type Class of share capital held
Joint venture QOrdinary B

Country of incorporation
Great Britain

Name
Water Plus Limited

Proportion of ownership interest

50%

The results and net assets of the principal joint venture are shown below

Interests in jeint venture

2019 2018

£m Em

Group's share of carrying value 37.0 376
Group's share of [loss)/profit and comprehensive [loss)/income (0.4) 02

All results are from centinuing operations in both the current and preceding year

As at 31 March 2019 and 2018 the joint venture did not have any significant contingent liabilities to which the Group was exposed
and, other than 1s set cut below, the Group did not have any significant contingent Liabilities in relation to its interests in the joint
venture The Group had no capital commitrments i relation to s interests in the joint venture at 31 March 2017 or 2018

The parent company has given guarantees in favour of Water Plus Limited in respect of the joint venture s habilities to wholesalers
in the Open Water market and its loan from Severn Trent Water Limited The guarantee in respect of Labilities to wholesalers s
capped at £58 1 million (2018 £42 5 million) and the guarantee for the Severn Trent Water loan s for the amount due

The registered office of Water Plus 1s Two Smithfield, Leonard Coates Way, Stoke-On-Trent, 5T1 4FD

20. Categories of financial assets

2019 2018
Note £m £m
Fair value through profit and loss
Cross currency swaps - not hedge accounted 18.0 58
Interest rate swaps - not hedge accountad 26.1 114
441 172
Derivatives designated as hedging instruments
Cross currency swaps - fair value hedges 191 187
Energy hedges - cash flow hedges 5.3 03
24.4 190
Total derivative financial assets 68.5 3672
Financial assets at amortised cost
Net trade receivables 21 221.5 1910
Net accrued income 21 223.3 2152
Contract assets 21 35.1 391
Other amounts receivable 21 b4.6 44 2
Loan receivable from joint venture 21 142.0 135 6
Short term deposits 22 - 16 4
Cash at bank and in hand 22 41.0 347
Total financial assets at amortised cost 727.5 576 2
Total financial assets 796.0 712 4
Disclosed in the balance sheet as:
Non-current assets
Derivative financial assets 68.4 3610
Trade and other recevables 47.6 39
Loan recevable from joint venture 142.0 135 6
258.0 1755
Current assets
Derivative financial assets 0.1 072
Trade and other receivables 496.9 4409
Cash at bank and in hand 41.0 511
538.0 492 2
796.0 6677
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21. Trade and other receivables
2019 2018

£m £m
Current assets
Net trade receivables 221.5 1910
Other amounts recewvable 48.9 387
Contract assets 3.2 40
Prepayments 16.6 11.5
Net accrued income 223.3 211.2
513.5 456 4
Non-current assets
Other amounts recelvable 15.7 15
Prepayments 14.4 91
Contract assets 31.9 351
Loan recewable frem joint venture 142.0 135 6
204.0 1813
717.5 6377

The carrying values of trade and other receivables are reasonable approximations of their fair values

Contract assets
Contract assets arise on the MOD contract when the vatue of work performed is greater than the amounts billed Amounts billed
are determined based on a volumetric tariff for water supplied

Mavements on the contract assets were as follows

2019 2018

£m £m

At 1 April 321 366
Amounts billed (46.1) 44 7)
Revenue recognised 421 472
At 31 March 3541 3791

During the year no revenue was recognised from performance obligations satisfied in previous periods

The total transaction price allocated to the remaining performance obligations represents the contracted revenue to be earned
by the Group for distinct services which the Group has promised to deliver to its customer These include promises which are
partially satisfied at the period end In deriving the transaction price, any element of variable revenue 1s estimated at a value Lhat
1s highly probable not to reverse in the future

The total transaction price aliocated to remaining performance obligation 1s £509 6 rullion, with £43 5 mullien receivable in 2020,
£43.9 million receivable in 2021 and €422 2 mullion recewvable in 2022 onwards
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21. Trade and other receivables continued

Bad debt provision
Mavements on the bad debt provision were as follows

2019 2018
fm £m
At 1 April 129.0 1305
Charge for bad and doubtful debts (continuing and discontinued operations| 25.6 273
Acquisition - _
Disposal of subsidiary undertaking - (12)
Ameunts written off during the year (34.4) {27 6]
At 31 March 120.2 12590
The aged analysis of receivables that are specifically provided for s as follows
2019 2018
£m Em
Trade receivables
Up to 90 days - 05
91 - 3465 days - 12
1 - 2years 0.1 52
2 -3 years 0.6 25
Mare than 3 years 12.3 56
13.0 150

A collective provision 1s recorded for expected credit losses against assets for which no spectfic provision has been made Thisis
calculated based on historical experience of bad debt write-offs For the year ended 31 March 2018 there 1s no material difference
between the bad debt provision under [AS 39 and the provision for the tifetime expected credit losses under IFRS ¢

Debts are written off when there 1s no realistic expectation of further collection

The aged analysis of expected credit loss provisions for receivables past due not individually prowided for 1s as follows

2019 2008

Em Em

Up to 90 days 58.5 436
91 - 365 days 88.0 800
1 - 2vyears 60.3 575
2 - Jyears 38.7 407
More than 3 years 749 774
320.4 2992
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21. Trade and other receivables continued

The amounts above are reconciled to gross and net debtors in the table below:

2019 2018
Gross Provision Net Grass Prowvision Net
£m £m £m £m Em £m
Accrued income - not due 225.2 (1.9) 223.3 2152 (12] 214 0

Trade receivables
Not due 6.4 - 4.4 58 - 5.8
Overdue not specifically provided 320.4 (105.31 215.1 2992 (112 8] 186 4
Overdue and specifically provided 13.0 (13.00 - 150 150 -
565.0 (120.2) 444 8 5357 (129 0) 406 2

Credit risk

Trade receivables

Credit control policies and procedures are determined at the individual business unit level By far the most significant business
unit of the Group 15 Severn Trent Water Limited, which represents 93% of Group turnover and 90% of net trade receivables

Severn Trent Water has a statutory obligation to provide water and waste water services to domestic customers within its regien
Therefore there 1s no concentration of credit risk with respect to its trade receivables from these services and the credit quality of
its customer base reflects the wealth and prasperity of all of the dormestic households within its region.

The expected credi loss rate 1s 19%
Water Plus

In the current and prior year, the Group's joint venture, Water Plus, was the largest retailer for non-dormestic custorers in the Severn
Trent region The trade recevables and amounts shown as loans recervable from joint ventures are disclesed within note 44

22. Cash and cash equivalents
2019 2018

£m £m

Cash at bank and in hand 41.0 347
Short-term deposits - 16 4
41.0 511

Short-term bank deposits are held as security deposits for insurance obligations, which are not available for use by the Group
In addition, £14 7 millian (2018 £9 8 million) of cash at bank and in hand 1s restricted for use on the MOD contract and 1s not
available for use by the Group

23. Borrowings

2019 2018
£€m Em
Current liabilities

Bank overdraft 1.4 12 6
Bank loans 188.7 2879
Other loans 2.8 53
Finance leases 4.1 29
197.0 3087

Non-current liabilities
Bank loans 931.4 929.5
QOther loans 4,817.7 AZ18 6
Finance leases 108.1 110
5,857.2 5,259.1
6,054.2 5,567.8
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24. Finance leases

Obligations under finance leases are due as follows

2019 2018
£m Em
Within 1 year 7.3 65
1-2years 7.8 70
2 -5byears 26.3 24 3
After more than 5 years 103.7 1131
Gross obligations under finance leases 145.1 1509
Less future finance charges (329 (3701
Present value of lease obligations 112.2 1139
Net obligations under finance leases fall due as follows
2019 2018
£m Em
Within 1 year 4.1 29
1 -2years 4.1 32
2 - Syears 16.1 137
After more than 5 years B7.9 %41
included in non-current liabilities 108.1 1110
112.2 1139

The remaining terms of finance leases ranged from 1to 13 years at 31 March 2019 Inlerest terms are set at the inception of the
leases The leases bear fixed interest at a weighted average rate of 5 34% (2018 5.34%)]. The lease abligations are secured aganst
the related assets

There were no contingent rents, escalation clauses or maternal renewal or purchase options The terms of the finance leases do
notimpose restriction on dividend payments, additional debt or further leasing
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25. Categories of financial liabilities

2019 2018
Note £m £m
Fair value through profit and loss
Interest rate swaps - not hedge accounted 941 78.8
Inflation swaps ~ not hedge accounted 6.2 2.8
100.3 101 6
Derivatives designated as hedging instruments
Interest rate swaps - cash flow hedges 25.8 i34
Energy hedges - cash flow hedges 0.4 08
26.2 14 4
Total derivative financial liabilities 126.5 1156.0
Qther financial liabilities
Borrowings 23 6,054.2 5,567 8
Trade pavables 26 32.2 189
Other payables 29.9 216
Total other financial liabilities 6116.3 5.64083
Total financial liabilities 6,242.8 9.724 3
Disclosed in the balance sheet as:
Non-current Liabilities
Dervative financial Liabilities 126.5 1160
Other payables 8.4 -
Borrowings 5,857.2 5,2591
5,992.1 5,375
Current liabilities
Borrewings 197.0 3087
Trade payables 32.2 189
Other payables 21.5 216
2507 3492
6,242.8 5,724 3
26. Trade and other payables
2019 2018
£m £m
Current liabilities
Trade payables 32.2 189
Social security and other taxes 11.5 69
Other payables 21.5 216
Accruals 412.6 4003
Deferred income 18.9 149
496.7 462 &
Non-current liabilities
Other payables 8.4 -
Accruals 0.4 04
Deferred income 1,074.1 1,0090
1,082.9 1,009 4
1,579.6 1,472 0
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27. Deferred tax

An analysis of the movements in the major deferred tax liabilities and assets recognised by the Group 15 set out below
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nea

merty

Retirement Fair value
Accelerated tax benefit of financial

depreciation obligations instruments Other Total
£m £m €m £m £tm
At 1 April 2017 758 9 (78 7) (461 (10 4) 6237
Charge/lcredit] to income 245 (0 3) 16 32 2%0
Charge for adjustments to provisignal fair values 01 - - 10 11
Charge to equity - 169 24 13 206
At 1 April 2018 7835 (62 1] (42 1) [49] 674 4
Restaternent - - - D38 08
At 1 April 2018 restated 7835 {62 1) (42 1) (4 1) 47572
Charge/[credit] to incerne 363 {2 3) 52 46 376
Acquired cn acguisitian 38 - - 94 132
Charge/lcredit] to equity arising from rate change - 217 02 - 215
At 31 March 2019 823.6 142.7) (37.1 3.7 747.5

Deferred tax assets and Liabilities have been offset The offset amounts, which are to be recovered/settled after more than

12 months, are as follows

201% 2018
frestated]
£m £m
Deferred tax asset (79.8) [108 4]
Deferred tax Liability 827.3 783 6
747.5 675 2

28. Retirement benefit schemes

a) Defined benefit pension schemes

{1} Background

The Group cperates a number of defined benefit pension schemes The Severn Trent Pension Scheme and the Severn Trent

Mirror Image Pensian Scheme closed to future accrual on 31 March 2015, while the Dee Valley Water Limited Section of the Water
Companies Pension Scheme, which i1s a sectionalised scheme, currently remains open to accrual The defined benefit pension
schemes cover Increases in accrued benefits arising from inflation and pension increases Their assets are held in separate funds
administerad 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 behatif of the trustees at triennial intervals by an independent professionally qualified
actuary Under the defined benefit pension schemes, members are entitled to retirement benefits calculated by reference to their
pensionable service and pensionable salary history, with inflationary pension increases applying in tine 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

31 March 2016
31 March 2014
31 March 2017

Severn Trent Pension Scheme [STPS)*
Severn Trent Mirror Image Pension Scheme [STMIPS)
Water Companies Pension Scheme - Dee Valley Water Limited Section {(DVWS]

The STPS1s by farthe largest of the Group s UK defined beneht schemes, compresing aver 0% of the Group s overall defined benefit obl.gations
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28. Retirement benefit schemes continued

a) Defined benefit pension schemes continued

{n] Amount included in the balance sheet arising from the Group's obligations under the defined benefit pension schemes

2019 2018
Em Em
Fair value of assets 2,418.9 2.3398
Present value of the defined benefit obligations (2,871.8) 12,859 6]
(452.9 (519 8l
Presented on the balance sheet as:
Retirerment benefit obligation - funded schemes in surplus 18.6 18 2
Retirement benefit cbligation - funded schemes in deficit 1462.9) (529 3]
Retirement benefit obligation — unfunded schemes (8.6 18 7)
(471.5] i538 0]
Net retirement benefit obtigation 452.91 {512.8)
2019 2018
£m Em
Fair value of scheme assets
Equities 356.6 360 4
Diversified growth funds - 53
Corporate bonds 899.2 8257
Liability-driven investment funds [LDIs’] 746.0 7831
Property 228.2 180 7
Ermerging markets multi-asset funds - 39
High-yield bonds 31.3 34
Hedge funds - 06
Cash 157.4 1767
2,418.9 2,3398
The majority of the assets have quoted prices in active markets, but there are a small proportion of the equity and LDI
investments which are unquoted
Movements in the fair value of the scheme assets were as follows
2019 2018
£m £m
Fair vatue at 1 April 2,339.8 2,352 8
Interest iIncome on scheme assets 61.0 620
Contributions from the spansering companies 34.9 352
Contributions from scheme members 0.1 01
Return on plan assets [excluding amounts included in finance income 95.9 13
Scheme administration costs 2.3 (1.8]
Benefits paid (110.5] (107 2]
Fair value at 31 March 2,418.9 23398
Mavemnents in the present value of the defined benefit obligations were as follows.
2019 2018
£m £m
Present value at 1 April 2,859.6) [2.927.4)
Service cost (0.2) (05)
Exceptional past service [costl/credit (9.6) 83
Interest cost (74.8} 177 51
Contributions from scheme members [0.1) (01)
Actuanial gains arising from changes in demographic assumptions 55.7 216
Actuariat [losses)/gains arising from changes in financial assumptions (132.7] 69
Actuarial gains arising from experience adjustmeants 39.0 19
Benefits paid 110.5 107 2
Present value at 31 March (2,871.8] 12,859 &)
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28. Retirement benefit schemes centinued

a| Defined benefit pension schemes continued

() Amount included in the batance sheet arising from the Group's obligatiens under the defined benefit pension schemes
centinued

The Group has an obligation to pay pensions to a number of former employees, whose benefits would otherwise have been

restricted by the Finance Act 1989 earnings cap. Provision for such benefits amounting to £8.6 millien [2018 €8.7 million]

1s included as an unfunded scheme within the retirement benefit obligation.

The Group has assessed that 1s has an unconditional right to a refund of any surplus assets in each of the schemes fellowing
settiement of all obligations to scheme members and therefore the surplus in DVWS has been recagrised in full

[ni} Amounts recognised in the income statement in respect of these defined benefit pension schemes

2019 2018
€m Ermn
Amounts [charged)/credited to aperating costs:
Current service cast 0.2) (0 5)
Exceptional past service [cost]/credit (.6 83
Scheme administration costs (2.3) {18)
{12.1} 60
Amounts charged to finance costs:
Interest cost [74.8) (77 5]
Amounts credited to finance income:
Interest income on scheme assets 61.0 620
Total amount credited to the income statement (25.9) [95)

The actual return on scheme assets was a gain of £156 7 million (2018 £40 7 mitbion]
Actuarial gains and losses have been reported in the staterment of comprehensive income

On 24 October 2018, the High Court1ssued a judgment in a claim invelving Lloyds Banking Group’s defined benefit pension
schemes. This judgment concluded the schemes should be amended to equalise pension benefits for men and women in relation
to guaranteed mimimum pension benefits The issues determined by the judgment have a potential consequence for the schemes,
The Group has estimated the cost of equalising benefits, and has allowed for this cost within the excepticnal past service costitern
in 2018/19 Any subseguent changes to this amount in future periods will be treated as a change in actuanal assumption, a2nd as
such will be recognised in other comprehensive income

[iv] Actuarial risk factors
The schemes typically expase the Group to actuanal risks such as investment risk, mflation risk and longevity risk,

Investment risk

The Group's contributions to the schemes are based on actuarial calculations which make assumptions ahout 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 plan's investmen? strategy seeks to balance the level of investment return sought with the aim of reducing volatility and risk
In undertzking this approach reference s made to both the maturity of babilities and the funding level of that plan A number of
further strategies are employed to manage underlying risks, including Liability-matching asset strategies, diversification cf asset
portfolios and interest rate hedging

Currently the plan has a balanced approach to investment in equity securities, debt instruments and real estate Due to the
long-term nature of the plan Liabilities, we consider it appropriate to invest a portion of the plan assets in equity securities and
in real estate to leverage the return generated by the fund

Inflation risk

The benefits payable to members of the schemes are linked lo inflation measured by the RPlor CPI, subject to caps The Group’s
contributions to the schemes are based on assumptions about the future level of inflation, If inflation 1s higher than the levels
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.

The schemes use LDIs within the asset portfolios to hedge against the value of Lakilities 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
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28. Retirement benefit schemes continued

a) Defined benefit pension schemes centinued
[iv] Actuarial risk factors continued

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 abligations for the STPS which represents by far the
largest defined benefit obligation for the Group were as follows

2019 2018

%o %

Frice inflation - RPI 3.2 31
Price inflation - CPI 2.2 21
Discount rate 2.5 27
Pensionincreases in payment 3.2 31
Pension Increases tn deferment 3.2 31

The assumption for price inflation s derved fram the difference between the yrelds an longer term fixed rate gilts and on
index-linked qilts

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 based on this 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 expectancres at age 45 implied by the assumptions are as follows for
the STPS

2019 2018

Men Women Men Women

Mortatity table used SZNMA S2NFA S2NMA S2NFA
Martality table compared with standard table 95% 99% 95% 99%
Martality projections CMI 2018 CMI 2018 CMI 2017  CMj 2017
Future improvement per annum 1.0% 1.0% 1 0% 10%
Remaining life expectancy for members currently aged 65 years 219 23.6 224 241
Remaining Ufe expectancy at age 65 for members currently aged 45 years 22.9 24.83 23 4 253

The calculation of the scheme obligations s sensitive to the actuanial assumplions and i 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 assumption Impact an disclosed obligations

Discount rate’ Increase/decrease by 0 1% pa Decrease/increase by £46/£47 million
Price (nflaticn? Increase/decreased by 01% pa Increase/decrease by £40/£39 million
Mortality? increase in Life expectancy by 1year Increase by £106 million

1 Achange in discount rate s likely to occur as aresult of changes in bond yield and as such would be expected to be of(set to a sigruficant degree by a change in Lhe
value of the bond assels held by the plans

2 The projected impact resulting from a change 1n RPI reflects the undertying effect on pensions in payment, pensions in deferment and resultant increases in
salary assumptians

3 The change in assumption is based on triennial valuations and refiect the fact that life expectancy rates are expected (o 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 ebligations arising
from assumption changes are likely to be accompanied by movements In asset values - and so the impact on the accounting
deficit may be lower than the impact on the obligations shown above

in presenting the above sensitivity analysis, the present value of the defined benefit obligation has been calculated using the
projected unit credit method at the end of the reporting period, which is the same as that applied in calculating the defined benefit
obligation Labrity recognised in the balance sheet
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28. Retirement benefit schemes continued

al Defined benefit pension schemes continued

(i Effect on future cash flows
Contribution rates are set in consultation with the trustees for each scheme and each participating employer

The average duration of the benefit obligation at the end of the year 1s 16 years for STPS and STMIPS (2018 17 years) and 15 years
for DVWS [2018 16 years)

The most recent completed formal trienmal actuaral valuations and funding agreements were carried cut as at 31 March 2016
for the STPS and STMIPS schemes and 31 March 2017 for DVWS. As a result of the STPS and STMIPS actuariat valuations, deficit
reduction contributions of £25 million were paid in the year ended 31 March 2017 and £10 miliion for each of the subsequent
tinancial years ending 31 March 2019 were agreed Payments of £8 mitlion per annum through an asset-backed funding
arrangement witl continue to 31 March 2032, Further inflation-linked payments of £15 million per annum are being made through
an addiional asset-backed funding arrangement, with payments having started in the financial year ending 31 March 2018 and
continuing to 31 March 2031 These contributions will cease earlier should a subsequent valuation of the STPS show that these
contributions are no longer needed

b) Defined contribution pension schemes
The Group alsa operates the Severn Trent Group Personal Pension, a defined contribution scheme, for its UK employees

The total cost charged to operating costs of £23 4 mitlion (2018 £20 3 million] represents contributions payable to these schemes
by the Group at rates specified in the rules of the scheme As at 31 March 2019 no contributions (2018 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
pricr year

29. Provisions for liabilities

Restructuring Insurance Other Total
£m £m £m £m
At 1 April 2018 08 233 272 513
Charged to income staternent - 52 70 122
Utilisation of provisian (0 5] (51) 17 2) (12 8]
Unwinding of discount - - 02 02
Acquisition of subsidiary - - 05 05
At 31 March 2019 0.3 23.4 27.7 51.4
2019 2018
£m Em

Included in:
Current liabibities 32.2 40 4
Non-current Liabilities 19.2 107
51.4 513

The restructuring provision reflects costs to be incurred in respect of commutted restructuring programmes. The associated
outflows are estimated to arise over a period of up to two years from the balance sheet date.

Insurance includes provisions in respect of Derwent Insurance Limited and Lyra Insurance Guernsey Limited, captive insurance
campanies, which are wholly owned subsidiaries of the Group, and insurance deductions in Severn Trent Water Limited
The assocliated 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 batance
sheet date
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30. Share capital

2019 2018
£m Em
Total issued and fully paid share capital
240,943,929 ordinary shares of 97'7/15p (2018 240,222,617) 235.9 2351
At 31 March 2019, 3,774 921 treasury shares were held (2018 3.948.599)
Changes in share capital were as follows
Number £m
Ordinary shares of 97"/up
At 1 April 2617 239.793215 2347
Shares issued under the Employee Sharesave Scheme 428,702 D4
At 1 Aprit 2018 240,222 617 2351
Shares 1ssued under the Employee Sharesave Scheme 721,312 08
At 31 March 2019 240,943,929 235.9
31. Share premium
2019 2018
£€m Em
At 1 April 117.7 112 5
Share premium arising on issue of shares for Employee Sharesave Scheme 10.3 52
At 21 March 128.0 177
32. Other reserves
Capital
redemption Translation Hedging
reserve reserve reserve Total
€m £m £€m £m
At 1 April 2017 1571 404 {75 7] 1218
Total comprehensive [loss]/income for the year - 131 4] 116 (19 8]
Transfer to retained earnings - (30 - Ay
At 1 Aprit 2018 1571 - (64 1] 230
Total comprehensive loss for the year - - [02) 02}
At 31 March 2019 157.1 - (64.3]) 92.8

The capital redemption reserve arose on the redemption of B shares

The transtation reserve arises from exchange differences on translation of the results and financial position of
foreign subsidiaries

The hedging reserve arises from gains or losses on :nterest rate swaps taken directly to equity under the hedge accounting
provisions of IFRS ¢ and the transition rules of IFRS 1
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33. Capital management
The Group s principal objectives in managing capital are

» tp access 2 broad range of sources of finance to obtain both the quantum required and lowest cost compatible with the need for
continued availability;

* to manage exposure to movements In interest rates to provide an appropriate degree of certainty as to its cost of funds;
e to minimise exposure to counterparty credit risk,

» to provide the Group with an appropriate degree of certainty as to its foreign exchange exposure,

« to maintain an investment grade credit rating, and

» to maintain a flexible and sustainable balance sheet structure

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 momtors future funding requirements and credit market conditions to ensure continued
avallability of funds

The Group has continued to carefully monttor market conditions and our interest rate exposure Given the low, flat yield curve
we believe it1s the right time to start reducing cur exposure to fleating interest rates. At 31 March 2019, 22% of our gross debt
portfolio was at floating rates, with a further 25% of index linked debt and 53% of fixed rate debt

The Group s dividend poelicy I1s a key tool in achieving its capital management objectives This policy 1s reviewed and updated in
line with Severn Trent Water's five year price control cycle and takes into account, inter alia, the planned investment programine,
the appropriate gearing level achieving a balance belween an efficient cost of capital and retaiming an investment grade credit
rating and delivering an attractive and sustainable return tc shareholders The Board has decided to set the 2018/19 dividend

at 93 37 pence, anincrease of 79% compared to the total dividend for 2017/18 of 86 55 pence Gur policy 1s to grow the dividend
annually at nc less than RPI plus 4% until March 2020

The Group s capital at 31 March was:

2019 2018

£€m Em

Net cash and cash equivalents 39.6 385
Bank loans (1.120.1) {1,217 4}
Other loans 14,820.5] 14,223 9]
Finance leases (112.2} (1139]
Cross currency swaps 371 245
l_oans due from joint ventures and assoctated undertakings 142.0 135 6
Net debt (5.834.1) (5,356 6)
Equity atiributable to owners of the Company 11,164.1) (996 9)
Total capital (6,998.2) (6,353 5]
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34. Fair values of financial instruments

a) Fair value measurements

The valuatran techniques that the Group applies in determining the fair vatues 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 1s observable The Group’s valuation techmiques include Levels 2 and 3
given the wide range of financial instruments below

2019 2018
€m fm Valuation technigues and key inputs

Cross currency swaps Discounted cash flow

Assets 371 245 Future cash flaws are estimated based on forward interest rates from
observable yield curves at the period end and contract interest rates
discounted at a rate that reflects the credit risk of counterparties The
currency cash flows are translated at spot rate

Interest rate swaps Discounted cash flow

Assets 26.1 114 Future cash flows are estimated based on forward interest rates from

Liabilities {119.9) [112 4] observable yield curves at the period end and contract interest rates
discounted at a rate that reflects the credit risk of counterparties.

Energy swaps Discounted cash flow

Assets 5.3 03 Future cash flows are estimated based on forward electricity prices from

Liabilities [0.4) (0 8] observable indices at the period end and contract prices discounted at a
rate that reflects the credit nisk of counterparties.

Inflation swaps Discounted cash flow

Liabilities [6.2) [2.8) Future cash flows on the RPI leg of the instrument are estimated based on
observahle forward inflation indices
Future cash flows an the CPl leg of the instrument are estimated based on
the future expected differential between RPland CPI
Both legs are discounted using observable swap rates at the period end, at
a rate that reflects the credit risk of counterparties This s considered to
be a Level 3 valuation technique

Contingent cansideraticn [3.0 - Management estimate of the amount that 15 Likely to be payabte This s

considered to be a Level 3 valuation technique
The contingent consideration arose on the acquisition of Agrivert [note 38)

Changes in the carrying values of instruments that are measured using a Level 3 technique were as follows

Inflation Contingent

swaps consideration

£m £m

At 1 April 2017 - -
Losses recognised in profit or Lloss (2 8) -
At 31 March 2018 [2 8] -
Losses recognised in profit or loss (3 4] -
Recognised on acquisition of subsidiary - (30
At 31 March 2019 (6.2) (3.0
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34. Fair values of financial instruments continued

b)l Comparison of fair value of financiat instruments with their carrying amounts

The Directors consider that the carrying amounts cf cash and short term deposits, bank overdrafts, loans recevable from joint
ventures, trade recervables and trade payables approximate their fair values The carrying values and estimated fair values of

other hnancial instruments are set out below

2019 2018
Carrytng value Fair value Carrying value Fair value
£m fm £m Em

Floating rate debt
Bank loans 818.1 818.3 971 218 4
Currency bonds 37.9 379 38 2 382
Floating rate notes 147.7 148.0 1477 1530
1,003.7 1,004.2 11030 11098

Fixed rate deht

Bank loans 184.1 183.3 185.2 1850
Sterling bonds 2,591.1 2,956.8 2,3570 27002
Fixed rate notes 673.3 707.4 3434 3476
Other loans 2.8 2.8 53 53
Finance leases 112.2 119.6 1139 1225
3,563.5 3,969.9 3,004 9 3,360 6

Index-linked debt
Bank loans 117.9 126.7 150 124 9
Sterling bonds 1,279.1 2,104.4 1,244 1 2,0571
DOther loans 88.46 67.2 88 2 871
1,485.4 2,298.3 1,447 3 2,269
6,052.8 7.272.4 5,555 2 6,739 5

The above 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 1s a Level 2

valuation technique

Index-linked bonds are rarely traded and therefore quoted prices are not considered to be a reliable indicater 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 s a Level 3 valuatien technigue

Fair values of the other debt instruments are also calculated using discounted cash ftow models, which 1s a Level 3

valuation technigue
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35. Risks arising from financial instruments

The Group’s activities expose It to a variety of financial risks

» market risk including interest rate risk, exchange rate risk and other price risk},
s credit risk;

s Liquidity risk, and

* inflation risk

The Groug's overall risk management programme addresses the unpredictability of financial markets and seeks to reduce
potential adverse effects an the Group’s financial performance or positien

Financial risks are managed by a central treasury department [[Group Treasury’] under policies approved by the Board The Board
has established a Treasury Committee to moniter treasury activities and to facibtate imely responses to changes in market
conditions when necessary. Group Treasury 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 1s 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 outin
section al 1] and note 36 bl (1]

Cross currency swaps are held to mitigate the Group's exposure to exchange rate movemenis on amounts borrowed in foreign
currencies Further details are set out in section al {n] and 34 a) (1)

Energy swaps are held to mitigate the Group’'s exposure to changes in electricity prices Further details are provided in
note 36 b (i)

Severn Trent Water, the Group's most significant business unit, operates under a regulatory environment where its prices are
linked to inflation measured by RPI In order to mitigate the rnisks to cash flow and earnings arising from fluctuatiens in RPI,
the Group holds debt instruments where the principal repayable and interest cost is linked to RPI.

al 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

() 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,

Baorrowings issued at fixed rates expose the Group to the risk of interest costs above the market rate when interest
rates decrease.
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35. Risks arising from financial instruments continued

al Market risk continued

() Interest rate risk continued

The Group's policy1s to maintain 40% to 70% of its interest bearing Liabilities in fixed rate instruments during AMP6  In measuring
this metric, management makes adjustments to the carrying value of debt to better reflact the amount that interest 1s calculated
on Details of the adjustments made are set out below

201% 2018

Em Em

Net debt [note 40] 5,834.1 5,356 6
Cash and short term depasits 41.0 511
Loan receivable from joint ventures and associates 142.0 135 6
Cross currency swaps included in net debt at fair value 371 245
Fair value hedge accounting adjustments (28.8) (30 4]
Exchange on currency debt not hedge accounted 16.7) (8 5]
interest bearing financial liabilities 6,008.7 5,528¢9

The Group manages its cash flow interest rate risk by berrowing at fixed or index-linked rates or by using interest rate swaps
Under these swaps the Group receves variable 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 variable rates te fixed rates The Group has entered into & series of these interest rate swaps
to hedge future interest payments beycnd 2030

The following tables show analyses of the Group's interest bearing financial Labilities by type of interest Debtwhichis hedged by
interest rate swaps or cross currency swaps 15 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 1s exposed to changes in interest rates

Vatuation 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 unhedged swaps is shown as an adjustment to floating rate and fixed rate debt to demonstrate the
impact of the swaps on the amount of liabilities bearing fixed interest

Floating Fixed

rate rate Index-linked Total

2019 £m £m £m £m

Cverdrafts (1 4] - - (14]

Bank loans (818 1] (184 1) M179) (11201

Other loans (1691 (3,238 3) (1,367 &) (4,775 0)

Finance leases - (112 2) - (112 2]

(988.6) [3,534.6) (1,485.5) 16,008.7)

impact of swaps not matched against specific debt instruments (348 4] 348 4 - -

fnterest bearing financial iabilities (1,337.0) [(3,1856.2) (1,485.5) 6,008.7)
Proportion of interesl bearing financial Labilities that are fixed 53%
Weighted average interest rate of fixed debt 4.19%
Welghted average period for which interest is fixed [years) 8.8
Fleating Fixed

rate rate Index-linked Total

2018 £m Em £m £m

Overdrafts (12 &) - - (12 8]

Bank loans (9171 (185 3] (115 0] (1,217 4

Other loans (1467 &) (2,685 0) (1,332 3) [4,1849)

Finance leases - (113 9] - (113 9)

{1,067 3] (2,984 2] (1,447 3) {5,528 8]

Impact of swaps not matched against specific debt instruments (349 &) 3496 - -

Interest bearing firancial Labilities 1,446 9) (2.634 &) (1,447 3} [5.528 8l
Proportion ot interest bearing financial Labilities that are fixed 48%
Weighted average interest rate of fixed debt 4 30%
Weighted average period for which interest s fixed [years] 88
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35. Risks arising from financial instruments continued

al Market risk continued
(i) Interest rate risk continued

Interest rate swaps not hedge accounted
The Group has a number of interest rate swaps which are not accounted for as cash flow or fairvalue hedges This hasiedtoa
credit of €12 7 mullien {2018- £7 9 million) 1n the income statement

Average contract

fixed interest rate Notionat principal amount Fair value
201% 2018 2019 2018 2019 2018
% %o £m £m £m £m
Pay fixed rate interest

2 - Gyears 498 - (150.0) - (25.8) -
5 - 10 years 5.14 506 (150.0) {3000 (34.5) 165 6)
10 - 20 years 5.45 546 (75.0) [73 7] (33.5) (32 &)
5.13 516 {375.0) (373 7] (94.2) (98 2}

Receive fixed rate interest
5 - 10 years 3.36 336 225.0 2250 15.8 114
10 - 20 years 2.75 275 400.0 4000 10.4 (0 &)
2.97 301 625.0 6250 26.2 108
250.0 2513 [68.0) (87 4]

Interest rate sensitivily analysis
The sensitivity after tax of the Group's profits, cash flow and equity, including the impact on derivative financial instruments, to
changes tn interest rates at 31 March 15 as follows

2019 2018

+1.0% -1.0% +1 0% -10%

£m £m £m £m

Profit or loss (48.5] 54.3 1477) 539
Cash flow (10.8) 10.8 (115] (115]
Equity 148.5) 54.3 1477 539

(iil Exchange rate risk

Except for debt raised in foreign currency, which 1s hedged, the Group’s business does not involve sigruficant exposure to foreign
exchange transactions. Substantially all of the Group's profits and net assets arise fram Severn Trent Water, which has very
Lirmited and indirect exposure to changes in exchange rates, and therefore the sensitivity of the Group’s results to changes in
exchange rates is not material

Certain of the Group s subsidiaries enter into transactions in currencies other than the functional currency of the operation
Exchange risks relating to such operations are not material but are managed centrally by Group Treasury through forward
exchange contracts to buy or sell currency. These contracts led ta a no charge (2018: nil] in the income statement

In order to meet its objective of accessing a troad range of sources of finance, the Group has raised debt denominated in
currencies other than sterling. In order to mitigate the Group’s exposure to exchange rate fluctuations, cross currency swaps
were entered into at the time that the debt was drawn down to swap the preceeds into sterling debt bearing interest based
on LIBOR

Where the terms of the receivable leg of the swap closely match the terms of the underlying debt, the swaps are expected to be
effective hedges, hence the swaps have been accounted far as fair value hedges. The notional values and farr values of these
swaps are shown in note 36 a}

The Group also has cross currency swaps with a steriing value of £98 3 million (2018 £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, but they are not designated hedges under IFRS 9 This has led tc a credit of £12 2 million [2018-
charge of £17 7 million] in the income statement which 1s partly offset by the exchange loss of £8 6 miilion (2018 exchange gain of
£12 7 mullion] on the underlying debt
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statements

35. Risks arising from financial instruments continued

a) Market risk continued

(1) Exchange rate risk continued

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 te exchange rate risk in relation to 1ts currency borrowings

Euro US dollar Yen
2019 €m $m ¥bn
Borrowings by currency [20.1) (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 {0.2) - -

Euro US doltar Yen
2018 £€m $m ¥bn
Borrowings by currency (20 2) {150 0) (20)
Cross currency swaps - hedge accounted 199 - 20
Cross currency swaps - not hedge accounted - 1500 -
Net currency exposure [0 3] - -

b) Credit risk

Operationally the Group has no significant concentrations of credit risk. It has policies in place to ensure that sales of products are
made to customers with an appropriate credit history, other than in Severn Trent Water Limited and Hafren Dyfrdwy Cyfyngedig,
whose operating licences oblige them to supply domestic customers even in cases where bills are not paild Amounts provided
against accounts recevable 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 mstitutions, which have been approved
by the Board. Group Treasury monitars the credit quality of the approved financial institutions and the Ust of financial institutions
that may be used 1s approved annually by the Beard The Group has pelicies that Limit the amount of credit expasure tc any one
financial institution

Credit risk analysis
At 31 March the aggregate credit limits of authortsed counterparties and the amounts held on short-term deposits were
as follows-
Amount
Credit imt deposited
2019 2018 2019 2018
£m Em £m Em
Double A range 195.0 1050 - -
Single A range 700.0 650 0 - 1
Triple B range - 100 - 53
805.0 7650 - 16 4
The fair values of derivative assets analysed by credit ratings of counterparties were as follows
Derivative
assets
2019 2018
Em Em
Double A range 1.4 -
Single A range 671 362
68.5 362
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35. Risks arising from financial instruments continued

c) Liquidity risk

[} Committed facilities

Prudent liquidity management requires sufficient cash balances to be maintained, adequate commutted facilities to be available,
and the ability to close cut 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 commutted undrawn borrowing facilihes expiring as follows:

2019 2018
£m Em
2 - Hyears 885.0 710 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 infermation presented i1s 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.

2019
Payments
on financial
Floating rate Fixed rate Index-linked Trade payables liabitities
Undiscounted amounts payable: £m £m £€m £m £m
Within 1 year (202 2] (122 8 (28 8] (32 2} (386 ()
i-2vyears (14 4] (276 4] (309 - (3217
2 -byears (352 3) [1,165 6) (321 4) - {1,839 5)
5 - 10 years (469 2] (1,359 &) (412 3) - (2,241}
10 - 15 years (50 8) {1,206 0) (217 9] - (1,474 7]
15 - 20 years - (246 1) 1145 6 - (3917)
20 - 25 years - (413 4] {176 3] - (589 7}
25 - 30 years - - (208 8] - [208 5)
30 - 35 years - - 1652 7] - (652 7]
35 - 40 years - - (3,248 &) - (3,248 ¢
40 - 45 years - - (22 8] - (22 8)
45 - 50 years - - (358 &) - {358 4)
Total (1,088.9) (4,789.9) (5.824.6) {32.2) (11,735.4)

Trade

Loans due from and other Cashandshort Receiptsfrom
joint ventures recevables  term deposits financial assets
Undiscounted amounts receivable: £€m £m £m £m
Within 1 year - 496.9 410 5379
1-2years 142 0 47 & - 189 6
Total 142.0 544.5 41.0 727.5
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35. Risks arising from financial instruments continued

¢l Liquidity risk continued

(i) Cash flows from non-derivative financial instruments conbinued

2018

J el
» Groupfinancial statements

C yli G ants

Payments

en financial

Floating rate Fixed rate Index-linked  Trade payables habilities

Undiscounted amounts payable Em £m £m £m £m
Within 1 year [311.4]) (136 0) 127 8) (18 9] (494 1)
1 - 2years (10 3} (116 1 (29 4] - (155 8]
7 -5years [413) (982 4] (325 7] - (1,349 &)
5 - 10years (785 3) (1.333 6l 199 9] - 12,318 8)
10 - 15 years (52 7) (1.056 Q) (436 2] - (1.544.9)
16 - 20 years - (60 9) [139 D) - (199 9)
20 - 25 years - (298 8) 167 7) - (466 5)
25 - 30 years - - (199 2) - 199 2]
30 - 35years - - (649 7] - (649 7}
35 - 40years - - (2,273 6) - (2.273 8]
40 -~ 45 years - - (1,068 1) - (1,068 1]
45 - 50 years - - (374 2) - (374 2]
Total (1,201 0] (3,984 0] (5.890 5] (18 9] (11,094 4)
Loans due fram Trade Cashandshort  Receipts frem

jmnt ventures receivables term deposits  financial assels

Undiscounted amounts recevable £m £m Em £m
Within 1year - 1910 511 2421
1-2years 126 3 - - 126 3
5 - 10years 125 - - 125
Total 138.8 191.0 51.1 380.9

Index-linked debt includes loans with maturities up lo 50 years The principalis revalued at fixed intervals and 1s Unked to
movements In the RPI Interest payments are made brannually based on the revalued principal The principal repayment equals
the revalued amount at maturity The payments included in the table above are estimates basead on the forward inflation rates

published by the Bank of England at the balance sheet date

SevernTrent Plc Annual Report and Accounts 2019

181



Group financial statements

Notes to Group financial statements continued
For the year ended 31 March 2019

35. Risks arising from financial instruments continued

c) Liguidity risk continued

fiul Cash flows from derivative financial Instruments

The following tables show the estimated cash flows that will arise from the Group’s derivative financial instruments. The tables
are based on the undiscounted net cash inflows/loutflows] on the derivative financial instruments that settle on a net basis and
the undiscounted gross inflows/[outflows) on these derivatives that require gross settlerment When the amount payable or
recevable 1s 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

Derivative assets
Cross currency swaps

Derivative liabilities

Interest rate Inflatian Energy Interestrate Energy Cash Cash
swaps swaps SWaps swaps Sswaps receipts payments Total
2019 £m £m £m £m £m £m £m £m
Within 1 year 28 6} - - 167 01 62 (3 2] (8 8]
1 - 2years (15 &) - - 03 06 62 (32! (11.7]
2 - 5years (44 9 {0 3i {0 4] 04 47 18 3 (%71 {317
5 - 10 years (318 (17 - 04 - 1647 (144 1] 12 5]
10 - 15 years (75] [25) - a1 - 169 (8.6) (18]
15 - 20 years - 104 - - - - - 10 4
(128.4) 59 (0.4) 17.9 5.4 212.3 [168.8) (56.1)

Derwvative habilities Oerivative assels

Cross currency swaps

interest rate Inflation Energy  Interestrate Energy Cash Cash
swaps swaps swaps swaps Swaps recetpts payments Total
2018 £m £m Em £m Em Em £m Em
Within 1 year 4 9] - - 51 02 11 (0 2] (87
1 - 2vyears (14 3} - - 17 - 11 03} (18]
2 -5 years (47 5] 02 (08} 35 01 34 (11 i42 2)
5 - 10years (35 8] 08 - 39 - 233 13 0) (20 8)
10 - 15 years [13.0) 16 - - - 175 {8 8] (27
15 — 20 years - 67 - - - - - (67)
{125 5] 41 {08} 142 03 46 4 (23 4) (929

d] Inflation risk

The Group's principal operating substdiary, Severn Trent Water Limited, operates under a regulatory environment where its prices
are linked to inflation measured by RPI Its operating profits and cash flows are therefore exposed to changes in RPL In order

to mitigate and partially offset this risk, Severn Trent Water has raised debt which pays interest at a fixed coupon based ona
principal amount that 1s adjusted for the change in RPI during the Life of the debt instrument [Index-linked debt’] The amount of
index-Linked debt at the balance sheet date 1s shown 1n sechon a) ) interest rate risk, and the estimated future cash flows relating
to this debt are shown in section ¢} (1] cash flows from non-derivative financial instruments.

Ofwat has annaunced its plans to move towards an econormic regulatory model linked to inflation measured on the CPIH index
over a pertod of time In anticipation of this the Group has entered into CPI/RPI swaps with a notional value of £250 million
(2018 £150 mulion! in order to mitigate the risk of divergence hetween inflation measured by CP{H and that measured by RPI

Inflation rate sensitivity analysis

The finance cost of the Group’s index-Uinked debt nstruments varies with changes in RP! rather than interest rates The sensitivity
at 31 March of the Group's profit and equity to changes in RP11s set out in the following table. Thus analysis relates to financial
instruments only and excludes any RPlimpact on Severn Trent Water's revenues and Requlatory Capstal Yalue, or accounting for

defined benefit pension schemes

2019 2018

+1.0% -1.0% +1 0% -1 0%

£€m £ £ tm

Profit or loss 110.6) 10.6 (117) 1.7
Equity (10.6) 10.6 [11.7] "7
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36. Hedge accounting

The Group uses derivative financial instruments ta hedge exposures to changes in exchange rates and interest rates.
Hedge accounting s adopted for such instruments where the criteria set out In IFRS 7 are met

al Fair value hedges

(il Cross currency swaps

The Group raises debt denominated in currencies cther than sterling Cross currency swaps are entered into at the time that
the debt 1s drawn down to swap the proceeds into sterling debt bearing interest based on LIBOR 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 arnounts of cross currency swaps designated as fair value hedges were as follows

Notional principal amount Fair value

2019 2018 2019 2018

£m £m £m Em

Euro 11.4 a4 10.1 10 4
US dellar 23.2 - 0.2 -
Yen 8.5 85 8.8 83
431 199 19.1 187

b) Cash flow hedges

li} 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 netional princtpat 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 rate Notional principal amount Fair value

2019 2018 2019 2018 2019 2018

Period to maturity % % £fm £m £m £m
5- 10 years 2.63 2463 135.2 135 2 (10.9) (8 &)
10 - 20 years 1.83 183 298.0 2980 (14.8] 150}
2.08 2 08 433.2 4332 [25.7) [13 &)
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36. Hedge accounting continued

b} Cash flaw hedges continued

[it} 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 energy swaps that have been accounted for as cash flow hedges are summarised below.

Average contract price Notional contracted amount Fair value
2019 2018 2019 2018 2019 208
Period to maturity £/MWh E/MWh MWh MWh £m £m
Less than 1 year 48.6 47.6 21,955 43,680 0.1 02
1 ~2years 44.7 48 6 372,240 21,955 2.0 -
? -5 years 43.7 405 788,280 547,460 2.7 (07]
5- 10 years 47.7 ~ 43,680 -~ 0.1 -
44,2 413 1,226,155 613,095 4.9 {0 5)

37. Share based payment

The Group operates a number of share based remuneration schemes for employees During the year, the Group recognised total
expenses of £8 1 million [2017/18- £6 9 million] related to equity settled share based payment transactions

The weighted average share price during the year was €19 27 [2017/18 £21 25]

At 31 March 2019, there were ng options exercisable (2018 nonej under any of the share based remuneration schemes

a) Long Term Incentive Plan

Under the Long Term Incentive Plan (LTIP'[, conditional awards of shares may be mada to Executive Oirectors and seror staff
Awards are subject to perfermance conditions and continued employment throughout the vesting period

{il Awards made under the LTIP

The 2015, 2014, 2017 and 2018 LTIP awards are subject to Severn Trent Water's achievernent of Return on Regulated Equity in
excess of the level iIncluded in the Severn Trent Water AMP6 business plan over a three year vesting period It has been assumed
that performance agamst the LTIP non-market conditions will be 160% (2018 160%

(i) Awards outstanding
Getails of changes in the number of awards outstanding during the year are set aut below-

Number of awards

QOpening at 1 April 2017 517,474
Granted during the year 203,035
Vested during the year (139,829}
Lapsed during the year (31,906}
Outstanding at 1 April 2018 548,774
Granted during the year 272,057
Vested during the year {159,463
Lapsed during the year [35,945)
Outstanding at 31 March 201% 625,423

Details of LTIP awards outstanding at 31 March were as follows-

Number of awards
Normal date of

Date of grant vesting 2019 2msa
July 2015 2018 - 160,028
July 2016 2019 175,543 188,131
July 2017 2020 181,070 200,615
July 2018 2021 268,810

625,423 548,774

Details of the basis of the LTIP scheme are set out in the Directors’ remuneration report on pages 97 to 122
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37. Share based payment continued

b) Employee Sharesave Scheme

Under the terms of the Sharesave Scheme, the Board may grant the right to purchase ordinary shares in the Company te these
employees who have entered into an HMRC approved Save As You Earn contract for a period of three or five years.

[1) Optiens outstanding

Details of changes in the number of options outstanding during the year are set out below

Weighted

Number of average

share options  exercise price

Outstanding at 1 April 2017 3,106,607 1,372p
Granted during the year 1,087,374 1,652p
Forferited during the year [46,715]) 1,636p
Cancelled during the year (134.768] 1,665p
Exercised during the year 1478,702) 1,306p
i apsed during the year (8,867] 1.367p
Outstanding at 1 April 2018 3,574,931 1,625p
Granted during the year 1,331,044 1.474p
Forfeited during the year [58,285) 1.663p
Cancelled during the year 405.861) 1,654p
Exercised during the year [721,312) 1,532p
Lapsed during the year [6,0300) 1,575p
Outstanding at 31 March 2019 3,714,517 1,585p

Sharesave options outstanding at 31 March were as follows

Normal date

Number of awards

Date of grant of exercise Optton price 2019 2018
January 2013 2018 1.241p - 110,447
January 2014 2017 or 2019 1,32 144,212 151,528
January 2015 2018 or 2020 1.584p 227,212 846,002
January 2016 2019 or 2021 1.724p 556,447 621,971
January 2017 2020 or 2022 1,663p 662,545 781,782
January 72018 2021 or 2023 1.652p 804,957 1,063,201
January 2019 2022 or 2024 1.474p 1,319,144 -

3,714,517 3,574,931

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 assumpticns and data are set out below:

2019 2018

LTIP SAYE LTIP SAYE

3yearscheme Syearscheme 3year scheme  Syear scheme

Share price at grant date [pence] 1,884 1,849 1,849 2,341 2,138 2,138
Option Life [years] 3 3.5 5.5 3 35 55
Vesting period lyears) 3 3 5 3 3 5
Expected volatility (%) 18.2 18.2 18.2 182 182 18 2
Expected dividend yield (%] 4.0 4.0 4.0 41 41 41
Risk free rate (%) n/a 0.6 0.8 n/a 05 08
Fair value per share [pence) 1,866 303 284 2,328 375 351

Expected volatility 1s 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

The risk free rate s derived from yields at the grant date of gilts of simitar duration to the awards or share options

The dividend yield 1s calculated using the expected dividend for the year divided by the share price at the date of grant
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38. Acquisitions

0n 30 November 2018, Severn Trent Green Power Limited acquired 100% of the issued share capital of Agrivert Holdings Limited
for the total consideration of £61 3 million and the assumption of £59 7 million of existing debt.

Agrivert’'s UK operations have been added to Severn Trent Green Power s existing business and will complement our two
operating food waste anaerobic digestion plants at Coleshill and Roundhill and one under construction in Derby The acguisition
has added 105 GWh of energy generation per annum, increasing the Group’s energy generating capacity by around 30%

The acquisition has been accounted for using the acquisition method Goodwill of £28 7 mitlion has been capitalised attributable to
the anticipated future opportunities and outperformance arising as a result of the acquisition

No goodwill related to this acquisition 1s expected to be deductible for tax purposes

The residual excess over the net assets acquired has been recognised as goodwill,

£m

Provisional fair values on acquisition
Intangible assets 315
Property, plant and equipment 69 4
Inventory 04
Trade and other receivables 94
Cash and cash equivalents 33
Borrowings 163 0)
Trade and other payables [49)
Provisions for Liabilities 10 5]
Deferred tax 13 2)
Net assets acquired 326
Goodwitl 287
Total consideration 413
Satisfied by.
Cash 5472
Deferred consideration 41
Contingent consideration 30

613
Net cash flows arising on acquisition:
Cash consideration (54 2}
Cash and cash equivalents acguired 33

(50 9)
Agrivert Group Limited for the period since acquisition to 31 March 2019:
Revenue 92
Profit before tax 09
Severn Trent Group for the year ended 31 March 2019 if acquisition happened on 1 April 2018:
Revenue 17937
Profit before tax 385.7

As outlined by IFRS 3, management has until the earliest of the date at which all information required 1s received or one year from
the acquisition date in order to satisfy the measurement period criteria The fair values are provisional

Acguisitian-related costs amounting to £3 6 million were recognised as an expense in the income statement No other acquisition
costs were recegnised

Contingent consideration 1s payable if the vendor obtains an extension to a lease agreement relating to one of the acquired Group’s
operating sites within two years of the acquisition date The range of amounts payable 1s mil to £3 miltion

See note 14 for the recanciliation of goodwill recognised for the Group
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39. Discontinued operations

Operating Services US

The disposal of the Group's US business {Operating Services, US), which formed part of the Business Services segment, to US
investors PPC Enterprises LLC and Aiston Capital Partners LLC, was completed on 30 June 2017

The results of discontinued operations are disclosed separately in the income statement and comprise:

2019 2018
£m Em
Turnover - 421
Totat operating costs - (42 2]
Loss before interest and tax - (01}
Net finance income - -
Loss before tax - 01]
Attributable tax expense - 03
Gain on disposal of discentinued operations - 130
Profit for the pericd attributable to owners of the Company - 132
Basic and diluted earnings per share from discontinued operations are as follows
2019 2018
Profit Weighted Zrofit Weighted
attributable to average attributable to average
owners of the number of Per share owners of the number of Per share
Company shares amount Company shares amount
£m m pence £m Em pence
Basic earnings per share - - - 132 2353 36
Diluted earnings per share - - - 13 2 2361 5é
Net cash flows arising from the discontinued operations in the year were
2619 2018
£m £m
Net cash flows attributable to
operating achivities - 19
investing activities - (0 &)
financing activities -
- 1
The net gain on disposals is calculated as follows
2018
Operating
Services US
£m
Consideration 478
Net assets attributable to owners of the Company [45 5}
23
Tax on gain on disposal 07
Disposat costs and provistons on disposal (18 4)
Foreign exchange gain recycled from reserves 298
Net gain on disposal 130
The net assets of the business at the date of disposal, all of which were attributable to the owners of the Company, were
2018
Operating
Services US
Em
Goodwill 14 4
Other intangible assets 29
Property, plant and equipment 94
Inventory 06
Trade and other receivables 282
Cash and bank balances 79
Trade and other payables (199]
Net assets attributable to owners of the Company 455
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3%. Discontinued operations continued

The net cash flows arising from disposals were

2018
Em
Consideration received in cash and cash equivalents 393
Disposal costs paid in cash and cash equivalents (4 3]
Cash and bank batances disposed of [@9)
251
40. Cash flow statement

a) Reconciliation of operating profit to operating cash flows
2019 2018
[restated]
£m £m
Profit before interest and tax from continuing operations 563.3 52772
Profit before interest and tax from drscontinued operations - 13 6
Profit before interest and tax 563.3 5408
Depreciation of property, plant and equipment 315.4 308 8
Amortisaticn of intangible assets 30.5 208
Pension service cost 2.8 (78]
Defined benefit pension scheme administration costs 2.3 18
Defined benefit pension scheme contributions (34.9) 35 2}
Share based payment charge 8.1 69
Loss/[profit) on sale of property, plant and equipment and intangible assets 0.6 (73]
Exceptional depreciation - property, plant and equipment - 168
Profit on disposal of businesses - (13 7]
Deferred mcome credit to the incorme statement [14.7) (14 3)
Provisions charged to the income statement 12.2 138
Utilisation of provisions for Labilities (12.8) {5.4]
Operating cash flows before movements in werking capital 879.8 8260
Increase In inventory {1.7) [29)
Increase In amounts receivable (66.0) (58 4]
Increase 1n amounts payable 8.2 86
Cash generated from cperations 826.3 7733
Tax received - 80
Tax paid [21.3] 14 5)
Net cash generated from operating activities 805.0 764 8

bl Nen-cash transactions

No additions to property, plant and equipment during the year were financed by new finance leases [2018: nil]. Assets transferred
from developers at no cost were recognised at their fair value of £42 1 million (2018 £35 3 mutlion]

c} Reconciliation of movement in cash and cash equivalents to movement in net debt

Net cash Cross Loans due
and cash Bank Cther Finance currency from joint Net
equivalents loans loans leases swaps ventures debt
£ £m €m £m £m £m £m
As at 1 April 2018 385 (1,217 4) (4,223 9] (113 9] 245 1356 (5,356 6)
Cash flow (2 2] 1635 (551 8] 2.3 - 60 (382 7]
Fair value adjustments - - 16 - 12.6 - 142
RPI upbft on index-linked debt - (2 9] (36 8 - - - 139.7}
Debt acquired on acguisition 33 [62.4) - (0 &) - - 159 7)
Foreign exchange - - (8.1) - - - 8 1]
Other non-cash movements - (09) (15) - - 04 [2 0]
As at 31 March 2019 39.6 (1,120.1)  [4,820.5) (112.2) 37.1 142.0 (5,834.1)

Liabilities from financing activities comprise bank loans, other loans and finance leases
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Conp tater

41. Contingent liabilities

Bends and guarantees
Group undertakings have entered into bonds and guarantees in the normal course of business Ne Liability [2018 nil) 1s expected
to arise in respect of either bonds or guarantees

42. Financial and other commitments

al Investment expenditure commitments

2019 2018
£m £m
Contracted for but not authornised in the financiat statements 359.2 3950

In addition to these contractual commitments, Severn Trent Water Limited has longer term expenditure plans which include
investments to achieve iImprovernents in performance mandated by Ofwat and to provide for growth m demand for water and
waste water services

bl Leasing commitments
At the balance sheet date the Group had outstanding operating commitments for future minimum eoperating lease payments
under non-cancellable operating leases, which fali due as follows

2019 2018

£m £m

Within 1 year 2.8 17
1 -Syears 4.2 24
After more than 5 years 10.5 48
17.5 83

Oper ating lease payments represent rentals by the Group for certain of its office property, plant and equipment

43. Post balance sheet events

Following the year end the Board of Directors have proposed a final dividend of 56 02 pence per share Further details of this are
shown in note 14

44, Related party transactions

Transactions between the Company and its subs:diaries, which are related parties, have been eliminated on consolidation and are
not included in this note Trading transactions between the Group and s joint venture, Water Plus, are disclosed below

Water Plus
2019 2018
£m tm
Sale of services 335.0 3549
Net interest income 3.8 24
338.8 3573

Qutstanding balances between the Group and the jaint venture as at 31 March were as follows
Water Plus
2019 2018
£m £m
Trade and other receivables due from related parties 2.3 449
Loans receivable from jomt ventures 142.0 1356
144.3 180 5

The retirement benefit schemes operated by the Group are considered to be related parties Detalls of transactions and balances
with the retirement benefit schemes are disclosed in note 28,
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44 Related party transactions continued
Remuneration of key management personnel
Key management personnel comprise the members of STEC during the year

The remuneration of the Directors i1s included within the amounts disclosed below Further information about the remuneration of
individual Directors s provided in the audited part of the Directors’ remuneration report on pages 117 to 122

2019 2018

Em Em

Short-term employee benefits 6.5 6.4
Share based payment 29 35
9.4 99

45, Alternative performance measures

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 addittonal useful information on the performance
and position of the Group. Since the Group defines its cwn APMs, these might not be directly comparable with other companies’
APMs These measures are notintended to be a substitute for, or superior to, IFRS measurements

al Exceptional items

Exceptionalitems are income or expenditure which individually or, if of a similar type, in aggregate should, in the opinton 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,
rateriality 1s assessed at the segment level

b) Underlying PBIT

Underlying profit before (nterest and tax is profit before interest and tax excluding exceptional items as recorded in the iIncome
statement and amortisation of intangible assets recognised on acquisition of subsidiaries This provides a measure of operating
performance excluding distortions caused by exceptional items and reflecting the operational performance of the acquired
subsidiaries. Following the acquisition of Agrivert this APM was updated to include adjustment of amortisation on acquired
intangible assets The calculation of this APM 1s shown on the face of the income statement and in note 5 for reportable segments

¢) Underlying earnings per share

Underlying earnings per share figures are presented for continuing operations. These exclude the effects of exceptional items,
amortisation of acquired intangible assets, net gains/losses on financial instruments, current tax on exceptional items and on

net gains/losses on financial instruments and deferred tax The Directors consider that the underlying figures provide a usefut
additional indicator of performance and remove nen-performance related distortions See note 15

d) 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 Lability of foreign currency borrowings (whether hedge
accounted or notl, net cash and cash equivalents, and loans to joint ventures See note 40

e] Effective interest rate
The effective interest rate 1s calculated as net finance costs, excluding net finance costs from pensions, plus capitalised finance
costs divided by the monthly average net debt during the year

{net finance costs - net finance costs from pensions + capitalised finance costs]
{monthly average net debt/

2019 2018

£m £m

Net finance costs 194.2 2195
Net finance costs from pensions (13.8] (15 5]
Capitalised interest 33.2 26 2
213.4 230.2

Average net debt 5,547.7 5134 4
Effective interest rate 3.9% 4 5%

This APM 1s used as It shows the average interest rate that is attributable to the net debt of the business
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45, Alternative performance measures continued

f] Effective cash cost of interest
The effective cash cost of interest is calculated on the same basis as the effective interest rate except that it excludes finance
costs that are not paid in cash but are accreted to the carrying value of the debt (principally RPI| adjustments on index-lLinked debt)

{net finance costs - net finance costs from pensions - RP interest + capitalised finance costs)
{monthly average net debt]

2019 2018

£fm Em

Net finance costs 194.2 2195
Net finance costs from pensions (13.8) (15 5]
RPl interest (38.0) 154 1)
Capitalised interest 33.2 262
175.6 1761

Average net debt 5,547.7 5134 4
Effective cash cost of interest 3.2% 3 4%

This 1s used as it shows the average cash interest rate based on the net debt of the business

gl PBIT interest cover
Ihe ratio of items undariying PBIT [see [b) above| to net finance costs excluding net finance costs from pensions

underlying PBIT
{net finance cosis - net finance costs from pensions]

2019 2018

[restated|

€m £m

Underlying PBIT 573.6 5398
Net finance cests 194.2 2195
Net finance cests from pensions (13.8) (15 8]
Net finance costs excluding finance costs from pensions 180.4 204 0
PBIT interest cover ratio 3.2 24

This 1s used to show how the underlying PBIT of the business covers the financing costs associated enly with net debton a
consistent basis
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45. Alternative performance measures continued

h) EBITDA and EBITDA interest cover
The ratio of prefit from continuing operations before interest, tax, exceptional items, depreciation and amortisation to net finance
cosls excluding net finance costs from pensions

{underiying PBIT + depreciation + amortisation}
[net finance costs - net finance costs from pensions]

2018
2019 {restated!
£m Em
Underlying PBIT 573.4 5398
Depreciation 315.4 308 2
Amortsation [excluding amortisation of intangible assets recognised on acquisition of subsidiaries) 29.8 205
EBITDA 918.8 868 5
Net finance costs 194.2 2195
Net finance costs from pensions (13.8) 115 5]
Net finance costs excluding finance costs from pensions 180.4 2040
EBITPA interest cover ratio 5.1 43
This 1s used to show how the EBITDA of the business covers the financing costs associated only with net debt on a
consistent basis.
il Underlying effective current tax rate
Current tax charge for the year on continuing operations, excluding prior year charges, current tax on exceptional tems and
on financial instruments, divided by profit from continuing operations before tax, net gains/losses on financial instruments,
exceptional items, and share of net profit of joint ventures accounted for using the equity method
[current year current tax charge in the income staterment - tax on exceptional items - tax on financial instruments)
{PBT - share of net profit of JVs - exceptional items - net losses on financial instruments/
2019 2018
[restated]
Current tax Current tax
theron theron
€m £m £m Em
Profit before tax 384.7 (41.2) 3012 136 8]
Adjustments
Share of net loss/lprofit] of joint ventures 0.4 - (02] -
Exceptional items 9.6 - 126 07
Net [gains)/losses on financial instruments (16.0) (2.6) 67 13.3]
378.7 143.8) 3203 140.8]
Underlying effective current tax rate 11.6% 12 7%

This APM1s used to remove distortions in the tax charge and create a metric consistent with the calculation of underlying
earnings per share In note 15. Share of net profit of jomt ventures 1s excluded from the calculation because this 1s included after
tax and the tax on joint venture profits is therefere not included in the current tax charge.

192 Severn Trent Plc Annual Report and Accounts 2019



angial statements

ary zial

ton

46. Subsidiary undertakings

Details of all subsidiary undertakings as at 31 March 2019 are given below Details of the joint venture are set out in note 19
All subsidiary undertakings have been included in the censolidation

Country of operation Percentage of Class of share
Owned directly by Severn Trent Plc and incorporation share capital held capital held

Severn Trent Investment Holdings Lirmited United Kingdom 100% Ordinary

The following subsidiary undertakings all operate and are incorporated in the United Kingdem The percentage of share capitat
held 1s 100% and the class of share capital held s ordinary

All subsidiary undertakings
Agua Deva Limited

Severn Trent Green Power Composting Limited

Charles Haswell and Partners Limited

Severn Trent Green Power Group Limited

Chester Water Limited

Severn Trent Green Power Holdings Limited

Debeo Debt Recovery Limited

Severn Trent Green Power Limited

Dee Valley Group Limited

Severn Trent Holdings Limuted

Dee Valley Limited

Severn Trent LCP Limited

Dee Valley Services Limited

Severn Trent Leasing Limited

Dee Valley Water [Holdings) Lirnited

Severn Trent Metering Services Limited

East Worcester Water Limited

Severn Trent MIS Trustees Limited

Etwall Land Limited

Severn Trent Overseas Holdings Limited

Gunthorpe Fields Limited

Severn Trent Pension Scheme Trustees Limited

Hafren Dyfrdwy Cyfyngedig

Severn Trent PIF Trustees Limited

Midlands Land Portfolio Limited

Severn Trent Power Generation Limited

North Wales Gas Limited

Severn Trent Property Solutions Limited

Nerthern Gas Supplies Limited

Severn Trent Reservoirs Limited

Severn Trent Corporate Holdings Limited

Severn Trent Services Defence Limited

Severn Trent Data Portal Limited

Severn Trent Services [Walter and Sewerage] Limited

Severn Trent Draycote Limited

Severn Trent Services Defence Holdings Limited

Severn Trent Finance Holdings Limited

Severn Trent Services Holdings Limited

Severn Trent Finance Limited

Severn Trent Services International (Overseas Holdings] Limited

Severn Trent Financing and Investments Limited

Severn Trent Services International Limited

Severn Trent General Partnership Limited

Severn Trent Services Operations UK Limited

Severn Trent Green Power [Ardley] Limited

Severn Trent Services Purification Limited

Severn Trent Green Power [Bridgend] Limited

Severn Trent Services UK Limited

Severn Trent Green Power [Cassington] Limited

Severn Trent 55PS Trustees Limited

Severn Trent Green Power [CW] Limited

Severn Trent Systems Limited

Severn Trent Green Power [Hertfordshire) Limited

Severn Trent Trimpley Limited

Severn Trent Green Power [North London) Lirmited

Severn Trent Utilities Finance Plc

Severn Trent Green Power [RBWM)] Limited

Severn Trent Utility Services Limited

Severn Trent Green Power (Wallingford] Limited

Severn Trent Water Limited

Severn Trent Green Power [West London] Limited

Severn Trent Wind Power Limited

Severn Trent Green Power Biogas Limited

Wrexham Water Limited

Severn Trent (W&S] Limited

Severn Trent Retaill and Utility Services Limited

All subsidiary undertakings
Derwent Insurance Limited

Country of operation Percentage of Class of share
and incorporation share capital held capital held

Gibraltar 100% Ordinary

Energy Supplies UK Limited United Kingdoem 100% Aand B Ordinary
Lyra Insurance Guernsey Limited Guernsey 100% Ordinary
Severn Trent Africa [Pty) Ltd South Africa 100% Ordinary
Severn Trent Carsington Limited United Kingdom 100% Aand B Ordinary
Severn Trent Response Limited Ireland 60% Ordinary
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46, Subsidiary undertakings continued

Unless stated below, the registered office of the aforementioned entities 1s Severn Trent Centre, 2 5t John s Street, Coventry,
cvi 2LZ, United Kingdom,

Company Registered office

Dee Valley Limited Packsaddle, Wrexham Road, Rhostyllen, Wrexham, LL14 4EH
Derwent Insurance Limited 6A Queensway. PO Box 44, Gibraltar

Hafren Dyfrdwy Cyfyngedig Packsaddle, Wrexham Road, Rhostyllen, Wrexham, LL14 4EH
Lyra Insurance Guernsey Limited St Martin's House, Le Bordage, St Peter Port, GY1 4AU, Guernsey
Severn Trent Africa [Ptyl Ltd 2 Elgin Road, Sunninghill, Johannesburg, South Africa
Severn Trent General Partnership Limited 50 Lothian Road, Festival Square, Edinburgh, EH3 9W)J
Severn Trent Green Power (Ardley] Limited The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB
Severn Trent Green Power [Bridgend) Limited The Stables, Radford, Chipping Nerton, Oxfordshire, OX7 4EB
Severn Trent Green Power [Cassington] Limited The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB
Severn Trent Green Power [CW] Limited The Stables, Radford, Chipping Norten, Oxfordshire, OX7 4EB
Severn Trent Green Power [Hertfordshire] Limited The Stables, Radford, Chipping Norton, Oxfordshire, QX7 4EB
Severn Trent Green Power [North Londoni Limited The Stables, Radford, Chipping Narton, Oxfordshire, OX7 4EB
Severn Trent Green Power [RBWM] Limited The Stables, Radford, Chipping Norton, Oxferdshire, OX7 4EB
Severn Trent Green Power [(Wallingford] Limited The Stables, Radford, Chipping Nerton, Oxfordshire, OX7 4EB
Severn Trent Green Power [West London) Limited The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB
Severn Trent Green Power Biogas Limited The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB
Severn Trent Green Power Composting Lirmited The Stables, Radford, Chupping Narton, Oxfordshire, OX7 4EB
Severn Trent Green Power Group Limited The Stables, Radferd, Chipping Norton, Oxfordshire, OX7 4EB
Severn Trent Green Power Holdings Limited The Stables, Radford, Chipping Norton, Oxfordshire, OX7 4EB
Severn Trent Response Limited &th Floor, 2 Grand Canal Square, Dublin 2, Ireland

Subsidiary audit exemptions

Severn Trent Plc has 155ued guarantees over the labilities of the following companies at 31 March 2019 under section 479C of
Companies Act 2004 and these entities are exempt from the requirements of the Act relating to the audit of individual accounts by
virtue of section 47%A of the Act

Company Company Number
Charles Haswell and Partners Limited 2416605
Chester Water Limited 2888872
Dee Valley Group Limited 4316684
Dee Valley Limited 2902525
Dee Valley Water [Holdings] Limited 4421854
Fast Worcester Water Limited 2757948
Etwall Land Limited 7559793
Gunthorpe Fields Limited 4240764
Severn Trent [W&S) Limited 3995023
Severn Trent Carsington Limited 7570384
Severn Irent Corporate Holdings Limited 43955446
Severn Trent Data Portal Limited 8181048
Severn Trent Draycote Limited 7681784
Severn Trent Finance Holdings Limited 60644159
Severn Trent Finance Limited 6294618
Severn Trent Financing and Investments Limited 46312635
Severn Trent General Partnership Limited SC416614
Severn Trent Holdings Limited 5656363
Severn Trent Investment Holdings Limited 7560050
Severn Trent LCP Limited 7943556
Severn Trent Leasing Limited 68101463
Severn Trent Metering Services Limited 2569703
Severn Trent Overseas Holdings Limited 2455508
Severn Trent Power Generation Limited 2651131
Severn Trent Reservoirs Limited 3115315
Severn Trent Retail and Utility Services Limited 2562471
Severn Trent Services Holdings Limited 4395572
Severn Trent Services International Limited 2387816
Severn Trent Services International [Overseas Holdings] Limited 3125131
Severn Trent Services Purification Limited 2409824
Severn Trent Services UK Limited 8120387
Severn Trent Systems Limited 2394552
Severn Trent Trimpley Limited 10690056
Severn Trent Utility Services Limited 4125386
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Company statement of comprehensive income
For the year ended 31 March 2019

Otkerintormation

2019 2018

£m Em

Profit for the year 216.5 182 4

Other comprehensive income/[loss]

lterns that will not be reclassified to the income statement

Net actuarial losses [0.1) (21)

Tax on net actuanal losses - 15

Other comprehensive loss for the year (0.1) {7 6]

Total comprehensive income for the year 216.4 174 8
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Company statement of changes in equity
For the year ended 31 March 2019

Share Share Gther Retained
capital premium reserves earnings Total
£m £m £m £m £im
At 1 Apnil 2017 2347 112 5 1607 29737 3,4816
Profit for the year - - - 182.4 182.4
Net actuarial losses - - - 21 (71)
Tax on net actuarial losses - - - 1.5 15
Total comprehensive income for the year - - - 174 8 174.8
Share options and LTIPs
- proceeds from shares i1ssued 04 52 - - 56
- value of employees’ services - - - 69 69
Dwadends pad - - - (19701 {1970
At 31 March 2018 2351 1177 160 7 2,958 4 34719
Profit for the year - - - 2165 2145
Net actuarial losses - - - 61 [01)
Tax on net actuarial losses - - - - -
Total comprehensive income for the year - - - 216 4 216 4
Share options and LTIPs
- proceeds from shares 1ssued 08 10 3 - - 111
- value of employees’ services - - - 72 72
Dwidends pad - - - (211 9] 211 9)
At 31 March 2019 235.9 128.0 160.7 2,970.1 3,494.7

Included in retained earmngs are profits of £1,221.2 initlion that arose from Group restructuring arrangements in previous years
and are therefore not distributable
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Company balance sheet Ottier nfarmatian
For the year ended 31 March 2019

2019 2018
Note £m Em
Non-current assets
Intangible fixed assets 2 0.1 02
Tangible fixed assets 3 0.5 02
Investments in subsidiaries IA 3,337.9 3,3300
Deferred tax asset 5 1.6 15
Trade and other receivables ) 459.8 527 6
3,999.9 3.8595
Current assets
Trade and other recevables é 23.8 443
Current tax receivable 25.2 159
Cash and cash eguivalents 1.9 -
50.9 60 2

Current liabilities
Borrowings 7 (4.5) (17 2]
Trade and other payables 8 1471 (137 0)
Provisions g [3.6] (6 0}

(155.2) 1160 2]
Net current liabilities (104.3) (100 0]
Total assets less current liabilities 3,895.46 3,759 5
Non-current liabilities
Borrowings 7 (88.3] (85 4)
Trade and other payables 8 (298.9) (189 0]
Retirement benefit obligations [8.6) 87
Provisions 9 15.1) 14 5)

(400.9) (287 4]
Net assets 3,494.7 3.4719%
Capital and reserves
Called up share capital 10 235.9 2351
Share premium account n 128.0 1177
Other reserves 12 160.7 1607
Retained earnings 2,970.1 2908 4
Total capital and reserves 3,494.7 3,4719

The profit for the year 15 £216 5 mullicn [2018 €182 4 million]
Signed on behalf of the Board whe approved the accounts on 20 May 2019

[ ol

Andrew Duff James Bowling
Chatrman Chief Financial Officer

Company number 023466619
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Notes to Company financial statements
For the year ended 31 March 2019

1. Employee numbers

The average number of employees during the year was 11 (2018 9)

2. Intangible fixed assets

Purchased
software
£m
Cost
At 1 Aprit 2018 11
Disposals (09)
As at 31 March 2019 0.2
Amortisation
At 1 April 2018 (09]
Amortisation for the year -
Dispasals 08
At 31 March 2019 (0.1]
Net book value
At 31 March 2019 0.1
At 31 March 2018 02
3. Tangible fixed assets
Landand  Office fixtures Assels under
buildings and equipment construction Total
£m £m £m £m
Cost
At 1 April 2018 01 046 - 07
Additions - - 05 05
Disposals 01 (0 &) - 07}
As at 31 March 2019 - - 0.5 2.9
Depreciation
At1April 2018 - C5) - 08
Disposals - 0.5 - 05
At 31 March 2019 - - - -
Net book value
At 31 March 2019 - - 0.5 0.5
At 31 March 2018 01 01 - 02
4. Investments in subsidiaries
£m
As at 1 April 2018 3.3300
Additions 81
Impairment 02]
As at 31 March 2019 3,337.9

Details of principal subsidiaries of the Company are given in note 46 to the Group financial statements
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5. Deferredtax asset

Company financial statements
Otherinko C

en

Accelerated Retirement Fair value
tax benefit of financiat
depreciation obligations instruments Other Total
£m £m £m £m £m
At 1 April 2017 01 - 01 (01) 01
[Chargel/credit to Income 071] - )] 01 01
Credit to equity - 15 - - 15
At 1 April 2018 - 15 - - 15
Credit to income 01 - - - 01
At 31 March 2019 0.1 1.5 - - 1.6
6. Trade and other receivables
2019 2018
£m Em
Current assets
Other amounts receivable 6.5 44
Prepayments 0.4 05
Amounts owed by group undertakings 16.9 39.4
23.8 44 3
Non-current assets
Other amounts recetvable - 16
Loan recevable 32.4 26 4
Amounts owed by group undertakings under loan agreements 627.4 499 6
659.8 2276
683.6 5719
7. Borrowings
2019 2018
£m £m
Current liabilities
Bank averdraft 4.5 172
Non-current lLiahilities
Other loans 88.3 85 4
92.8 102 &

Non-current borrowings comprise the Company’'s RPI inked retail bond 1ssued in July 2012 The bond carries a coupon of 13% on
the principal amount which 1s uplifted by RPI The beond 1s repayable in July 2022

At the balance sheet date the Company had £100 million {2018 £100 million] of undrawn borrowing facilities

8. Trade and other payables

2019 2018
£m £m
Current liabilities
Trade payables 0.3 05
Social security and other taxes 0.1 05
Other payables 4.0 28
Accruals 3.4 40
Amounts due to group undertakings 139.3 1292
147.1 1370
Non-current liabilities
Amounts due to group undertakings 298.9 1890
4460 3260
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Notes to Company financial statements continued
For the year ended 31 March 2019

9. Provisions

Insurance Other Total
£m Em £m
At 1 April 2018 56 49 105
Charged to income statement - 01 01
Utilisation of provision 10 6 {13] (19
At 31 March 2019 5.0 3.7 8.7
2019 2018
£m £m

Included in:
Current iabilities 3.6 60
Non-current labilities 5.1 45
8.7 105

The claim outflows associated with insurance provisions are estimated to arise over a period of up to five years from the balance
sheet date

Other provisions include provisions for dilapidations and commercial disputes. The associated outflows are estimated to arise
over a period up to five years from the balance sheet date.

10. Share capital

2019 2018
£m £€m
Total issued and fully paid share capital
240,943,929 ordinary shares of 97 /i:p (2018 240,222,617) 2359 235.1
At 31 March 2019, 3.774,921 treasury shares were held (2018 3,948,599
Changes in share capital were as follows
Number €m
Ordinary shares of 97'7/1sp
At 1 April 2017 239,793,915 2347
Shares ssued under the Employee Sharesave Scheme 428,702 04
At 1 Apnl 2018 240,222,617 2351
Shares issued under the Employee Sharesave Scheme 721,312 08
At 31 March 201% 240,94392% 2359
11. Share premium
201% 2018
Em £m
At 1 April 1M7.7 1125
Share premium arising on issue of shares for Employee Sharesave Scheme 10.3 52
At 31 March 128.0 n77
12. Other reserves
Capital
redemption Hedging
reserve reserve Total
£m tm £m
At 1 April 2017, 31 March 2018 and 2019 157.1 3.6 160.7

The capital redemption reserve arose on the redemption of B shares

The hedging reserve arises from gains or logses on interest rate swaps taken directly to equity under the hedge accounting
provisions of IFRS 9 and the transition rules of IFRS 1

13. Share based payment

For details of employee share schemes and options granted over the shares of the Company, see note 37 of the Group financial
statements Details of options exercised and awards vesting during the year and of the weighted average share price of the
Company during the year are also disclosed in that note
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14. Pensions

Defined benefit schemes

The Group operates defined benefit pension schemes, of which some employees of the Company are members. There 1s no
contractual agreement for charging the net defined benefit cost of these schemes between the companies that participate in
the schemes As a result, the net defined benefit cost of the scheme i1s recognised in the financial statements of the sponsering
employer, Severn Trent Water Lirmited The scheme closed to future accrual on 31 March 2015 The cost of cantributions to the
Graup schemes amount te £0.4 million (2018 £0.6 milkion]. There were no amounts outstanding for contributions ta the defined
benefit schermes (2018 nill.

The Company has an obligation to pay pensions to a number of former employees, whose benefits would otherwise have been
restricted by the Finance Act 198% earnings cap This unfunded scheme 1s part of the Severn Trent Pension Scheme

Information about the schemes as a whole 15 disclosed in note 28 to the Group tinancial statements,

15. Related party transactions

The retirement benefit schemes operated by the Group are considered to be related parties Delails of transactions and balances
with the retirement benefit scheres are disclosed in note 28

The Company has given guarantees in favour of Water Plus Limited in respect of the joint venture’s liabilities to wholesalers in the
Open Water market and its loan from Severn Trent Water Limited The guarantee in respect of Liabilities to wholesalers i1s capped
at £58 T million (2018 £42 5 million) and the guarantees for the Severn Trent Water loan is for the amount due

146. Contingent liabilities

al Bonds and guarantees
The Company has entered into bonds and guarantees in the normal course of business No babilities are expected to arise in
respect of either the bonds or guarantees

bl Bank offset arrangements

The banking arrangements of the Company operate on a pooled basis with certain of its subsidiary undertakings Under these
arrangements participating companies guarantee each others overdrawn balances to the extent of their credit balances,

which can be offset against balances of participating companies As at 31 March 2019, the Company had no contingent Labilities
(2018 nill.

17. Post balance sheet events

Following the year end the Board of Directors has preposed a final dividend of 56 02 pence per share

18. Dividends

For details of the dividends paid in the years ended 21 March 2019 and 31 March 2018 see note 14 in the Group
financial statements

Severn Tremt Ple Annual Report and Accounts 2019 201



Other information

Five year summary

2019 2018 2017 2016 2015
{restated!’

Continuing operations £m £m Em £m £m
Turnover 1,767.4 1.696 4 1,638 0 17537 18013
Profit befere interest, tax and exceptional items 573.6 5398 5201 503.4 5403
Net exceptional items before tax 19.6) (12 &) 16 6 10 18 7]
Ameortisation of acquired intangible assets [0.7] - - - -
Net interest payable before gawns/ilosses) on financial
instruments and exceptional finance costs (194.2) (219 5] (205 1) (209 3] (240 0]
Gains/llosses] on financial instruments 16.0 [6.7) {18) 77 (133 5)
Results of asscciates and joint ventures (0.4) 02 (18 01 01
Profit on ordinary activities before taxation 384.7 3012 3280 3029 148 2
Current tax on proht on ordinary activities (31.8) (329 {34 3] {51 3] (37 8]
Deferred tax (37.6] (28 7) 122 4) (137] 51
Exceptional tax - - 522 78 6 -
Profit on ardinary activities after taxation 315.3 239 6 3215 3165 1155
Results from discontinued operations - 132 211 14 8 47
Profit for the year 315.3 252 8 342 6 3313 120 2
Net assets employed
Fixed assets 9,337.7 8.660.1 8.3157 78108 76200
Other net Liabilities excluding net debt, retirement beneht
obligation, provisions and deferred tax 1992.6) (956 0) 9156 8) [798 4] (799 0)
Dervative financial instruments? (95.1) (104 3 1611) (166 3] (1777l
Net retirement benefit obligation [(452.9) (519 8 (574 6 (3095 (468 9]
Provisions for Labilities and deferred tax (798.9] (726 5] (657 5) (694 7] (725 4]
Net assets held for sale - - - - 72 6

65,998.2 6,353 5 6,005 7 58419 5,521 46
Financed by
Called up share capital 235.9 2351 2347 2343 2337
Reserves 928.2 7618 688 6 7831 5219
Total shareholders’ funds 1,164.1 996 9 9233 1,017 4 755 4
Non-controlling interests - - - 11 13 4
Net debt3 5,834.1 5356 4 5,082.4 4,823 4 4,752.6

6,998.2 5,353.5 6.0057 58419 5,521.4
Statistics
Earnings per share [continuing) - pence 133.4 1018 136 8 1335 48.3
Underlying earnings per share - pence 145.8 120 5 157 1021 107 2
Dividends per share lexcluding special dividend] - pence 93.4 Bs & 815 807 849
Dividend cover [before exceptional itemns and deferred tax] 1.6 14 14 13 1.3
Gearing* - % 83.3 B4 4 B4 6 826 861
Ordinary share price at 31 March - pence 1,976.0 1,844 0 2,382 0 21730 20690
Average number of employees
- Regulated Water and Waste Water 5,680 5,660 5.273 5,236 5632
- Other 900 605 5%4 2,122 1,910

1 Restated as set outin note 2 to the Group financial statements

2 Excludesinstruments hedging foreign currency debt

3 Includesinstruments hedging foreign currency debt

4 Gearing has been calculated as net debt divided by the sum of equity and net debt
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Information for shareholders

Graup
Car- G
> Otherinformation

Severn Trent shareholder helpline

The Company's registrar 1s Equinits Equiniti's main
responsibilities include maintaining the shareholder register
and making dividend payments

If you have any queries relating to your Severn Trent Plc
shareholding you should contact Equiniti

Registrar contact details

Online: www shareview co uk fram here you will be able
to securely email Equiniti with your gquery

Telephone: 0371 384 2947+

Overseas enquiries: +44 121 415 7044

Text phone: 0371 384 2255*

By post: Equiniti, Aspect House, Spencer Road, Lancing,
West Sussex, BN?? 6DA

Corporate website

Shareholders are encouraged to visit our website
www severntrent com which provides

* company news and information,

* links to cur operational businesses’ wehsites,
+ details of our governance arrangements,

= details of cur strategy,

» details of the Group’s business models and business
plan, and

+ the Company’'s approach to operating responsibly

There s also a dedicated investors’ section on the
website which contains up-to-date information for
shareholders including

« comprehensive share price information,
¢ financial results,
* a history of dividend payment dates and amounts, and

* access to current and historical sharebelder documents such
as the Apnual Report and Accounts

SevernTrent Ple Annual Reportand Accounts 2019

Electronic communications

By registering to receive shareholder documentation from
Severn Trent Plc electromcally shareholders can benefit frem
being able to-

« view the Annual Report and Accounts on the day it
1s published,

+ receve an email alert when shareholder documents
are available,

cast their AGM vote electronically, and

manage their shareholding quickly and securely online,
through Shareview

Electronic shareholder communications also enable the
Company to reduce its impact on the envirenment and
benefit from savings associated with reduced printing and
mailing costs

For further infarmation and ta register for electronic
shareholder communications visit www shareview co uk

Dividend payments

Bank mandates
Dividends can be patd autermatically into your bank or building
society account

The benefits of doing this ar e that you will

* receive cleared funds in your bank account on the
payment date,

* avoid postal delays, and
« remove the risk of your cheques getling lost in the post
To take advantage of this service cr for further details contact

Equiniti or visit www shareview co uk

Dividend reinvestment plan ['DRIP’)

The DRIP gives shareholders the option of using thetr dividend
payments to buy more Severn Trent Plc shares instead of
receiving cash [f you would like to participate in the DRIP,
please request a dividend reinvestment plan mandate from
Equiniti Financial Services Limited

Telephone: 0371 384 2268

Telephone number from outside the UK: +44 121 415 7173

* Lines are open 8 30am to 5 30pm Monday to Friday [excluding public holidays in
England and Wales]
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Other information

Information for shareholders
Continued

Buying and selling shares in the UK

If you wish to buy or sell certificated Severn Trent Plc shares,
you may need to use a stockbroker or high street bank which
trades on the London Stock Exchange There are also many
telephone and online services available to you

fyou are selling, yau will need to present your share certificate

at the time of sale Details of low-cost dealing services can be
obtained from www shareview co uk or 0345 603 7037**

Share price information

Shareholders can find share price information on our website
and in most national newspapers. For a real-time buying or
selling price, you should contact a stockbroker

Shareholder security

Fraudsters use persuasive and high pressure tactics to lure
investors into scams They may offer to sell shares that turn
out to be worthless or non-existent, or to buy shares et an
inflated price in return for an upfront payment. While high
profits are promused, if you buy or sell shares in this way you
will prabably lose your money

How to avoid share fraud

* Keep in mind that firms authorised by the Financial Conduct
Authority [FCA are unlikely to contact you out of the blue
with an offer to buy or seil shares

* Do not get into a conversation, note the name of the person
and firm contacting you and then end the call

* Check the Financial Services Register at www fca org uk to
see (f the person and firm contacting you 1s authorised by
the FCA

* Beware of fraudsters claiming to be from an authorised firm,

copying Its website or giving you false contact details

s Use the firm’s contact details Uisted on the Register if you
want to call it back

+ Callthe Freephone FCA Consumer hetpline cn 0800 111 6768
if the firm does not have contact details on the Register or
you are told they are out of date

* Search the list of unauthorised firms to avoid at
www fca org uk/scams

+ Consider that if you buy or sell shares from an unauthorised
firm you will not have access to the Financial Ombudsman
Service or Financial Services Compensation Scheme

Financial calendar

Ex dividend date - final dividend

s Think about getting independent financial and professional
advice befare you hand over any money

« Remember, iIf It sounds too good to be true, it probably s

If you are approached by fraudsters please tell the FCA using
the share fraud reporting form at www fca org uk/scams,
where you can find out mere about investment scams.

You can also call the Freephone FCA Consumer helpline on
0800 111 6768

If you have already paid money te share fraudsters you should
contact Action Fraud on 0300 123 2040

Unsolicited mail

The Company 1s legally obliged te make 1ts share reqister
available to the general public Consequently same
shareholders may receive unsolicited mail If you wish to Iimit
the amount of unsolicited mail you receve please contact:

The Mailing Preference Service [MPS'], Freepost 29 LON20771,
London, W1E DZT

Alternatively, register online at www mpsonline org uk or catl
the MPS Registration Uine on 0345 0700 705
American Depositary Receipts

Severn Trent has z sponsored Level 1 American Depositary
Receipt [ADR’] programme, for which The Bank of New York
Mellon acts as Depositary

The Level 1 ADR programme trades on OTCQX which i1s the
premier tier of the US over the counter ['0TC’] market under
the symbol STRNY {it 1s not Listed on a US stock exchange)
Each ADR represents one Severn Trent Ordinary Share

If you have any enguiries regarding Severn Trent ADRs please
contact The Bank of New York Metlon

By post: BNY Mellon Shareowners Services, PO Box 30170,
College Station, TX 77842-3170, US

By telephone:
If calling from within the US (888] 269 2377 (toll-free)

If caliing from cutside the US +1 201 680 6825
By email: shrrelationsfdcpushareownerservices com

Website: www mybnymdr com

“* Lines are open 8 00am to 4 30pm Monday to Friday fer dealing, and until
6 00pm for enquiries

13 June 2019

Record date to be eligible for the final dividend

14 June 2019

AGM

17 uly 2019

Interim management statement - Q1 year ending 31 March 2020

17 July 2019

Final dividend payment date

19 July 2019

Interim results announcement - year ending 31 March 2020

21 November 2019

Ex dividend date - interim dividend

28 November 2019

Record date to be eligible for the interim dividend

29 November 2019

Interim dividend payment date

3 January 2020

All dates are indicative and are subject to change
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