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Highlights

£1,767.4m

Group turnover
2018 £1,696 4m'

93.37p

Dividend per share
2018- 86 55p

145.8p

Underlying basic
earnings per share?
2018. 120 bp'

£573.6m

Group underlying profit
before interest and tax?

2018 £539 8m’

133.4p

Basic earnings per share
from continuing operations

2018 101 8p'

£563.3m

Group profit before
interest and tax

2018 £527 2/

T Restated for the implementation of IFRS 15 see note 2
to tha Group financisl statements

2 Alernatwve Pertormance Measures are dehned v nefe 45
to the Group hinancial statemants

Cautionary statement

This dycument contaims s*atements that are or Moy bedegmred o be farward-looking statements with
respeetto Severn Trent s fina L a condinen resulis of cperations and husiress and certaim of Sevarn Trent s
plans and objectives with respect 1o thesa 1lems Forward-laoking stalements are somenmeas, bl nat

a ways, identitiag by therr use of adaten *he future or su-hwards g5 anticipates, aims, due, could  fnay,
will would, shauld, espects, balweves, inlends plans projecls polenhal, reasenably possible
targels, goal or estimales and,ineach case Ltheir negalive or other variahans ar comparable terminology
Any forward-lcoking statements in this document are based on Severn Trenl s current expectations and,

by their very nature forward-lorking staternents ace inharently unprediz sh & spezulative and involve

risk ard uncertaimty beca. se they relate te eve~ts and depenc 2n cirzumsta ~z2s that may or may not occu-
in the future Forward-looking slatementls are not guaraniees of tuture performance and no assurances

can be given Lhat the farward-looking statements in this document will be realised There are a number of
faclars, many of which are beyond Severn Trent s conlrel that could cauwse actual results, parformance and
developments o difer materially fram those expressed or imphied by these forward-looking statements
These factors include, but are not Limied te changes m the econermes and markets tnwhich the Group
oparatas, changes in tme reg.latary and compets 1on framewsrks in which the Greup ape-ates thewmpact

of legat or other proceedings against or which affect the Group, and changes i interest and exchange rates
Allwritten grverbal forward-lookng stalements made in this documeant or made subseguantiy, which are
attributable to Severn Trent ur any othar member ¢f the G-oup or persans actirg an thesr behal - are axpressly
qualifies int~eir e~tirety by the ‘a tors refer-ed ta abave

Subject ta campliance with applicable laws and regulations, Severn Trent does nal tntend to update these
ferward- caking statemants and does not unsertake any eblization o da 50 Nething nthis dacument shautd
beregarded as a profirs ferecast

This decurment 1s not an offer to sell, exchange or transfer any securities of Severn Trent Ple or any afits
subaidiaries and s not se iciting =n affer to surchase exchange o~ transfer such securit s e any Jorisdiction
Secunities may not be oifered solc or transierred in the US absent registralion or an apphicable exemption
from the registration requirerments of the US Seruribes Azt of 1933 (as amended)

Contents

What we de 02
Qur business model 04
Our social purpase 0é
Charrman’s staterment 16
Market and industry overview 18
Chief Executive s review 21
How we are achieving our sirategic objeclives 24
Ervironment, Social and Gevernance - At a Glance 29
0ODis and KPIs 32
Regulated Water and Waste Water 34
Business Services 4b
Chief Financial Officer s review 48
Risk rmanagement 54
Emerging risks 55
Principat risks 54
Brexit statement 61
Viability statement 62
GOVERNANCE

Chairman’s introduction to governance b
Beard of Directors b6
Executive Committee 68
Stakeholder and Shareholder engagement 73
Our company purpose and culture 75
Board evaluation 77
Nominations Committee report 81
Audit Commuttee report 85
Treasury Committee report 93
Corporate Responsibility Committee report 4
Directors’ remuneration report 97
Directors report 123
Directors Responsibilities Staternent 128
Independent Auditor s report to the members of Severn Trent Plc 129
Consolidated income statement 134
Cansolidated statement of comprehensive incame 135
Consolidated staternent of changes in equity 136
Consaolidated balance sheet 137
Consolidated cash flow statermnent 138
Notes to Group financial statements 139
COMPANY FINANCIAL STATEMENTS

Company statement of comprehensive inceme 195
Company statement of changes in equity 196
Company balance sheet 197
Notes to Company financial statements 198
Five year summary 202
Information for shareholders 203




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 viston 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 enjaying this
precious resource, for generations to come.

WONDERFUL ON TAP
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Strategic report

What we do

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

OUR VALUES REGULATED WATER AND WASTE WATER

Through our Company values Our Regulated Water and Waste Water
we deliver the commitments businesses Severn Trent Water [excluding
expected of a leading, socially Bioresources) and Hafren Dyfrdwy.
responsible Company

WE PUT OUR The primary activities we focuson
CUSTOMERS FIRST L e £1.5831m

L ARV T IR TS (7 R VIR A

Turnover'

WE ARE PASSIONATE i
ABOUT WHAT WE DO et £527.0m

Underlying profit before
interest and tax'?

WE ACT WITH

INTEGRITY 2.0bn
Litres ofdrlnkiﬁg water
supplied each day

WE PROTECT
OUR ENVIRONMENT 5,680

T — Employees®

WE ARE INSPIRED Where we operate
TO CREATE AN Map removed i?-”q'» \AWI Wi&’.: :-\\Wt:j.‘: [.‘;:“ -,‘\"I W,L-‘ ;]‘L‘|"T E [
AWESOME COMPANY R

P Lol Mgl o

READ MORE ON
PAGE 34

READ MORE ON
PAGE 20
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£518.1m

Profit before interest and tax'

4.5m

Households and
husinesses served

2.9bn

Litres of waste water
treated each day

Revenue split

Graph removed
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SEVERN TRENT BUSINESS SERVICES

The markets we focus on
» Bioresources

* Green Power
» Operating Services
* Property Development

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

There are five parts of Business Services:

Bioresources

Business services includes the sludge
treatment and related renewable
energy gene-aung activities within
Severn Trent Water

Green Power

Business Serwvices, through Severn

Trent Green Power, generates renewable
energy from anaerobic digestion,

crop, hydropower, wind turbines and
solar technology

Operating Services

Operating Services provides contract
services to municipal and industrial
clients inthe UK and lretand and the

UK Min stry of Defence [ MOD'] for design,

build and operation of water and waste
water treatment facilitics and networks,
and services to developers

Property Development
Property Development manages
the sale of surplus land

Qther

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 Newsegmental basis, see ncte Hto the
Group financial statements

2 Alternative Performance Meassures
are defined in nole 45 to the Group
financial statements

3 Average during 2018/19 see note 9 lo the
Group financiat slatements

READ MORE ON
PAGE 46

Graphic removed
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Strategic repart

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 Natural Financial
assets resources capital

A resilient, well maintained
network of clean water pipes
and reservoIrs, sewers

and pumping stations,

We maintain over 49,000 km
of clean water pipes and over
$2,000 km of sewer pipes

Water is collected

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

collect from reservairs, rivers
and underground aquifers
across our region

Water from reservoirs, rivers
and underground aquifers
are essential to suppo-t
Severn Trent's operatiors
and value creation

We look after some of the
UK's most impressive
natural resources

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
requlatory model We are able to
access a range of capital markets
to fund future operations

Qur gearing s 63%, one of the
lowest in the sector. We bave
committed undrawn facilities of
£885 miltion

Clean water
is distributed

Our network of pipes and our
enclosed starage reservoirs bring
a continuous supply of clean water
right to our customers taps

OUR
INVESTMENTS
IN RENEWABLE
ENERGY
PRODUCTION

Providing clean water and cleaning waste water
is an ‘energy hungry grocess 50 we use waste
and renewables to help us power our cperations.

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.

Feod waste anaerobic
digestion plants
generating green energy

GENERATING
& PRESERVING
LONG TERM

VALUE

04

Physical
assets

Our higgest year of capital
investment in over a decade

Good progress on our
Birmingham Resilience Froject

Replaced 230 km of our water
network in 2618/19

Natural
resources

We've improved biodiversity of
six hectares of Sites of Special
Scientific Interest [$SSIs ] in
2018/19

We are on track to reach our
target of 75 hectares by 2020

Financial

capital
Delivering returns far
ourinvestors

79% (2018 4 2%]
Bividend growth

investment grade credit rating

Severn Trent Plc Annual Report and Accounts 2019



Relationships

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 communities

are at the heart of everything we do

We aim to anticipate and meet
changing customers and wider
societal needs

We serve over 4 5 mullion
customers

i Customers enjoy

! pur services

! Weserve 4 5million

i businesses and households

i with a safe, reliable supply of
water and collect waste water
i seven days aweek, 345 days

i ayear

Our

people
We look to attract, develop
and retain talented people from
alt backgrounds, and bring
the next generation of water
experts into the industry

We directly employ over 4,300
people Glassdoor reports
that 74% of our people wou.d
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 ine with our
Modern Slavery comrmitments

We work with over 2,400 direct
suppliers and contracters

Waste water
is cleaned

Waste water is carefuily
screeped. filtered and treated
nour sewage treatment
works to meet stringent
environmental standards

Our
regulators

Our industry 1s regulated
by Ofwat and several
other regu ators and
public bodies

We wark with our
regulaters 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
Rezources Wales annual
consent fees to return
the treated water to the
water system

.

Graphics removed

Solar

Wind turbines

Cleangas and green
electricity from

our sludge anaerabic

digestion plants

Our customers
and communities

Lowest billstn 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)

Our

people
Developing people from all
backgrounds in Linc with our
Social Mobility Pregramme

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

Severn Trent Plc Annual Report and Acrounts 2019

Our suppliers
and partners

Building sustanable relationships

that provide mutual benefit

258 suppliers signed up to
Sustainable Supply Chain
Charter [2018 211)

Our

regulators
We shimulate regulatory
debates to improve services
for customers across
the induslry

Launched the Waorld Water
Innovatien 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 effectivelyl.
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One moment
of inspiration;
a lifetime of
water saving
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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 purpose 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 also believe
that a true measure of a company is how

it treats its workforce.
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Decades of
sustainable
iInvestment

positive effects
for all




Our 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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Strategic report

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
performance is discussed in detail in
our Chief Executive’s review. Here,

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

Qur purgose 1s to serve our communities,

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 Force, an
initiative that seeks to transform British
business with purposeful companies
that are caommitted to creating
long-term value through serving the
needs of society We were the only
utility to receive this honour, and we're
continuing our work with Will Hutton,
Clare Chapman and like-minded
companies 10 explore how we can best
use soclal purpose as a tool to promote
trust between business and society

This understanding and recognition of
soclial purpose has never been more
impartant - our purpose connects us
with our customers and communities,
Inspires our people, attracts investors
and reinforces that in the {ong-term we
all share the same interests We helieve
that transforming our services and
driving growth wilt lead to mutual benefit
for all, with performance that delivers
benefits to one group also delivering for
others The intergst of our stakeholders
are often interlinked, with many
shareholders also being our customers,
employees and pensioners

14

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 also in full consideration of cur

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

Andrew Duff

Chairman

Severn Trent Plc Annual Reportand Accounts 2019




| am pleased to see that inits emerging
strategy, Ofwat sees the importance of
encauraging companies to deliver public
value and how they can, for example, give
recognition to companies to own therr
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 1n this change,
investing £22 billion in today’'s money In
Iinfrastructure improvements 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 environment for all

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

Our people make the difference

Our people take very sericusly 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,
solving problems and working tirelessly
to keep our product flowing at the turn
of atap, 24 hours a day, seven days a
week - and an behalf of the Board | thank
them unreservedly

93.37p

Dividend per share
2018 86 55p

It is important that the makeup of our
workforce I1s representative of the
communities we serve | am pleasedto
report that in respect of ethnic diversity,
8 7% of our workforce come from Black,
Asian and Minority Ethnic ([BAME |
backgrounds Additionally, 31% of our
graduates and 12% of our apprentices
come from SAME backgrounds,
significantly above industry averages
We've also invested in initiatives te help
provide employment cpportunities to
people from disadvantaged backgrounds
In our region We are also the highest
ranked utility in the Hampton-Alexander
Review, which measures gender diversity

Sharing the rewards

Under our industry’s regulatory
framework, high levels of customer
servrce 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 £220 million
generated by our outperformance back
into our business, including vulnerable
customers, water quality and security
Additionatly, our new cemmunity 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 from continuing operations of
£1.767 4 millton, anincrease 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
prior year

We are therefore proposing a final
dividend of 56 02 pence per share to
be pard on 19 July 2019, taking the total
dwvidend for the year to 93 37 pence
per share

£1,767.4m

Group turnover
2018 €1,696 4m'

1 Restated for the imp ernen-ation of IFRS 15, see note 2 al of the Group financisl stateiments

Severn Trent Plc Annusl Repart and Accounts 2019

Your Board

There were no changes to Board
membership during the year

We continued to werk well together as

a team, with the appropriate balance of
Executive and Non-Executive Directors
The Board was fully engaged throughout
the PR19 process; and worked tirelessly
with our senior team to create a plan
that will bring real improvements to
customer service while also keeping bills
the lowest in England and Wales

Iti1s a real privilege to serve as Chairman
of Severn Trent and it has been a
pleasure to oversee the Company’s
progress over the last nine years As we
prepare to implernent our new business
plan, following selection as one of only
three companies awarded fast-track
status by Ofwat, | believe this 1s the
right moment to step down and allow

a new Charr to lead the Baard into this
important next phase for Severn Trent
These plans are in the early stages and
its planned to formally announce my
successor in due course You can read
more on this process 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 financial
strength of our business, and our
commitment to good governance will
help us to fultil cur potential as a socially
responstble business providing a high
quality, essential public service

234

Andrew Duff

Chairman

£563.3m

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

Regiohal businesses

50 million

Number of household and
non-househoid customers served

£130 billion

Total investment in the
industry since privatisation

The history of the water sector

Water services in England and Wales
have been transformed since the early
1900s Since privatisation 1n 1989, the
sector has invested £130 billion to deliver
improvements in reliability and quality
of service and it 15 estimated that our
sector has improved efficiency by around
67% Drinking water 1s cleaner, supply

is more reliable, sewer flooding ts much
less 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
achtevernents The water sectorin
England and Wales was recently ranked
joint first for providing better outcomes
for customers compared to other
European natians. In five of the six key
measures of performance - including
water quality, customer service and
costs - it 1s either the top performer or
the most improved Analysis by Water UK
states that around 0% of customers are
satisfied with their water service and that
86% trust their water company

The future of the water sector

Our planning horizen goes beyend 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,
regulators and rnvestors to share its
long-term vision for a brighter future
for the sector Despite our seclor’s
significant achievements to date, there
rernains much to do 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 respand to these
challenges and betieve the actions we
are taking now can have a significant
impact on our ability to be successful Iin
these areas in the long-term You can
read more 1n our social purpose section
on page 6

In April 2019 we were delighted to
launch the Warld Water Innovation Fund,
bringing together the most forward
thinking water companies across Europe,
the Americas and Australia The fund
aims to find, develop and accelerate
ground-breaking technologies that will
make a real difference across the world
The first area of focus 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 only 4% of water supplies are
transferred between water companies
We are working hard on planning an
interconnecter to move water from the
wettest parts of England and Wales to
the driest, for the benefit of customers
across the sector Plans for our new
interconnector are described an page 41

This has heen a pivotal year in our
regulatory cycle Our regutatory
framework continues to evolve and In
the next five year period we will see the
opening of the bioresources market,
enhanced customer Qutcome Delivery
Incentives ['0ODIs’) 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 customers 1s represented

SevernTrent Plc Annuat 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
regulatory framework, with strategic
and policy direction provided by the
Department for the Envirenment, Food
and Rural Affairs ['Defra ] in England
and the Welsh Government in Wales
Ofwat 15 the industry s economic
reguiator and sets imits on the prices
we can charge our customers over five-
year Asset Management Plan [AMP’]
cycles This financial yezr was the fourth
of AMPS, which runs from Aprit 2015 to
March 2020

We also work closely with a variety of
other regulators and pubhic bedies,
including

» The Drinking Water Inspecterate
[[DWI') independently checks that
water supplies in England and Wales
are safe and that drinking water quality
Is acceptable tc consumers its work
includes assuring water quality,
ensuring companies make the changes
necessary toimprove, and developing
new regulations to further improve
water quality

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

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

Natural Resources Wales 1s the
environmental requlator in Wales

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

Natural England advises the
Government on the natural
eavironment in England and helps

to protect nature and the landscape,
especially for plant and ammal 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 cur employees,
custamers and visitors |s preserved
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A key year in our regulatory cycle

Every five years, Ofwat reviews the
prices we charge for the forthcoming
five year period lhey alsc review cui
plan setting out how we intend to deliver
for customers and the environment

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

Severn Trent Water’s plan

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

we have ever coordinated, consulting
with 32,000 customers and considering
a further 19 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 anline Tap
Chat, which enabled customers ta give
us rapid feedback on our proposals

We are committed to continued
improvements in core areas of our
service Ourplaninctudes 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
cemmunities we serve, supported by
our new community dividend We will
also invest over £6 billion over the
next five years, ensuring we continue
to build a lasting water legacy for
future generations

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

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

be able to invest more to improve our
services to customers whilst delivering a
bill reduction for custormers of 5% in real
terms over the next AMP, maintaining the
lowest bills 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 purpose company’ thinking

and our initiative with the Purposeful
Company Task Force We believe that if
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 our
high standards of governance and focus
on the sustainability of our business

and our custorner 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 menths before the start
of the next AMP, we are accelerating
our preparations |n March 2019,
we announced details of the first
key contractors we intend to use to
deliver our ¢ £2 billion investment
in construction projects fer AMP7

We receved our Severn Trent Water draft
determination in Aprit 2019 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 te 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 tustorical data

We were pleased that Ofwat s initiat
assessment recognised the progress made
on our cost base over the last two years
and the certainty provided by our Totex
plan being approved We have continued
to work constructively with Ofwat on

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

What's next?

Hafren Dyfrdwy draft determination
- July 2019

Final Determinations 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
cantinuous
innovation
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READ MORE ON

Investing
responsibly
for sustainable
growth
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thie
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READ MORE ON
PAGE 26

Changing the
market for
the better

Working in a changing
macro environment

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

The Chairman comments ¢n 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
imporled 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 on page 7

Creating an
awesome place
to work

.].Hd\r'r
Tl 1o

READ MORE ON
PAGE 27

READ MORE ON
PAGE 28
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Chief Executive’s review
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Otherinformation

Graphic removed

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

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

Liv Garfield
Chief Execulive

Severn Trent Plc 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
customers 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 our financaial

and operational performance

We demonstrated resilience and
flexibility in our network througheut

the prolonged hot, dry weather over the
summer - which saw a 22% increase In
demand for water from our customers at
peak imes This intense activity would
nct have been possible 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 our operational parformance in
the performance review and our financial
performance in James’ financial review

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

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

So,inthisyear s CEO review, | want to
share how our plan will deliver for our
customers, the environment and wider
society, our people and those investors
supporting us on our lang-term journey

21
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Chief Executive’s review
continued

Our customers: at the heart
of our plan

32,000 custormners had a direct say in
development of cur Severn Trent Water
plan and a further 12 million views
helped shape its creation Qur absolute
priority 1s to improve seryvices for all

of our customers in areas that matter
most to them We work night and day to
create a service that s 50 good that our
customers would still choose us, if 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 over

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

Improving our envirenment is a key
area of focus for us and our plan 1s not
Just to protect the environment, 1t s

to significantly improve it We already
work hard to make sure that the impact
we have 1s 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 our
great performance in this area within
our performance review section.

£563.3m

Group PBIT
2018 £527 2m’

£1,767.4m

Group turnover
2018- £1,6%96 4m’

£573.6m

Underlying Group PBIT?
2018 E£5398m’

As | ve already mentioned, our sacial
purpose ethos aims te build trust
hetween our stakeholders and three
of the things I'm persoenally most
proud of are.

- Qur new community dividend, threugh
which we willinvest 1% of our profits in
community projects - a really exciting
opportunity to make a positive impact
In our region

Our commitment to the Secial

Mobility Pledge - helping people from
disadvantaged backgrounds across our
region become part of the Severn Trent
famity and succeed within our business

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

1

We're committed to creating a more
res)lient water sector in England and
Wales Key tothis 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
beneht of custormers across the entire
sector Collaborating with other water
companies is a great example of how
the sector s foecused on customers in
all parts of the country, not just in their
own regiens

71.9%

Dividend increase
2018 6 2%

£4.5m

Net OD1 penalty®
2018 Netreward of €71 6m*

Restated for the implementayon of IFRS 15 see note 2 of the Group financial staterments

Atternative Performance Measures are defined in note 45 of the Group financial staternents

1
2
3 Outcome Delivery Incentive [ ODI' guated pre-tax in 2012/13 prices
4

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, whichis
the biggest water enhancement project
In the sector in AMP4, with 25km of

the pipeline already installed Thists

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 cur c.£2 billion investment in
construction projects over the next
AMP And were alsc creating a new
specialist design team By investingin
the professional expertise of our people
we will further improve the rebability
and availability of our assets

Following year end, we launched

our World Water Inncvation Fund in
April Joining forces with Like-minded
companies across the globe to find new
ways of working - pooling resources

and ideas to develop and accelerate new
technologies Qur £5 million investment
in the Fund will make a real difference to
people’s lives across the wortd and I'm
really excited about what we can achieve
by working together The inttial focus
will be on leakage and we have already
invested ourselves in innovative ways of
finging leaks faster, and fixing them more
efficiently, and I'm pleased that we have
started to see some encouraging results

Restated to reflect Otwat s decision on Supply Interrupiions in their Final Determination of in-period 0DIs for 2018
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Our people: delivering our
plan for customers, every day
of the year

Our pecple 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 hest employer
we can be We're conslantly looking
for new and better ways to help our
people do their Job more effectively.
fulfil their potential and make them
feel valued In doing so, we improve the
service we deliver to our customers
So, were centinuing our investment

tn training - through our Severn Trent
Academy When completed this will
train our engineers and leaders of the
future, giving cur people oppoertunities
for growth, development and more
rewarding careers

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

I'd like te thank our 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 n
AMP7, we're expanding the volunteering
programme to include working with
Heart of England Forest to create and
protect a huge broadleaf forest across
the Midlands

Our environment: investing
for the benefit of all

We took 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 We're
proud of our envirenmental performance,
with rivers tn the UK, including the rivers
Severn, Trent and Deen our region,
being cleaner than at any time since the
industrial revolution

Water scarcity remains a huge challenge
for the water industry across the world
- go it'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 explering innovative ways to
reduce water scarcity on a global scale

I am delighted that we mcreased our
energy generation to the equivalent of
43% of the energy we consumed this
year We continue to invest heavily in
renewable energy — and we welcomed
Agrivert to the Severn Trent famity
during the year - adding 1056wH

per annum to our energy generatien
capacity, This reflects our commitment
to become a sector leader in sustainable
resource efficrency, and to drive down
carbon emissiens The Board thoroughly
enjoyed their recent site visit, observing
anaerobic digestion processes, and

they were hugely impressed by the
engineering capability and expertise

of our people.

Graphic removed

J
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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
social purpose and sustainability aligns
with the interests of investors over

the long-term Delivering against the
custemer, sccial, 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 in our asset base to
meet the emerging environmental and
sccietal needs of the region we serve
Woarking with Lke-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 choose
to cerne with us on our journey

Locking forward

We are driven by aur social purpose,
and believe this1s also in the

long-term interests of our investors

lo be a financially sustainable business
we first need to be socially and
environmentally sustainable

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

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

to set us up for continued successin
AMP7 Whether that s keeping bitls
low, iImproving our services, or having
a really positive societal impact on our
communities |t s going to be a real
challenge and it's one we're confident
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?

We'll imprave the way

i owhich cu
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READ MORE ON OUR ODls
ANDKPIs DN P 7

READ MQORE IN OUR
PERFORMANCE REVIEW

ON PAGE

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

Detiver an the things that matter most
to our customers as measured In
customer OD's

Provide a service that is affordable
forall and support our financially
vulnerable customers by assisting
50,000 customers with ther bills

Our progress in 2018/19

We ve continued to offer a range of
support schemes to help our customers
struggling to pay theirr bills Quraimis to
support at (east 50,0600 customers each
year while continuing to evolve our offers
of support and our priority services
register We're already significantly
expanding the scope and offers of
support avallable Alongside this, our
Big Difference scheme continues to
offer up to 90% discounts for customers
that are struggling to pay their bitls

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

We ve delivered another good

year on customer ODis, delivering
outperformance equivalent to

£91 million And we agreed with Ofwat
to uncap ODIs 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 medel, including

ta the design and operation of our
Network Control room and increasing
availabibty of real-time data

For example, we ve used 100 high
pressure loggers across our network
to 1dentify pressure transients and
modify the system control on booster
pumps to minimise them

We applied the learnings from the
Freeze Thaw eventin March 2018
during the prolonged het, dry weather
this year- which saw a 22% increase in
demand for water from our customers
at peak imes. We demonstrated
resilience and flexibility in our network
during this ime and focused on
prioritising resources to meet the
additional demand and mimimising the
impact on our customers

* We ve increased our customer

engagement including running our first
ever TV ad to promote water efficiency.

Areas of focus for 2019/20

* Prowviding a service that s affordable

for all and support our financially
vulnerable custermners

* Maintaining the lowest bills in England

[Severn Trent Water] and Wales
(Hafren Dyfrdwy]

» Delivering on the things that matter

most to our customers as measured by
customer 00Is

* Further improving our incident

management capability to ensure we
can maintain an uninterrupted supply
of clean water to our custorners

Graphic removed
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Drive
operational
excellence and
continuous
innovation

What do we
mean by this?

We ll build a smarter
ste water
network, develop our
business intelligence
and simplify our cross
business processes

water and w

READ MORE ON O
AND KPIs ON PAG

READ MORE INQUR
PERFORMANCE REVIEW
ON PAGE 34
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What we said we would do in 2018/19

* Deliver our plans to be Upper Quartile
for Retail, Water and Waste

Continue to provide
environmental leadership

Make further progress on the quality
of our water as measured by the DW!'s
Compliance Risk Index

Regain self-assured status for our
English business

Our progress in 2018/19

+ Qur performance across Waste -
service and cost efficiency - remains
sector leading And our PR1% plan
placed us in the upper guartile 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
improvernents on external sewer
flooding performance In Water, we've
delivered substantial second half
improvements, gving us confidence for
201%9/20 and beyond We are continuing
to make improvements in Retail

* We've successfully delivered two key

environmental commitments - overall
environmentat 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 biodiversity
commitments Unfortunately we've
seen an Increase In serious pollution
incidents this year and we re putting
extra resources in place to make
improvemnents (n this area

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

* We ve continued to make strong
progress, as a result of our additional
investment made earlier in AMP6
Woe are working really hard on further
improvements in this key area

Areas of focus for 2019/20

* Retaining our strong performance on
Waste, while making improvements on
Retall and Water service

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

¢ Retain a mimimum of targeted
assurance and all measures assessed
as ‘minor amends or abave

= Sharing best practice with other
compantes so all customers across
England and Wales can benefit from
the improvements we ve delivered in
our region on external sewer flooding

Graphic rermaved
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How we are achieving our strategic objectives

continued

Invest
responsibly
for sustainable
growth

What do we

mean by this?

We'll develop an
eflective sir:
which optimis

eqgy

regutlaled asset base
whilst creating new
growth opportunities
or the future,

READ MORE ON GUR OD!s
AND KFPIs ON 32

READ MORE IN QUR
PERFORMANCE REVIEW
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What we said we would do in 2018/19

* Deliver fully on our PR14 investment
commitments, being confident that
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 ] nisks

* Drive a facus on efficiency across
all business areas including
central functiens to support
frontline investment

» 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 billion 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
comrmitments where customers
are protected by custormer ODIs -
Birmingham Resilience and the Water
Framework Directive

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

see Principal Risks section on page 56

Over AMPS, we have locked In
£460 million of efficiency We've
achieved this through a range of
imtiatives including the roll-out of
standardised products, embracing
‘plug and play’ construclion, 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 mitlion 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 million litres per day and
24/7 use of a fleet of water tankers to
top up service reservoirs

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

Qur cross-team communities of
practice continue to develop novel
approaches and share best practice
with the aim of delivering targets in
2019/20 and meeting the 15% leakage
challenge in AMP7

Areas of focus for 2019/20

+ Promoting a mere sustainable way of
working which looks beyond traditional
end-of-pipe solutions (including our
partnership working and sustainable
sewage treatment commitments)

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

Continuing 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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Change
the market
for the better

What do we
mean by this?

We'll emmbrace market

opening in the UK and
explore opportunities
for growth in new

wator markoets,

READ MORE ON OUR 0DIs
AND KPls (ON PPAGE 32

READ MORE IN OUR
PERFORMANCE REVIEW
ON PAGE 34
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What we said we would do in 2018/19

* Produce compelling cases for
investment at PR1? that enable strong
RCV growth over AMP7 and AMP8

Deliver phase two of the energy and
renewables strategy to achieve 50%
self-generatien

* Build a sector teading approach
to bioresources

Finalise the creation of Hafren Dyfrdwy
and deliver a great first year.

Our progress in 2018/19

* We ve received fast-track approval
for our PR19 business plan for Severn
Trent Water The Totex allowance
drives strong RCV growth, with Ofwat’s
modelled cost allowance having
reflacting many of the areas we had
mghlighted for improvement in AMP7

+ We're on-track to exceed our 50%
self-generation target by the end of
AMPS, with the Agrivert acquisibion
supporting our bioresources energy
and renewables strategy

* Ofwat s assessment of our PR1%
business plan recognised cur leading
approach for bioresources

e The Hafren Dyfrdwy Licence came into
effect on 1 July - we've invested in
improvements in both the technology
platform and asset base There ts
more to do to improve performance
on the measures that matter most to
customers at a cost that 1s affordable,
and we are putting extra resources n
place to do this

Areas of focus for 2019/20

e Working progressively with Ofwat
to finalise the PR19 cutcome.

» Delivering our ambition of 50%
self-generation

* Progressing the development
of regional water trading
solutions, including the North
to South interconnector.

Graphic removed
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How we are achieving our strategic objectives

continued

Create an
awesome
place to work

nd career
Hmaent.

READ MORE O
AND KP|s ON

READ MORE IN OUR
PE

28

What we said we would do in 2018/19

* Deliver a further step change inour
safety performance and support tha
wellbeing of our colleagues

Centinue to build on our strang
volunteering performance and drive
the Corporate Responsibility agenda

Continue our focus on tmproving
overall QUEST engagement scores

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

Our progress 2018/19

* We were awarded silver in the Mind
Workplace Wellbeing Index 2017/18
Qur health and safety performance Is
upper quartile within the sector and we
experienced no major safety incidents
and no fatalities in the last 12 months
We did see an increase in Lost Time
Incidents E'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 Is
considered at the Employee Forum,
Executive Committee and Board
In April 2019 we revamped our Goal
Zero Strategy, with dedicated quarterly
awareness campaigns

Over the last year, Community
Champions, cur volunteering
programme, has supported over
1,900 colleagues to make a difference
by helping to make our region’s
walerways even healthier and
suppoerting our tocal communities

* We're are also pleased to maintain our
strong engagement scores follow:ng
our QUEST survey - cempleted by over
90% of our workforce - placing us five
paints above the average benchmark
for UK and Ireland This is great news,
especially given the extra commitment
of our people this year 10 the difficult
circumstances during the prolonged
hot weather over the summer

« We're on-track to deliver our
Training Academy hy Spring 2020
Ensuring our peopie have the right
mindset, technical competence and
leadership skills for now and in the
future We've repurpased an existing
building to provide a greener solution,
and are developing an exciting syllabus
that uses state-of-the-art traimning
techniques including virtuat reality and
network simulation

Areas of focus for 2019/20

¢ Delivering an improvement in
our safety performance through
focused interventions

Maintaining our commitment ta the
wellbeing of our colleagues

Continuing to implement
improvements identified by our
QUEST engagement

Developing an exciting and innovative
syllabus for our new Training Academy

Graphic removed
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Environment, Social and Governance
At a Glance

> Strategic repart

We are proud to be recognised as the first socially purposeful
company in the utility sector The content below pulls together
details of our sustainability performance that are integrated
throughout our Annual Report and Accounts It alse highlights
where you can find more information on our Environmental,
Social and Governance [ESG') performance

2020-2025 Commutments

We are cormmitted to continually developing and improving
our approach, and continue to explore the role accreditations
can play in providing legitimacy to this, We've developed
adedicated ESG page on our website where you can find
further information

ESG performance Read more

Carbon and Qur triple pledge:
Climate Change = Carban neutral by 2030, more stretching
than science based targets,

avallable within that time window], and

self-generated and purchased energy)

+ 100% electric vehicles by 2030 - [assumes
specialist vehicles such as tankers become

Carbon reduction - Group net Greenhouse Page 124
Gas Emissions [ GHG') ermissions fell by

27% 1 2018/1% Areduction of 41% since

the beg'nning of the AMP Total annual net

emissions 268,283 tonnes C0.e

Renewable generation - Generated Page 125

+ 100% renewable energy by 2030 (including equivalent of 43% of our electricity needs,

up frorm 38%n 2017/18. On track to exceed
50% target by 2020

Tree planting - Plant the eguivalent of ane
tree for every three households we serve
by 2039,

Links to our strateqic objectives

Water Industry Achievement awards - Page 126
Winner of the Energy and Carbon Imtiative E
Links to our strategic objectives of the year
Biodiversity Biodiversity - Improve 1090 hectares of Biodiversity — Improved biodiversity of six Page 39

tand [or km of river] for biod versity by 2025 hectares of 55851510 2018/19 On track to

reach our target of 75 hectares by 2020
Catchment Management - Gold award
winner at the Corporate Engagement
Awards 2018

Water Water resources - Reduce unsustainable
Management abstraction by nearly 100 Ml/d

Water management - Triple the rate
of leakage reduction across the sector
by 2030, Facus an metering households.
Education - offering every primary scheol
inthe Midlands a visit from our Wonderful

usage behaviours

Environmental leadership

Links to our strategic abjectives

Water Tour, inspiring them to change water

Water resources - Published draft Water Severn Trent
Resources Management Plan [ WRMP | setting website

out our long-term plans to accommeodate the

impacts of population growth, drought, and

climate change uncertainty to balance supply

and demand over the next 25 years

Leakage — Hit MLE target and have delivered Fage 39
areductionyear-on-year of 16 M{/d

Water quality - 6% improvement in water Page 35
quality complaints

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 over 130,000 young Page 35
people this year through our cducation
programme, ahead of 125,000 annual target

Water efficiency - Carried out 26,000 home Page 36
water efficiency checks to belp customers

manage their consumption Installed 35,823

water meters

Environmental River quality - By 2025 we will have
Stewardship improved the quality of over 50% of rivers
INgurtegon

of four billion plastic bottles ending up as
waste by 2030

Links to our strategic objectives

Severn Trent Plc Annual Repart and Accounts 201%

Singte use plastie - Prevent the equivalent

River quality - On track to improve at least Page 41
1,600 km of our rivers by 2020

Single use plastic - Suppo-ted Refil p 43
campaign, contributing to the 22,000 ~efill age
stations in the UK We have eliminated

single use plastic frem our office locations

Environmental management system -
35% ol our operations externally certified
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Environment, Social and Governance - At a Glance
continued

Social - Our people

30

2020-2025 Commitments

ESG performance

Read more

Creating an
awesome place
to work

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

Links to our strategic objectives

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 our people would recommend us to
a friena. Employee engagement score five
points above the average benchmark for UK
and treland

In 2018/19 our voluntary employee turnover
was b 5%

Page 108

Training - Above EU average for training
investment with over 15,0060 training days

Page 44

Diversity and Inclusion - Fourth in
Hampton-Alexander Review FTSE100 for
women in leadership, and the top utility

Page 44

Social mebility - Signatory to Social Mobility
Pledge Top 20 Company in the UK's Sacial
Maobility Index

Fage 113

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

Severn Trent
website

Reward - The Remuneration Committee
ensures that pay 1s fair throughout

the Company and ensures executive

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

Page 110

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

Page 45

Goal zero health and safety ~ LTIs per
100,000 hours worked - Severn Trent Water
0 3 and Business Services 029 Upper
quartile performance in the sector No
fatalities in the last 12 months

Page 45

Zero tolerance approach to modern slavery
- Madern slavery statement ranked 16thin
the FTSE100

Severn Trent
website
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2020-2025 Cammitments

ESG performance

Read mare

Vulnerable customers - £3 5m trust fund

UN Sustainable Development Goals
{'UNSDG'] -~ Aligned aur commitments
with the UNSDGs, highlighting positive
contribution to 17 of the 17 goals

volunteered in 2018/19 ahead of 30% target,
impraving 34 km of riverside and planting
aver 3,000 trees

Putting our Cammunity contribution - We re investing Page 24
: 1% of profits for a new community fund - to donations annually, 2 62 sociat return on
customers first
make positive impact in our region investment Supparted 52,838 people who
Vulnerable customers - We Ll help nearty struggle, against an annual target of 50,000
50% more customers who are struggling
w Qur performance for customers - Overall P %4
.g.. wt paty th‘i'r b'%s byt2025 anc: develop 3 customer satisfaction 1s 85%, 7% higher 298
= strategy to end water poverty than the natienal average Trustworthiness
3 15 at 73%, making Severn Trent the most
E trusted water company in England
= i -
S Customer Experience = Maintained t4th Page 33
- position in customer Service Incentive
g Mechanism ['SIM’) score Upper gquartile
0 in the Institute of Customer Service’s UK
E index as the top English water and sewerage
£ company ['WaSC'] and only slightly short of
E Links to our strategic ohjectives the UK average in all sectors
n
3 Supporting our Innevation - Launched the World Water Charitable contributions - Founding Fund
(&)
o e fnnovation Fund Our £5m investment partner of WaterAid and raised almest £30 website
communities
3 . will make a real difference to lives across rmillion since 1981
ol and wider the world
| N H - 0
= soclety Doubled the funding for innovation in AMP7 Volunteering - 2% of employees Page 44
‘S
(=]
(53]

Responsible supply chain - 100% prioritised

Severn Trent

[<}]
o
o
1]
| =
f.
[«¥]
>
[=]
(&)

suppliers signed up to our Sustainable website
Supply Chain charter
FTSE4Good certified
Links to our strategic abjectives
2020-2025 Commitments ESG performance Read mare
Committed to the highest standards Highly commended - PwC Building Putlic
Trust 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 palhlinder by The
Purposeful Company Task Faorce
Ofwat - Commended us on our pathfinding Page 19
soctal purpese company’ thinking
Ofwat - Awarded our Severn Trent Business Page 19

Links to our strategic objectives
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Strategic report

0DIs and KPis

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

Progress against our customer
Outcome Delivery Incentives'?3

Embed customers at the heart of all we do

internat sewer flooding*

Actual
729

External sewer floading*

Actual
3,795

Reward/Penalty
873

£42,820'

Rate of Reward/Penalty (perincident)

Why we measureit

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

It 15 one of our custamers most important priorities

Progressin the year

We agreed with Ofwat ta strengthen cur
performance commitmenl on internal sewer
floeding from 1 January 2019, see page 37 for
further details We are reporting a performance

of 729 iIncidents, ahead of our adjusted performance
comrmitment of 873

Reward/Penalty

£2,967

Rate of Reward/Penalty (per incident)

Why we measure it

To ensure we do everything we can to prevent
fleoding of customers’ homes or businesses.

It1s one of our customers’ most important priorities,

Progress in the year

We agreed with Ofwat tc 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
£19.779 10 £2,967 at this ime We are reportinga
performance of 3.795 . ncidents ahead of our adjusted
perfarmance commitrment of 6,499

Drive operational excellence and continuous innovation

Improvements to river water guality

Actual
87

Penalty/Reward

£750,000'

Rate of Penalty/Reward (per gualifying pointl

Why we measure it

We have statutory obligations to deliver, but our
custerners told us that we should do more where
we can This performance commitment ensures we
meet our cbligations and drives us to make faster
pregress where 1115 possible

Progress in the year

We have delivered 53 qualifying Water Framewaerk
Directive points during the year and our cumulative
totalis 87 We are on-track {or our end of AMP
target of 233.

Invest responsibly for
sustainable growth

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

32

Number of Category 3 pollution incidents*

Actual
329

Minutes without supply

Actual
19.7
Reward Penalty

12.9

£1.10m'

Rate of Reward/Penalty [per minute)

Why we measure it

Our customers value water being there when they
needit This performance cernmitment ensures we
are driving down the impact of any interruptions te
supply across our network to minimise the impact on
cusiomers

Progressinthe year

We have interrupted custorners supply for an
average of 19 7 minutes, higher than gur committed
performance level of 9 4 minutes

Successful catchment management schemes
Actual
26

Reward/Penalty
3

£53,900'

Rate of Reward/Penalty [per incident)

Why we measurait

Minimising 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 inthe 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 RewardCap
12 il
£1.03m’
Uom

Rate of Penalty/Reward (per scheme)

Why we measureit

Our customers want us to took far new and innovative
ways to improve water quality, whilst working in
partnership with ather stakeholders to deliver wider
benefits Thes performance cemmitment focuses on
how our approaches are enceuraging farmers and
land owners to change their behaviour 2nd practices

Progressin the year
We have delivered 26 catchment management
schemes, well ahead of our perfermance comamitrnent

Severn Trent Water Limited

0.30

Lost time incidents per 160,000 hours worked
201718 017
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SIM - Customer experience

Not yet defined by Ofwat

81 .455IM score

Why we measure it

Providing good quality service to our customers is
key and the Service Incentive Machanism {SIM]
provides us with a regular cpporturity to understand
cur performance and implement imtiatives te
improve the quality of service we provide, but also
deliver value for money

Progress in the year
We have reperted a SIM score of 81 45 for 2018119,
which 15 belew our target of upper quartile

Asset stewardship - coliform failures

Actual
13

Penalty

£463,000"

Rate of Penalty

Why we measure it

The presence of colifarms in our drinking water 15
unacceptable as it s an indcator of poor quality so
we continually moniter curworks to ensure we are
producing high quality water

Progressinthe year

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

Severn Trent Business Services

0.29

Lost time incidents per 100,000 hrs worked
2017118 015
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Complaints about water gquality

Actual
11,923

Reward/Penalty

£900'

Rate of Reward/Penalty [per complaint]

Why we measure it

Customers value the aesthetic quality of their
water This performance commitment 1s designed
to ensure we manage our network to munimise the
number of events that cause discolouration, taste
or odour problems

Progress inthe year

Ouring the year the number of drinking water
complamts reduced from 12,487 to 11,923, higher
than our camruitted perfarmance level of 9,992

Leakage

Actual
427

Reward/Penalty

£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 usto reduce our level of
leakage as a priority

Progress inthe year

We are reparting an cutturn of 427 MI/d which s
mdrginally ahead of aur performance commitment
of 429 Ml/d

No change

Severn Trent engagement
score improvement?

2017/18 6 percentage points

Progress against
our financial KPIs’

£1,767.4m

Group turnover
201718 £1,676 4m*

£573.6m

Group underlying PBIT
2017/18 E£539% 8m?#

145.8p

Underlying earnings per share
2017/18 120 5p?

Notes

In 2012/13 prices after tax

2 These are alse key measuremenis used to assess
our Corporate Responsibitity performance

3 We havereported performance on our customer
ODlis on a comparable basis by reperting the
current year perfermance for the Severn Trent
Water region that was in place during 2017/18

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

[51]

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

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

=1

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

o0

Restated lor implementation of IFRS 15 see note 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

Our Regulated Water and Waste Water
business includes 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 our total
customer base,

4.5 million

Number of households 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 far our customers
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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 mitlion households and non-
households We provide them with
around 2 0 Billon Ltres of high quality
drinking water daily, and treat around
2.9 bithion btres of waste water every day

As part of the development of cur Severn
Trent Water PR17 plan, we focused

on customer insight gleaned frem 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 therr wishes right at its heart

As we developed the plan we asked our
Customer Challenge Group, the Water
Ferum, to rigorously challenge every
aspect of our custamer engagement to
make sure we'd addressed the issues
most impertant 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 issties that matter

Our engagement pragramrme
confirmed that the issue that matters
most for our customers continues to be
afferdability - keeping bills low for our
essential service 1s their top priority,

Graphic removed

Graphic removed

as well as making sure that our most
vuinerable customers have the support
they and their families need

Their next most important 1ssue is
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
about it

Customers also want us to continue

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

us They alsowant us to have a positive
Impact on our local environment and in
the communities we serve And they want
to be able to talk te us If, when and how
they want to, while alsc keeping them
informed about what we're doing

This detaited engagernent means we truly
understand what matters to our custormers
- and that gives us a huge amaunt of clarity
around what we have {o do for them in the
months and years ahead

So, If those are the 1ssues on customers’
minds for the future, how are we doing
on those today?

Reducing customer bills

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

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

was more than £59 lower than the average
it and £152 lower than the mighest.

Understanding different

customars’ needs

As part of our development of the PR19
plan, we undertock the most extensive
customer engagement activity in our
hustory 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
customer views From this we created
our customer hierarchy of needs

15,000

People jeined our
cnline panel

Severn Trent Ple Annual Repertand Accounts 2019



> Strategic report

Similarly, our Hafren Dyfrdwy customers
enjoyed the lowest bills iIn 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 te

our customers 'n Hafren Dyfrdwy

we're increasing investment by 4% per
customer to Improve services, whilst
Limiting the increase in customer bitls

te 1 9% in real terms over the five

year period

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

12 months

Looking ahead, we intend to help even
more of our customers For example,
our PR19 plan includes a commitment
to support almost 50% more people
between 2020 and 2025, through
schemes such as our social tariff

and through other options, such as
payment breaks

Engaging with the customers

of the future

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

The Wonderful Water Tour 1s targeted
at children 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 benefts
ot staying hydr ated.
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Working hard to provide the quality
service that customers expect

Our waste water perfarmance 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 our
customers We will never be complacent
about cur performance and will continue
to push for year-on-year improvement
through further investment

After demonstrating strong customer
support for cur proposal, we were
pleased that, in December, Ofwat agreed
to Oft the customer 0Dl 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
a further 6% improvement, building

on our achievements of last year when
complaints were dewn 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 our multi-year journey
to improve 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 months, 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! It inspires 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 Schaool,
Nuneaton

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

The resilience of our water supply was
tested through one of the hottest, driest
summers on record - which saw a 22%
increase in demand for water frem cur
customers at peak times We warked
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, cur
focus being on Prevent, Restore, Repair,
and we delivered a 64% improvement in
our performance in the second half of the
year Additional infermation can be found
on page 38

We are particularly pleased with the
progress we are making in partnershp
with landowners and farmers across

our region to iImprove the ecology of
rivers (n our region Qur industry leading
Catchment Management Programme has
ytelded great results over the past year
and demonstrates the power of strong
collaberative 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 cur biggest single
year of capital investment 1n the last
decade, demonstrating our commitment
te continued investment in long-term
infrastructure All of our current

major caprtal schemes made good
progress during the year including our
Birmingham Resilience Project, which1s
the biggest water enhancement capital
project in the sector to be completed
within AMPé This will ensure security of
supply to Birmingham for generations
Please see page 40 for more details on
this and other key capital projects

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

We alsc launched Tap Chat during the
year This new online community panel
gives us feedback about how we're
downg and, mare impaortantly, how we
can do even better With 15,000 active
participants, representing all walks
of Ufe and areas across our region,
Tap Chat played an important role in
shaping our PR1% business plan and
provides ongoing engagement with
our customers

Graphic removed
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Serving local communities

We re very aware of the centrat role
we play i our community - this 1s not
only where we work, but where most
of our employees live We know that
our customers want us to 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
community dividend we will invest 1%

of our profils In community projects -

a really exciting opportunity to make a
positive impact in our region Our hape is
that the community dividend will benefit
thousands of our customers, together
with their communittes, to make a
pesitive difference to their everyday lives

We are also doing mare to engage with
our customers 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
1ssues that matter to them Soit's
important 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, tatk to us through our live-
chat on our website orvia social media
They can even write us a letter if they
prefer Whatever method they choose,
they will be certain of a response

Mare than 1 9 million customers are
now signed up to our online offerings
and, during the last year, our web
self-serve platform handled more

than 16 million customer contacts

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

Customers trust our performance

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 n delivering on the 1ssues which
matter most to customers investing

in the resilience of our netwark and
renewable energy, as welt as doing more
for our must vulnerable customers

We know we've still got more to do on
SIM, Dfwat’s current customer service
measure and we were disappointed to
fimsh the year in 14th place. However,
we were pleased to agamn be in the top
quartile of utiltty comparies in the UK
Customer Service Index, which will be
relevant in AMP7 when Ofwat s new
customer satisfactien measure [[C-MeX )
Is set to be introduced C-MeX will be
partly based on customer contact,

as with SIM, and partly on customer
percepton which s 2 much wider
measure We welcome this change as
C-MeX wilt ensure that the totality of
the experience of all our customers

15 represented

Helping customers to help us

Extra demand for 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 provide
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
pratect future supplies
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Driving operational
excellence and continued
innovation

Qur customers expect us to ImMprove 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 it safely

to the environment

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

for measures that customers feel are

the most impoertant, and also penalise
companies for poorer performance

In cur view, this is the best way to ensure
high quality performance for the benefit
of all stakeholders - 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

maost important Overall, 2018/19 was
also an encouraging year for our water
performance as we continue to make
progress on our multi-year improvement
Jjourney on water quality and provided a
high quality preduct to our customers,
whilst protecting public health

Fighting the fatlberg)

A major cause of sewer flooding are
bleckages which can be caused by
fatbergs, the common name for the
build-up of wet wipes, fats, oils and
grease nto 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 could
have developed into major blockages
Working with 24 food service outlets and
officers from Environmental Compliance
and Services, we launched a programme
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
performance

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 like-for-like basis, we earned
£103 1 million frem waste water ODls in
the year which was reduced to £7 Tm by
the impact of the regulatory cap agreed
with Ofwat and changes to our ODI
incentives and targets for the remainder
of the AMP After providing evidence

of support from our customners, In
December 2018, Ofwat agreed te raise
the cap and we accepted even mare
challenging measures This will allow
us to deliver an even better service

for custemers earlier than previcusly
planned and to continue to drive
improvements in the industry

Graphic removed

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
work on sewer [looding holspols across
our waste network

Alongside investment in infrastructure
we have used innovative chemical
treatments to help reduce the build-up of
fats, oils and greases [[FOG'] Were also
working with communities and industries
to reduce the amount of FOG that ends
up tnour sewers Our programmes to
educate custorners and their children

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

for more information Additionally, we re
identifying and taking legal action against
businesses that clog our sewers with
FOG and recovering operatiocnal 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
provision into AMPY and beyond

Making more informed decisions

Our continued investment In monitoring
technology such as sensors and loggers
has further informed our teams decisien
rnaking In fact we have more data

points 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 te 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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Poliutions

We work hard to manage our impact on
the environment We were pleased to
have continued to outperform against
the challenging 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 efforts
we've delivered significantly better
performance in the secand nalf 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
more menitors which will significantly
improve our 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

Focusing on water quality and supply

Good progress on water guality
Following cur renewed focus on water
quality In recent years, complaints

fell again by 4% during 2018/19 1n line
with the target agreed with the DWI

This builds on our 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
ourrivers Is as clean as possible in

the first place. Known as Catchment
Management, this approach 1s not

only great for the natural environment
by reducing potlutants entering
watercourses, it also ensures that

the gquality of the water we abstract s
improved This impreves the guality 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 excellant
record in this area, particularly
through the success of our Farm to
Tap scherme
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Water catchment initiatives have played a
major part in this improvernent 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 usin
ensuring the stability of our treatment
processes and quality of our product

to customers

We have introduced new technology to
drive further improvements in water
quality in years to corne by ensuring

we proactively intervene to address
risks to water quality For example,
bacterial analysis can take 30 hours from
taking a sample to receving a result
Gur innovation team analysed technology
across a range of different sectors

and created a bespoke solution that s
acknowledged as the world’s first online
bacterial monitoring system This gives
us high quality analysis in real bime,
allowing us to identify issues guickly and
take action to prevent bacterialogical
failures at our treatment works and
distribution service reservoirs By the
summer of 2019, we will have 20 units
avallable, most as fixed installations,

as well as others that we can use on a
rmobile basis

Meeting water demand

The summer of 2018 saw a perod of
prolonged hot, dry weather - and we saw
a 22% increase in demand for water from
our custamers 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 concentrations of
metaldehyde - an anti-slug pesticide
which 1s expensive and difficult to
remove at water treatment works -
reducing by 64%

This 1s good news fer the environment
because it enhances biodiversity, good
news for cuslomers because 1t reduces
treatment costs and enables us to
invest elsewhere 1n the network, and
good news for investors becauseil’s
generated £11 4 millien in customer
GDI cutperformance payments We are
expanding our catchment schemes

to include brodiversity options i 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 cur customers We proved
financially resilient. and were able 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 reservoirs

Our operations were largely resilient and
we came through the heatwave without
IMposing any restrictions on usage such
as a hosepipe ban However, some of

cur water network measures, including
supply interruptions, were adversely
impacted during the period, as outlined
below Our focus during this time was

on prieritising rescurces to meet the
additional demand and minimising the
impact on our customers

Supply interruptions

Supply interruptions ended the year

at 19 7 minutes against our target of

10 8 minutes We have increased our
focus on this area and we are stariing
to see definite improvements through
our 'Prevent, Restore, Repair’ strategy,
which focuses on preventing asset failure
where possible, and restoring supply
at speed if it happens Performancein
the second half of the year improved
by 64% and we delivered our best ever
performance in February and March

Graphic removed
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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 an issue remotely,
deploy the right resources to site quickly
and support us in fixing the 1ssue, first time

At the same time we ve continued to
invest In technology that provides us with
valuable insight inte how the network 1s
operating Technolegical innovations such
as low point loggers, acoustic loggers and
advance analytics are all now hard at work
across our network We now have 19,500
additional ‘eyes and ears’ on network and
are on-track to have 35,000 by the end of
March 2020 Furthermore, we are focusing
cn understanding the true causes of failure
which lead to supply interruptions and
addressing them at source - investing in
operating a calmer network to reduce the
failure rate across our network

Driving improvement in leakage

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

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

¢ mamntaining our strong operational focus
on leakage recovery and improving
processes to reduce known netwark
leaks —inctuding a 67% increase in
leakage fix teams,

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 our
environmental impacts In the last
12 months, our Group net GHG
emissions fell by 27%

Read more on page 126

Logo
removed
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» introducing innovative ways of finding
leaks faster, and hixing them more
efficiently - including accelerated
installation of acoustic loggers,
targeted WIP reduction and the use
of more innovative solutions 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 forward

As in prior years, we base our customer
OCl on ‘'unaccounted water’ The weather
events earlier in the year, which led fo an
increase in pipe bursts and an increase
in demand, alsc led to an increase In
unaccounted water The considerable
momentum we generated has reduced
this tmpact, though has still resulted in a
penalty Our key focus (s 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 Innovation
Fund - jeining forces with Like-minded
compantes across the globe te find new
ways of working - pooling resources
and ideas to develop and accelerate
new technologies Our £5 million
investrnent in the Fund will make a

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

Improving raw water

We are working with our partner
Moaors for the Future on a project

that s transforming a meorland area
around Ladybower Reservair We ve
invested over £1 million during the
current AMP to help re-vegetate 114
acres of peat, protect 16 hectares of
blanket bog and dwarf shrub, and
plant new trees across 170 hectares
This has cut peat eroston and
protected one of our region’s most
diverse habitats, while also improving
the quality of the raw water which will
further reduce our treatment costs

Logo
removed

Improving our enviranment

The way a company interacts with the
environment 1t operates in has risen

to the top of the agenda for all of our
stakeholders Increasingly, these groups
expect utiity companies to demanstrate
performance beyond financial return
We take great care to understand and
controt the iImpact we have on the
envirenment In everything we do -
when takung water from our rivers and
reservoirs, 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 [$5Sis | during the year, and
we re on-track to reach our target of
75 hectares by 2020 By 2025, we're
arming to work with organisations
such as the Wildlife Trusts to impraove
biodiversity on a further 1,015 hectares
That s an area equivalent to 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 Management
initiatives, we ve alsc 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
industriat revolution

Graphic removed
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investing responsibly for
sustainable growth

Since privatisation, we ve invested

£22 billion 1n today s money and the pace
and scale of our ambition continues

to grow In 2018/1%9 we invested over
£750 millicn in our asset base as well as
a furthber £141 millicn In renewing our
infrastructure network - our biggest
year cf capital investment in a decade
And we're on-track with gur commitment
to invest £1,300 for every household we
serve over AMP4

We've worked hard to maximise the value
we get frem this investment and continue
to forecast AMP4 Totex efficiencies of
£870 million These efficiencies have
enabled us to re-invest £220 million to
improve our water networks, making
them more resilient and reliable through
utilising the latest technology available
This investment will benefit customers
today and alsc generations to come

Investing for today... and for

future generations

Our mussion is to create a lasting legacy
for future generations We do this by
investing in new infrastructure, by
exploring and investing in ways to provide
addittonal capacity, and by taking our
Wonderful Water Tour around schools

to inspire the next generation to use
water wisely

We've replaced 230 km of our water
network, enabling us to make further
progress on water quality and again meet
the low pressure customer 0D target
We ve also completed 28 capital projects
toimprove 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 oldest, hut
maost strategic and efficient, water
resources for years to come The BRP

15 the biggest AMP6 water enhancement
capital programme 1n the sector and will
be ready to deliver anticipated benefits

to customers in 2020 Thanks to the way
we have delivered the project 1t is 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 s the result of considerable
hard work and effort from our people
and supply partners, as well as some
beld decisions. such as our decision in
spring 2017 to replace our originat supply
partner Progress in the year included
completion of the 25 km raw water
pipeline that will transport water frem
the River Severn to our Frankley water
treatment site

Graphic removed
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In Nottinghamshire, we made great
progress on a scheme to improve our
services in Newark, where a £60 million
programme will benefit 400 Local
homes and businesses We re installing
4 km of fugh 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
line - 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 to 2020, this year
we started work on a new £11 million
investment to improve the resilience and
reliability of the clean water supplied

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

to Whaddon

Investing to keep water flowing
Every year, we mvest 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 cther residents in

the uplands around Brearnfield in
Derbyshire These works included
commissioning a borehote, installing
new valves to reduce arrlocks 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 envircnment

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

Environmental sustainability 1s hugely
irnportant to our capital programme,

and we're constantly looking for ways to
reduce our envirenmental impact We're
working on the development of innovative
solutions at our sewage treatment works
which will enable us te 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 works 0Dl including our site
at Rugby

We also remain committed to creating
and sustaining cleaner rivers We've
invested significant time and resource
to 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 ontrack to
improve at least 1,600 km of our rivers in
AMP6 - and a further 2,100 krm in AMP7

Graphic removed
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New partnership model with

our supply chain

We revised our capital project cperating
model during the year in order to boost
our internat capabilities and deliver
better value, for all of our stakeholders

Implementation of the new model began
early in 2012 and, when cemplete, we will
have a skilled and capable in-house team
able to provide design and feasibility
study services that have historically
been cutsourced The design team

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

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

Making the right connections

With an increasing 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 Utiittes and Thames Water on a
potential Severn-Thames interconnector
took ancther important step forwards
during the year

%

4%

The percentage of water
supplies transferred today

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

capital programme of over £2 billion
construction investment in AMP7

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

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

Our suppliers and partners

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

our corporate social respensibility
agenda, including commitments on
safety, sustainability and human rights
Targets for individual suppliers are
tailered to their circumstances and role,
but as a minimum we expect them to
adopt ourvalues, comply with national
laws, demonstrate alignment with the
United Nations Global Compact initiative
and take proactive measures to avoid
environmental and secial harm

The proposed interconnector i1s expected
to be a large bore pipe that will move
water quickly from the wetter north

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

PR19 business plan, we ve commiited

to completing all planmng and design
activity to get the scheme ‘shovel ready
by 2025

Ofwat has endorsed the concept of the
interconnector and 1s expected to set up
a regulatory alliance with the DWI and
the EA This will help manage the project
through the legislative and licensing
stages, and ensure it delivers the
anticipated benehts
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Changing the market
for the better

England and Wales have seena
transformation in water services over the
last 30 years Drinking water is cleaner,
supply 1s more reliable, sewer flooding

1s much less freguent and rivers are In

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

At Severn Trent, were committed to
changing the water market for the better
~ by playing our part and doing even more
for our customers, the environment and
wider society We work with companies
and other organisations both within and
cutside our industry, combining our

Joint expertise and rescurces to make a
difference for our pecple, customers and
broader scciety

Many of our Carporate 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 Looking ahead,
we'll continue to refine our reporting
and better align our internal policies
to these goals

Oriving innavation in waste water

A new test-bed facility under
construction at Redditch in the West
Midlands 1s set to transform the way
we evaluate and commercialise a wide
range of new technologies

It 1s the result of cur £6 mituon
investment, plus further sigmificant
capital suppart from European and
LK research organisations The test-
bed will enable us to identify how the
bestideas from academ:a 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
bioplastics extracted from our waste
streams into marketable products
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Qur tatest business plan set cut our
ambitious programme with four
key elements

* {o provide our customers with worid
class services - this sits at the heart
of everything we do;

* totreat our customers as individuals,
wrth their own unique needs and
preferences Inourview, service
should be personal,

+ go more for sotiety as awhole
For example, by investing n 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
Armong many exarples, this means
ensuring that cur decisions are guided
by feedback from our 15,000 strong
customer panel, and also establishing
our new community 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 taunch our
Welsh business Hafren Dyirdwy in July
2018 This has aligned our operations
with the England-Wales border, with all
customers inWales now being served by
the new business - bringing clarity to the
water market in the area

Graphtc removed
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Creating an awesome
place to work

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

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

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

In the Group we employ around 4,500
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
helping us provide excellent services
to customers and build a lasting

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

We work hard to 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
opportunity, helping them progress and
enjoy satisfying, rewarding careers

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

Helping our customers to

reduce plastic

We're delighted to support Refill across
our region - a fantastic scheme that
pramaotes the health benefits of tap
water, while helping to protect the
environment There are niow ogver 20,000
refitl stations in the UK where you can
Allup a water bottle for free, including
shops, cafés, restaurants and museums
- simply look for the blue sticker in

the window

20,000

refill stations in the UK

150

enthusiastic Severn Trent volunteers
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Employee engagement

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

For the last two years, our employee
survey 'QUEST'] has achieved a
participation rate of over 0%, which s
five paints ahead of the UK and ireland
benchmark This feedback informs our
engagement strategy and acts as a
catalyst for continued improvement and
positive change Recent develepments
that have been shaped by the survey
include greater visibility of pay
structures, helping our employees
understand how their pay 1s set and
fiow they can pregress 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 our people Our employees
want to engage with us and shape our
business, they know that their concerns
are listened to and acted upon - and
they re proud to work with us to iImprove
every aspect of our performance

This year, we organised ten votunteer-
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 tocal
councils and envirenmental groups,

we re helping te make 1t 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 bottte, then this would
save over 12 million plastic bottles in
avyear

This approach is yielding pesitive results
We ve been honoured with a Glassdoor
Employee s Choice Award, recognising
the Best Places to Work in 2019, and
Glassdoor reports that 74% of our
people would recommend us to a friend
Our average retention over the year was
?0% and QUEST results reported that
¢2% of our people say they're proud to
wark for us and 93% feel we trust them
to do their job

Our Employee Forum brings together
around 20 employee representatives in
guarterly meetings and 1s co-chaired by a
member of the Executive and 3 member
of the Trade Unions Qur Chairman and
Chief Executive rotate attendance and

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

we work - such as a full refresh of our
induchon experience, the education of
our workforce on modern slavery and
installation of gender neutral changing
rooms at all locations - including
operational sites - to support cur
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 or whether
they join as apprentices, graduates or
from other organisations

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

of cur younger employees into schools
to demonstrate that pecple from all
walks of Life can succeed These actiens
help to ensure that the make-up of our
workforce reflects the diversity of our
region - and brings employment and
money Intc areas that need it most
Detaits of same of the outcomes of our
Social Mebility Programme can be seen
In the case study on page 45

Playing our part

Qur volunteering programme continues
to prove popular, with all employees
being given two fully paid days to
volunteer (n local communities

In 2018/19, this amounted to a total

of 2,000 days of tabour, 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 environment In AMP7, we're
expanding the valunteering 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
turther 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 £ 6% during the year
We re equally proud of our track record
in gender diversity, and were ranked
fourth among all FTSE100 comgpanies
and the first utility once again in the
Hampton-Alexander Review We've
continued our focus on providing a

more inclusive working environment

fer 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 alsc launched our LGBT+ Ally
Programme this year, an opportunity for
all employees to challenge behaviour and
actively suppert their LGBT+ colleagues

Our employability inthative with
Hereward College in Coventry - a college
for young people with disabilities and
additional needs - 1s another example
of how we're making a real difference
to people’s lives We offer one year
placements to Hereward students, with
the aim of turning these short-term
posts tnto 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 smallincrease on last year s 2 4%
Further details on our gender pay gap
reporting can be found on page 112

Our teams again supperted a wide
range of charities during the year,
raising over £390,008 for our 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 to 31 March
2024 and will be raising maoney to fund
a climate change resilience project

In Bangladesh

32%

of our employees volunteered
in 2018/19

Over 1,900 days

dedicated to cur 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 n their
careers and provide great customer
service 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 aver 15,000
training days and delivered more than
25,000 e-learning hours

As part of cur preparations for AMP7,

we re creating the Severn Trent Academy,
which will 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 tevel apprenticeships and
Masters degrees, we will ensure that our
warkforce 1s resilient for the future

Graphic removed
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Qur graduate and apprentice schemes
are always in demand, as we strive

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

and Vehicle Technician populations
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 cur employees

As part of being an awesome place to
work it 1s important that our people are
properly rewarded During the year, In
response to feedback raised through
the Employee Forum and QUEST, we
communicated with our teams to make
sure that they understand how thewr pay
1s sel 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 employaes make
(up to a maximum of 15% of salary].
regardless of their level or senjority
As our peaple approach retirement
we provide education and support to
help them plan for the next stage of
their lives

Turning up the heat en social

mobility coldspots

Our region inctudes 30% of the nation s
soclal mobitity coldspots Were
working hard to redress the balance,
and the evidence suggests that we re
already making a difference

We were placed 20th in the Soral
Mobility Index, up 18 places on the
previous year

Several members of our Executive
Team grew up in celdspots, and
over 50% studied at non-Russell
Group universities
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It s anindication of our employees’ pride
in Severn Trent and their appreciation

of the advantages of the pension
arrangements that, during the year,

98% were members of the pension
scheme and 57% paid contributions
above the minimum of 3% with 36%
contributing to receive the maximum
Company contribution

Many of our colleagues are shareholders
as well, either directly through our share
plans, such as Sharesave - which nearly
70% of our employees participate in - or
indirectly through private pensions, FTSE
index trackers or other investments

Promoting health, safety and wellbeing
We believe passionately that no-one
shoutd be hurt or beceme unwell by
what we do With this in mind we provide
extensive training on all aspects of
heatth and safety We are pleased that
over the last two years we have been
cansistently upper quartile in Water UK
benchmarking on Lost Time Incidents
{'LTls ] However, whilst we experienced
no major safety incidents and no fatalities
In the last 12 months, unfortunately we
did see an increase in LTIs, mainly due to
stips, trips and falls This 1s the subject
of reqular discussion at the Employee
Forum, Executive Committee and Board
and in April 2019 we revamped our Goal
Zero Strategy, with dedicated guarterly
awareness campaigns

Raising awareness of modern slavery
Madern slavery 1s a growing global and
local 1ssue, iImpacting an estimated

40 3 million people worldwide We re
committed to eradicating forced labour
and using our intluence within our
supply chamn and wider stakeholders

to help them do the same To date,

no instances of modern slavery have
been raised

This year, cur focus has been on traming
and raising awareness Werking with
our expert charity partners, Hope

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

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

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

of gur 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 other orgamisations,
including Ofwat and the DWI

Supporting our communities

The vast majarity of cur employees are
also customers and members of the
communities in gur region Cur people
don't just serve our local cornmunities,
they are an integral part of them

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

Attendees gave us very positive
feedback, with 98% reporting that they
now felt confident in 1dentifying modern
slavery indicators and reporting it

Our senior management team have
also received a dedicated briefing

We were pleased that our 2018 Modern
Slavery Statement was ranked 16th
among FTSE100 companies by the
Business Human Rights Resource Centre
- improving for the second consecutive
year Thisis a complexissue, and were
commutted to continually reviewing

and improving our approach as our
understanding evelves A key focus for next
year 1s to roll-out a bespcke e-learning
module Qur fult 2018 statement 1s
availlable on the Severn Trent website

Logo
removed
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Performance review
cantinued

Business
Services

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

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

Enabted construction of around

1,000

haomes in our communities

43%

Generation of our energy needs

Food waste plants power

60,000 homes

The purchase of Agrivert in

November 2018 15 a milestone in the
development of our Green Power
business Before the acquisition, we
knew Agrivert well and admired the
company’s expertise and experience,
having sppointed 1t to provide the design
and engineering for twe of our own
sites This close warking relationship
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 progress towards
our renewables target

4b

Re-focusing our portfolie

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

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

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

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

Operating Services — we re continuing
to deliver great service to customers
such as the Ministry of Defence on
our contracts to maintain and operate
water and waste water assets

Property Development - selling
surplus land that investmentin
innovation and new technology has
allowed Severn Trent Water to free up

s Other - including Developer Services
and our Property Searches and
affinity 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 technotogies to wind
turbines and seclar PVs, our green energy
assets are reducing our carbon footprint,
saving costs and supporting cur drive

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

The period of prolenged hot, dry weather
in 2018 increased customer dermand

for water which meant we increased

our energy usage to treatit and pump it
to customers Nonetheless, we ve still
been able to boost the amount of energy
we self-generate 10 43% Andwere
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 million. This brought five food waste
plants into our portfalio, taking our total
number to eight We ve also compleled
the construction of our new food waste
facility in Derby, whichs the first food
waste facility in the UK to incorporate
innovative thermo-pressure hydrolysis
autoclave technology This plant will
enable us to take In food waste from

a broader range of sources

We were pleased te see the Government
release its 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 food
waste assets Qur new combined team
- comprising our existing people and
those who joined us from Agrivert - has
a proven track record of working with
councils and businesses in England and
Wales to win contracts to receaive and
treat foed waste Were now well placed
to grow our business in this exciting and
changing market
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Launched in April 2018, our pew
standalone Broresources business is
ideally positicned 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 standalone business
has enabled us to focus an driving
improvernents aleng the value chain

in logistics, treatment, generation

and disposal

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

our biggest sewage treatment works

at Minworth, near Birmingham, which
treats waste water from over a million
homes and businesses THP works by
using heat and pressure to treat sewage
studge 1n & similar way to g pressure
cooker, and under ideal conditions
enables extraction of up to 30% more
energy than conventional processes
Our next THP plantis already under
construction at Strongford, near Stoke-
on-Trent, with work expected to be
completed in 201%

Building a new commuynity

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

¢ 135 acres of land near Stoke Bardolph,
Nottinghamshire The sale enables

the development of 831 new homes
alengside new leisure areas for the
community te use These include sports
pitches, allotments and children s play
areas Therewill also be an ecology
park, a new community building and &
new primary school, all bringing people
and jobs into the area

With planning approval for the first phase
of the hausing scheme for 199 two, three,
four and five bedroom homes including
much-needed affordabte houses, the
developer started on site straight away
bringing an estimated 855 jobs to the
local area and providing s huge boost

toa the local economy [he first houses
have been completed with new families
moving tn during March 2019

SevernTrent Pl Annual Report and Accounts 2019

Creating new homes and opportunities
in our communities

Established in 2017, cur Property
Development Business aims to dispose
of surplus land which 1s made avarlable
by investment in new technology which
means we're now able toc operate cna
smaller footprint than ever before

We have committed to deliver

€100 mithion profit for the Group through
land disposals by 2027 We scld a
substantial portion of land north aof
Nottingham, which wilt enable 831
homes toc be developed, and surplus
land 1n 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
profit These profits will be shared with
our customers through lower future bills

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

to be developed in our communities
We're continuing our work with local
authorities and developers to create
added value for aur land for the benefit
of gur 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
nextyear In AMP7, Ofwat 1s introducing
a new D-MeX measure to assess the
performance of our Developer Services
teamn. This will focus on the efficiency
and speed with which we manage water
and waste connections for new homes,
offices and industral 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 on our good financial
performance in the first half of the year
to deliver a strang set of results for
2018/19 Qur Regulated Water and Waste
Water (RWWW | business delivered good
growth in PBIT even after an additional
£22 million of operating costs due to

the hot, dry summer and our recovery
afterit In Business Services, strong
performance in the second half of the
year produced growth both in revenues
and PBIT for the year as a whole In 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 £199 million

£573.6m

Underlying Greup PBIT!
2017/18- £53% 8m?

£563.3m

Reported Group PBIT!
2017/18- £527 2m?

Growth in underlying PBIT, lower finance
tosts and a reductien 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 currentyear
Basic earnings per share from continuing
operations were 133 4 pence

We have delivered good performance on
Requlated 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 OD! cap, our strong
financial performance hetped us to an
AMPS cumulative RoRE of 9 1%, putting
us amnongst the very best in the sector,
with outperformance on all three levers

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

by 7.9%.

Our funding position continues to be
strong, with atl our projected investment
and other cash flow needs covered by
cash or commutted 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 trne We pay

a range of taxes, including business
rates, emplayers national insurance and
environmental taxes such as the Climate
Change Levy and the Carbon Reduction
Commitment, as well as the corporation
tax included in our tax charge in the
Inceme statlement This year we have
published s Tax Report that sets out
details of all of the taxes we incur and
pay out on our website

145.8 pence

Underlying Group EPS'
2017/18 120 5 pence?

133.4 pence

Reported Group EPS’
2017/18- 101 8 pence?

Qur 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 falis to 17%

Our cash tax payments were reduced

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

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

s Group turnover from continuing
operations was £1,767 4 mullion
(2017/18 €1.696 4 rmullion}. an increase
of 4 2%, as RWWW revenue increased
by 4 0%, mainly due to the RPI-
linked tariff increases, and growth in
Business Services’ external turnover

Underlying PBIT was up 6 3% to

£573 6 mullion (2017/18 £539 8 mullion]
Underlying PBIT in cur RWWW
business grew by £29 4 million,
Business Services PBIT grew by

€0 7 million and Corporate and other
growth was £12 8 mitlion

* We recorded net exceptional costs of
£9 6 million [2017/18 £12 6 mitlion)
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 mutliani

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

£769.3m

Group cash capex
2017/18 £591 Om

63.0%

Gearing
201718 40 6%

1 PBIT s profit before imerest and tax, underlying PBIT excludes amertisat on of acquired intangibles and exceptional tems as set out in note 45

2 Restated for the implementation of IFRS 15, see note 2 a) of the Group financ al statements
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Governa

Our full effective tax rate was 18 0%
and our underlying effective tax
rate was 11 6%, down from 12 7% In
2017/18 targely due to huigher capnal
allowances from the larger capital
programme in the year

Changes to segmental
presentation

In 2017/18 and prior years, the sludge
treatrent 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 Bioresaurces business within
Business Services

Implementing innovative treatment
techniques and finding ways to use our
resources more effectively enables
uste free up land for development

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 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 follows and
in the financial stalements shows

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

¢ comparative iInformation on the
eld basis

Cemparative infarmation for the new
segments 1s not available and the cost to
develop it would be excessive All year-
on-year comparisens are on the old
segmental basis Please see note 51n
the Group financial statements far a
reconciliation from the old to the new
segmental basis

Regulated Water and Waste Water

Turnover for our RWWW was

£1,583 1 miltion and underlying PBIT

was £E527 0 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 3 million
[2017/18 £5314 2 mitlion}
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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 ot Severn
Trent Water and Hafren Dyfrdwy were
amended to align with the national
beundaries of England and Wales but the
operating activities within the RWWW
segment were unchanged by this

The following commentary on the RWWW
business in both years therefore includes
the same activities in each year

Turnover increased by 4 0% te
£1,637 6 million The components of
this were

* RPIl and the K factor increased revenue
by £55 7 million,

* Customer ODI| rewards taken in the
current year were £9 & mithion 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 around £5 million, and

Other small factors reduced revenue
by £2 2 million

Net labour costs of €134 4 millicn were
£7 4 million (5 2% lower Gross employee
costs increased by 5 8%, due to the
annual pay award and the continuation of
our strategy to bring more work in-hause
[including the new design team)

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

Net hired and contracted costs of

£165 6 million were up £17 9 rmullion

[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 £9 9 million to
€105 8 milbon, driven by higher pass-
through costs as forecasted, and a
higher demand for water during the
summer The Group managests power
costs through a combmation 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

[2017/18 2 2%] We continued to imprave
the pace of collection for new debt

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

QOther costs decreased by £7 1 million to
£185 8 mitlion, follewing increased profit
on the disposal of tangible assets [mainly
property} during the year

Infrastructure renewals expenditure of
£141 1 million 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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Chief Financial Officer’'s review
continued

Depreciation of £334 8 million was

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

Return on Regulated Equity (RoRE])

RoRE 15 a key performance indicatar for
the regulated business and reflects our
combined performance on Totex, customer
0DIs and financing agamst 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 (n
the following table

AMPS

2018/1% to date

. % %

Base return 56 56

Qutperformance

Totex - 12

_QDIs (@1 10

Financing Z6 13
Regulatory return

for the year 8.1 tA

We have delivered RoRE of 8 1% in the year
thanks to our significant outperformance
on financing. O0ls 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
AMPS RoRE remains streng at 9 1%, with
four-year outperformance broadly based
from sustained customer service, delivery
on ODIs, early detivery of Totex efficiencies
and strong performance on financing

Business Services

Business Services turngver was
£200 ? million and underlying PBIT was
£64 1 milion on the new basis

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

In our Operating Services business,
turnover and underlying PBIT decreased
by £6 8 million and £0 & million
respectively An improvement i
performance on our HomeServe contract
was offset by lower rechargeable activity
on our MOD contract and additienal costs
as a resuit 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 7%
Higher energy prices contributed to the
increase together with the expansion of
our crop energy ptant near Nottingham;
the impact of a full year of operations for
our West Birmingham food waste plant,
and, the purchase of Agrivert [a food waste
company acquired in November 2018},
which contributed £9 2 million of revenue
and £1.6 millon of underlying PBIT.

Corporate and other

Corperate overheads of £13 4 million
(2017/18 £8 9 million) included

£3 6 million acquisition costs for
Agrwert Qur other businesses generated
a net profit of £11 7 mutlion (2017/18

toss of £0.8 millien] including a proht of
£11 3 million from Property Develapmeant
[2017/18 £2 1 million), which 1s included
In Business Services on the new basis

Exceptional items before tax

We recorded a net exceptional charge
of €9 6 million [2017/18° charge of
£12 & million)

0On 25 October 2018 the High Court issued
@ Judgment in the Lloyds Bank case n
relation to gender equality in Guaranteed
Minimum Pension rights that has an
impact on the Group’'s defined beneft
pension Liabilities We have obtained
independent advice from the Group's
actuaries to determine the amount of
the additional Lability and have made
provision for cur best estimate in this
year's financial statements

In 2017/18 the exceptional charge of
£12 6 muithion comprised exceptional
restructuring costs of £20 9 million
preparing our Bioresources business
for AMP7 and an exceptional

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

Net finance costs

Qur net finance costs for the year were
£194 2 miltion, £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 Issues
and lower RPl inflation on our index-
lLinked debt [down £14 5 million), which
more than offset the ympact 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
onindex-linked debt and pensions-
related charges) was also down te 31%
[2017/18 3 4%). Net pension finance costs
were broadly in line with the previous
year Capitalised interest of £33 2 mitlion
increased by £7 4 million year-on-year
due to the higher level of capital activity
in the year Our earnings before interest,
tax, deprecratton and amartisation
[EBITDA] interest cover was 5 1 times
(2017/18 4 3times) and PBIT interest
cover was 3 2 times (2017/18 2 6 imes)
See note 18 for further details

Business Services - Turnover and Underlying PBIT

Graph removed

The chart shows the relative cantribution of the various busingsses to Business Serwvices 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 corporatien tax on profits,
which is included in the tax charge

{n our accounts, we Incur a range of
taxes, charges and levies imposed by
government agencies, as shown in the
chart to the mght Further details on the
taxes and levies that we pay are included
in our Tax Repert which 1s available on
our website

The corporation tax charge for the year
recorded in the Income statement was
£46% 4 million (2017/18 £61 6 million]

and we made net corperation tax
payments of £21 3 millionin the year
[2017/18 €4 5 million] The difference
between the tax charged and the tax paid
15 summarised in the chart below

Taxes borne

> Strategic report
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Reconciliation of tax charge to tax paid

Graph removed

Note 13 in 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 9 million) and
the deferred tax charge was £37 6 million
2017718 £28 7 million)

Qur full effective tax rate this year was
18 0% [2017/18 20 5%), which 15 lower
than the UK rate of corporation tax [19%],
reflecting the fact that some of the items
Inour incame statement will be taxed in
future periods when the UK corporation
tax rate falls to 17%

Severn Trent Plc Annual Repoit and Accounts 2019

UK tax rules 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 corperation
tax charge in the year and the Group
underlying effective current tax rate

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

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

Profit for the year and earnings
per share

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

There were no discontinued operationsn
the year [2017/18 profitof £13 2 mullion)

Total profit for the year including
discontinued operations in 2017/18
was £257 8 million

Basic earnings per share from

continuing cperations increased by 31 0%
to 133 4 pence [2017/18 101 8 pencel
Underlytng basic earnings per share

was 145 8 pence [2017/18 120 5 pencel
For further details see note 15
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Chief Financial Officer’s review
continued

Movement in net debt

Graph removed

Movement in net debt

We generated £826 3 million cash from
operations [2017/18- £773 3 million)
Operating cash flows were hugher mainly
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 million [2017/18 £591 0 rmiltion]
The acquisition of Agrivert resulted ina
net cash outflow of £50.9 million and we
also repaid £63 0 million of debt that was
acquired with the business

Qur net interest payments were lower at
E161 6 rmillion (2017/18: £182 1 mullion)
Tax payments were £21 3 milben, an
increase of £14 8 millon The previous
year benefited from a reduction of

£8 million frem averpayments in

earlier years

We recelved £10 0 millicn net
(2017/18 £5 6 milbion)in relation to
employee share schemes and our
dwvidends paid increased by 7.6%
1n 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 in net debt
{2017/18- £274 2 miltion)

At 31 March 2019 we held £3% 6 mitlion
(2018 £38 5 million] in net cash and
cash equivalents 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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Our long term credit ratings are

Standard

Long term ratings Moody's and Poor s

Severn Trent Ple Baal BBB

Seven Trent Water A3 BBB+

Qutlook Negative Stable
Net debt

Net debt at 31 March 2019 was

£5,834 1 million (2018 £5,356 6 million}
and balance sheet gearing [net debt/net
debt plus equity) was 83 3% (2018 84 4%)
Group net debt, expressed as a percantage
of estimated Regulatory Capital Value at

31 March 2019 was 63 0% (2018 60 &%)

The estimated fair value of

debt at 31 March 2019 was

£1,219 6 mullion fugher than book
value (2018 £1,184 3 million higher]
The increase in the difference to book
value is largely due to the decrease in
the discount rates applied, driven by
lower prevailing market interest rates

We continue to carefully monitor
market cenditions and our interest rate
exposure Given the flatness of the yield
curve we believe 1t 1s appropriate to
start reducing our exposure ta floating
rates of interest At 31 March 2019 53%
of our 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 rmallion of pay floating interest
rate swaps that had a positive market
value, and

s used the proceeds of the cancellations
to cancel £100 million of expensive pay
fixed swaps with an average fixed rate
of 3%

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

Treasury policy and operations

Our principal treasury management
objectives are

* to access a broad range of sources of
finance to obtain both the guantum and
lowest cost compatible with the need
tor continued availability,

* to manage ocur exposure to movements
in Interest rates to provide an
appropriate degree of certainty as to
our cost of funds,

* to miniMise our exposure to
counterparty credit risk,

to provide an appropriate degree
of certainty as to our foreign
exchange expasure;

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

¢ {0 maintain a flexible and sustainable
balance sheet structure

We invest cash in deposits with
highly rated banks and Liquidity
funds We regularly review the hist
of counterparties and report to the
Treasury Committee
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Qur treasury affairs are managed
centrally and in accordance with cur
Treasury Procedures Manual and Policy
Statement 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 approval 1s required for certain
treasury transactions The Board has
established a Treasury Committee

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

Our strategy is to access a broad range
of sources of finance to obtain both

the guantum required and lowest cost
campatible with the need for continued
availabiity Qur principal operating
subsidiary, Severn Trent Water, 15 a
long-term business characterised by
multi-year investment programmes
Our strategic funding objectives rellect
this and the Liquidity position and
availability of committed funding are
essential to meeting our objectives
and obligations We therefore aim for
a balance of long-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 sustamnable
balance sheet structure

We use financial derivatives solely to
manage risks asscciated with our normat
business activities We do not hold or
1Issue derwvative financial instruments for
financial trading

Except for debt raised in foreign currency,
which s fully hedged, our business does
nat involve significant exposure to foreign
exchange transactions

The Groupissues notes In foreign
currency under its EMTN programme and
uses cross currency swaps to convert

the proceeds to sterling The effect

of these swaps 15 that interest and
principal payments on the borrowings are
denominated in sterling and hence the
currency risk 1s eliminated The foreign
currency notes and the cross currency
swaps are recorded in the balance sheet
at their fair values and the changes in

fair values are taken to gains/llosses)

en financial instruments in the iIncome
statement Since the terms of 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 irom Severn Trent
and one from Dee Valley Water

The Severn Trent schemes are closed
to future accruat.

The most recent formal actuarial
valuations far the Severn Trent schemes
{'the Schemes ] were completed as at

31 March 2074 The agreement reached
with the Trustee for the Severn Trent
Pension Scheme | STPS |, which 1s by far
the largest of the schemes, included

e Inflation-linked payments of
£15 millian per annum through an
asset-backed funding arrangement,
potentially continumg to 31 March
2031, although these contributions
will cease earlier should a subsequent
valuation of the STPS show that these
contributions are no longer needed,

¢ Payments under another asset-backed
funding arrangement of £8 2 million
per annum to 31 March 2032, and

A deficit reduction payment of
£10 million for each of the three
financial years ending 31 March 2019

In additicn to these payments, the
Company wilt directly pay the annual
Pension Protection Fund levy incurred by
the STPS [£71 4 million 1in 2018/19)

The next formal actuanial valuations of
the Schemes are currently underway

The Schemes have entered into additional
hedging arrangements to reduce the
impact of fluctuations in interest rates
and inflation en 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
delicit reduction centributions to the
Section ceased

On an {A5 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 deficit for accounting purposes,
we are required to use corporate bond
ylelds as the basis for the discount rate
of our tong-term lLiabilities, irrespective
of the nature of the scheme’s assets or
their expected returns

On an IAS 12 basis, the funding level has
improved to 84% (31 March 2018 82%]

Accounting policies and
presentation of the financial
statements

Our Group hinancial statements

are prepared inaccordance with
International Financial Reporting
Standards that have been endorsed
by the European Union The Company
financial 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. Qur goal is to
minimise the threats and maximise
the epportunities for the benefit of our
customers, shareholders, employees,
supply partners and the environment.

The Board has overalt accountability

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

On behalf of the Board, the Audit
Commuittee 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 risk taken in achieving these
objectives This 'top down risk process
helps to ensure the ‘bottom up’ ERM
process, described below. 1s aligned te
current strategy and objectives

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

risks within the overall Governance
Framework which inciudes clear
accountahilities, 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 ubiity providing
essential services and operating as part
of the Critical National Infrastructure for
the UK. The nature of these businesses
Is such that there are some significant
inherent risks We have a strong control
framework 1n place to enable us to
understand and manage these risks

In accordance with our risk tolerance
and appetite
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n our non-regulated businesses we
take a more commercial approach

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

The principal risks facing the Company
are iltustrated on pages 56 to 61

Our Enterprise Risk
Management process

We use an established ERM process
across the Group to assess and manage
our significant risks The processis
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 challenge 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 impacts.
The potential causes and subsequent
impact of the risks are documented
to erable mutigating conirols to be
assessed This assessment allows
us to put in place effective strategies
to remediate defective controls or
implement additional controls

Business unit information 1s combrned to
form a consolidated view of risk across
the Group - with risks being prioritised
Our significant risks form our Group risk
profile which 1s reported to the Executive
Commuttee for review and challenge
This is reported to the Audit Committee
and Baard 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 nisk flightpaths
These demonstrate the level of risk the
Greup faces and the timeline for the key
risk mitigation steps to manage the risk
to the target position. The flightpaths
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

In addition. individual risks and specific
risk topics are also discussed by the
Board 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 cur significant
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 s part of our normal business
planning process

The Board receives reqular updates
relating to funding, solvency and Liquidity
matters through the Treasury Committee
so we can respand quickly to any
changes in our ability to secure financing
fsee Principal Risk 10} The Pension
Fund Trustees and Company regularly
menitor our pensien deficit, with advice
from mnvestment managers and actuarial
advisers An annual pension fund review
paper s tabled to the Board, updating
them on fund performance and proposed
inthiatives to manage down pension
Liabilities and further balance pension
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 our Long Term
Viability Statement

Sustainability risks

Sustamnability risks are treated in the
same way as all our other company risks,
captured at a tocal level by responsible
teams and managed centrally through
our established ERM process By the
nature of what we do, several of our
principal risks have a sustainability
focus, and we monitor our social and
environmental impacts with the same
rigour as our broader performance
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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 functionat
workshops that cperate at all levels

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

Title

Detail Area/ Facter

Cur ERM process ensures emerging
risks are identified and aids the Audit
Commuittee and Board s assessment

of whether the Group I1s adequately
prepared for the potentiat eppertumties
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 menitor emerging risks and
with time they may become fully fledged
ERM risks or be incorporated inte
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 environment in which

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

Time Harizon

Macroeconomics

fncreased macroeconomic Economic

unceriginty posl Brexit

Shert Madium Long

I

Compliance The challenge of compliance ina mare Legal & Regulatory
complex, disaggregated regulatory | | |
framework for AMP7 and beyond.

Automation, Opportunily forincreased elliciency Technolegical

robotics and Al

through use of automation, robolics
and artificialintelligence

Water industry

Increasing sacial and political pressure Political & Social

labour shortage

labour market and future talent pipelires We
are addressing this through our new Tramning
Academy Read more on page 28

Rising energy costs

Opportunity to increase renewable energy Technological

generaucn and efficiency as technology

structure on the structure of the waler industry. I:l
Micro Understanding and addressing the Health, Safety &
plastics impact of micre plastics —including on Environmental
natural resources and customers I:l
HS2 Direct impact on operational sites along Operational
the proposed roule and the indirect impact
an labour availability in the area l:_
Skills gap and Shortage of STEM expertise within the Operational

develops Read more on gur investment in
renewable energy technology on page 46
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Principalrisks

The Directors have carried out a robust assessment of the principal risks facing the Company, imcluding those that would threaten
Its business model. future performance, solvency or liquidity These have been categorised across-

* Customer perception,

+ Legal, regulatory and political environment,

* Operations, assets and pecple, and

* Financial risks

For each risk we state what it means for us and what we are doing to manage 1t

Customer perception

Key

What is the risk?

We may be unable to improve and
maintain our levels of customer
service sufficiently to deliver what
our customers tell us they want

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

Link to How We're Achieving
our Strategy
Ermbed customers at the heart of all we do

Link to our Values
We pul our custorner s fivst

We are passionate about what we do

We act with integrity

ODls
2427

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?

We are aregulated ulility providing essential services to our customers We recogrise that our

customers increasingly expect more from us and demand an improved and more consistent '
experience As other industries improve their levels of service, the bar continues to be rarsed

Failure to deliver the service that customers expect will lead to customer dissatisfactron
This may resultin financial penalties undar Ofwat s Service Incentive Mechanism (SIM] in AMPs,
and C-MeXiin AMP7, and associated 0Dl outturn

What are we doing to manage the risk?

Understanding what our custamers wantis key to managing this risk Qur PR19 Severn Trent
plan was shaped by consulting with 32,000 custemers, evaluating 24,900 complaints and
considered 19 million customer views As one of only three companies to be fast-tracked we see
this as a firm endorsement of our customer-focused approach

We recognise that our performance on SIM has nat been where we would have wanted Warks
now underway ta prepare for Ofwat s new AMP7 customer measur e of performance [ C-MeX |,
which will be partly based on customer contact, as with SIM, and partly cn customer perception
whichis a much wider measure We are plessed ta again be in the top guartile of water
cornpanes n England inthe UK Customer Service Index, especiatly as this 15 an element of the
forthcoming C-Mex measure

The Retail Upper Quartile [ UQ | pregramme continues to deliver 8 number of initiatives focused
on customer experience Future intiatives include Customer First’ interventions and Robotics
Process Automatien Customers cantinue to tell us they are delighted when we are able to
complete issues for them at Point of Contact and we will continue the work to tmprove our Point
of Contact resolution further [with 2 large focus In metering) to iImprove the overall experience

We setup Tap Chat during the year This new onting community panel gives us feedback
about howwe re doing and, more importantly, how we can do even better With 15,000 active
participants, representing all walks of Ufe and areas across our region, Tap Chat played an
important role in refining our PR19 business plan and provides ongoing engagement with
our customers

Mare than 19 million custamers are now signed up to our online offerings and, during the last
year, our web self-serve platform handled more than 1 6 million transactions And the hard work
cf our customer communication team was recognised by a Silver Award at the European Contact
Centre and Custamer Service Awards

Movement in Net Risk Exposure
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What is the risk?

We may be unable to
effectively anticipate
and/or influence future
developments in the UK
water industry resulting
In our business plans
becaming unsustamnable

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 responsibly for
sustainable growth

ODIs

n/a

What is the risk?

The requlatory landscape
Is complex and subject to
ongeing change Thereis a
risk that processes may fail
or that our processes may
not effectively keep pace
with changes in legislation
leading to the risk of non-
compliance

Which part of Severn Trent
is affected?
Group-wide

Link to How We're Achieving
our Strategy

Drive operatianal excellence and
canbinugus innovaticn

Change the market for the better
Investing responsibily far
sustainable growth

Link to our Yalues
We act with integrily

We prctect our environment

0oDIs
1-4,19-23.30 43
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Group fimanciat «tate

Otharimformation

l.egal, regulatory and political environment

What does it mean for us?

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

to be a central policy of the Oppasition and therefere remains a possibility in the event of a change of
Gavernment Inthe event af renationalisation, there s a possiulity that the Group 5 regulated businesses
[Severn Trent Water and Hafren Dyfrdwy] are acquired at below the value currentty implied in Severn
Trent Ple s share grice

What are we doing to manage the risk?
With the successful submission of aur PR19 Severn Trent Plan we now have mere certainly about the next
five year AMP period runming from 2C20-25

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

We specifically continue to engage with the Government, MPs, the Welsh Governmert, regu gtors and
other stakehotders about the future shape and direction of the water sector The renaticnalisation of the
water industry remains a possibility in the event of a change of Gevernment, and any associated changes
in Government policy may fundamentally impact our ability to deliver the Group s strateqic objectives,
impacling shareholder value Duraimts to ensure the water sector in England and Wales centinues to

del ver a world class se~vice for customers, 15 able ta invest tor the [utw e and maximises the benefits to
wider society all stakeholders though the social and environ™antal benefits the cuirent model allows us
to deliver We seek to minimise potential risk and maximise opportunities through regular communtcation
and robust scenario planming as Government policy evolves

Creating our Welsh business Hafren Dyfrdwy has aligned our interests around the England-Wales border
aleng national boundaries, with all customers in Wales now being served by the new business - bringing
clarity to the water marketin the region

Movement in Net Risk Exposure

What does it mean for us?

Our policies and processes must reflect the current 'egal and requlatory environment and a | relevant
employees must be kept aware of new requirernents The Group, as a whole, may face censure for non-
compliance in an individual Group company or a specihc region tn which we operate

What are we doing to manage the risk?

We have established governance and control frarmeworks that we openly publish to provide transparency
Qur engagement with customers and stakehalders, policies, internal controls, guidance and traming
ensure our ongoing compliance with all applicable taws and regulations including Compeltition Law for
the operation of separate Whelesale and Relad business and between our Group businesses

We regularly review our contral frameworks ta take account of changes to legislation, regulation and aur
business This year we have updated to include the new boundaries of Severn Trent and Hafren Dyfrdwy
Ensuring compliance with the General Data Protection Regulation | GDPR | has also been a key area of
focus since they came into effect on 25 May 2018

Changes to the legal and regulatary environment are caplured as emerging nsks through our ERM
process with the necessary owner s and actions identfied Lo ersure compl ance when the changes
come into effect Mare detail on our emerging risks can be found on page 55 Our external legal advisers
also provide us with horizon scanning reviews of upcoming legislation that may affect the Group

This i1s considered by ocur internal tegal teanm, and any applicabte upcoming changes are reported to the
Executrve Commuttee 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

e What is the risk? What does it mean for us?
We may experience loss of The risks arising from loss of one or more af our major systems or carruption of data held
: inthose systems could have far reaching effects on our busmess We have recognrsed
dats or mterrupttor\s toour the increasing threats pased by the possitulity of cyber attacks on our systems and data
key business systems as Whilst this threat can never be eliminated and will continue to evolve, we are focused on the need
a result of cyber threats. to maintain effectrve mitigation
What are we doing to manage the risk?
Which part of Severn Trent We conlinue to commil significant resources and financial investmenl to mamntain the integrity
is affected? and security of our assets and data We follow guidance from the National Cyber Security Centre

and have defence through multiple layers of software and processes including web gateways,

Group-wide
filtering, Nirewalls, intrusion and advanced tnreal detection We have strengthened our security

Link to How We're Achieving and network operations capability this year and have improved the cantrols around third party
access to our systems and data We have reviewed our cyber risk methodology and are using

our Strategy this to prioritise future investrnent to ensure that we protect ourselves in line wilh the General

Embed customers at the heart of all we do Data Protection Requlation [ GDPR ], Network and Information Systems Regulation and Payment

Card Industry Data Security Standard besl practices We have also participated in 8 number of

Drive operational excellence and
internal cyber security incident exercises ta test our respanse capability to cyber attacks

cantitnuous innavation
John Coghlan s our desigrated Non-Executive Director in respect of cyber risk

Link to Ya
ink our lues B Despite the enhancemnent of gur defence during the year, considening current cyber threat levels
We put our customers first we have recognrsed an overall increase in the nel risk exposure

ODls M . .
ovement in Net kE SU
1-4,5-18, 19-23. 24-27 Risk Exposure

. feled .
6 What is the risk? What does it mean for us?
We may fail to meet our FEQUlafOl’y if we are unable to meet operational performance targets, we may be subjected to significant
targets |nclud|ng targets from regulatory penalties within the current price review period, ar applied to the next price review
Ofwat in relation tc operational Regulatory targets apply to all of our water treatment, distribution, sewerage and sewage
P treatment assels Measures aren place in relation to water qualty, continucus supplies,
performan ce of our asseis sewer flooding, sewer collapses and pollution events

resulting in regulatory penalties. . .
What are we doing to manage the risk?

Qur strong wastewater performance has continued and we have made good progress on water

Which part of Severn Trent quality, but further work 1s regquired to improve our performance for supply interruptions

is affected? and leakage

Regulated Water and Waste Water businesses We are starting to see iImprovement 10 supply intercuptions through our Prevent, Restare,
Reparir’ strategy which focuses on preventing asset farlure where possible, and restoring

Link to How We're Achieving supply at speed if this happens On leakage, we have ntroduced innovative ways of finding leaks

faster and fixing them more efficiently, 2nd we are pleased that we have started to see some
encouraging resulis

our Strategy

Embed customers at the heart of all we da
We use leading measures on our comm cells and performance meetings to track delivery

Drive operational excellence and against customer QDIs and performance commitments 50 that we can intervene in a timely
cortinuous innavation fashian If performance is drifting
investing responsibly tor sustainable growth
Movement in Net Risk Exposure
Link to our Values
We put our custemers first

We are passionate about what we do

We protect our environment

0Dls
1-45

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

Decrease in net risk exposure
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What is the risk?

Faillure of certain key assets
or processes may result
Inan 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?
Group-wide

Link to How We're Achieving
our Strategy

Embed customers at the heart of all
we do

Drive operational exceltence andg
continuous INnovatian

Investing responsibly for
sustained growth

Link to our Values
We put our customers imst

We are passionate about what we do

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

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?
Group-wide

Link to How We're Achieving
our Strategy

Orive operaticnal excellence and
continuous INNovation

Investing respansibly for sustamed growth

Create an awesome place o work

Link to our Values
We protect aur environmaent

We act with integrity

0DIs
30-41,42-43
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What does it mean for us?

Some of our assets are critical to the provisicn 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 regularly inspected and maintained and our assessment of the everall condition of these assets
15 good

Other examples are our IT, telephony systems and remcte monitering systems which are alsc key lo
our aperations

What are we doing to manage the risk?

Our business plan for 2015-2020 includes considerable investrment in our assets to improve the
resibience of eur networks, reduce interruptions and improve the service that our customers receive
There are areas where our performance is not as censistent as we would like and wo are committed to
impreving these

We are continuing our Cleanest Waler Plan which drives the delivery of our inspection, cleaning and
repair of storage tanks, Increasing cur capital maintenance interventions, cptirmsing our aperation and
maintenance tasks and formalising our processes, standards and aperating procedures involved in
delivering clean water

We have applied the learnings from the Freeze Thaw event in March 2018 and this informed our
preparaticns for the prolonged hot, dry summer - which saw a 22% increase in demand for water from
our customers at peak times Several rural areas experienced interruttent supply interruptions and we
are investing across the network to avond such issues in the future Our respense to failures in supply,
such as burst mains, has been greatly enhanced and we are now able to reach the site and initiate
recovery ptans much quicker than in previous years

We have a programme of work to improve the reliability of sur major Water Treatment Works and to
return them to their design output capacity where they have netbeen in a condition Lo meet it

In Nattinghamshire, we made great pregress on a scheme to improve aur service in Newark, where a
Ea0m prog-amme will banefit 4C0 local homes and pusinesses We re insfalling 4 km of high volume
sewers lo reduce flooding = sk, aswell as 10 km of new water netwark to improve water supply

In addition toinvesting in resiience improvements to our network we atso have assurance plansin
place to momitor, nspect and mamtaim our mest critical assets and to ensure clean water 1s always
available to cur custorners and we will always be able to safely take their waste water away

Movement in Net Risk Exposure

What does it mean for us?

The nature of our assets cperations and business are such that threats to the safety of our employees,
contractors, custemers and the wider public exist Operaticnal fallures or negligence could resultin
damage to the enviranment

We are responsible for a large estate of assets and have to secure lhese from unauthorised access lo
ansure pur gperations are not impacled nor the safety of the public compremised

What are we doing to manage the risk?

We have 3 well established Health, Safety and Wellbeing Framework to ensure all of our operations
and prozesses ore conducted in campliznce with Health and Safety legislation and in the interests of
the safety of our people and our contractors Qur Goal Zero pelicy clearly sels oul our larget that no
one should be injured ar made unwell by what we do We experienced no major safety incidents and no
fatalities in the last 12 months, but we did see an increase in Lost Time Incidents | LTI s], mainly due to
slips trips and falls We have refreshed our strategy and have targeted interventians n the four main
hazard areas causing us most harm More detail can be found on page 45

There are a number of 0Dl commitments we have made Lo protect cur local environment, including

the river water quality, pallution incidents, biodiversity improvements and environmental compliance
In AMP6 we will be delivering cur largest ever environmental programme This programme is
supported by our customers who wanl to see us do more to Improve river water quality As part of the
Water Framewasrk Directive we re on track to improve at least 1,500 km of our rivers in AMPé - and a
further 2,100 km in AMP7 This year we expect to recerve ¢ 3* Environmental Per formance Assessment
status from the Environmental Agency

We recogrise the impact our operations have on the wider environment and we want to reduce our
carbon footorint by seeking lower carbon ways of operating our business driving energy efficiency

and generating renewable energy We've made excellent progress agamst our target of generating the
equrvalent cf 50% of our own energy requirements, with the cempletion of a Thermal Hydrolysis Plant at
our Minwor hwastle water site during Lthe year During the year we were re-certified by the Carkbon Trusl
- lhe tenth conseculive yeas we have achieved this standard This verifies that we have <ound carbo-
management processesin place and are reducing carbon errissions year-on-year More details can be
found in our Carporate Respansibility Report on page 94

Movement in Net Risk Exposure
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Strategic report

Principal risks
continued

i isk? .
9 What is the risk? What does it mean for us?

We are unable to deat with Climate change thotter and drier summers, welter winters and increased storminess) could
resultinan mability to meet customer demand, lower river levels, decreased raw water quality,

the 1mpaCt of extreme and fiooding of our water or waste works, sewer capacity berng exceeded and increased land

unpred!ctabte weather events on mevernent Climate change could also be a contributing fector for primoipat risks 1.5, band 7

our assets and infrastructure and/ ~ detatedabove

orare unable to SUCCESSfU“.y plan There are also seme polential epportumties that climate change presents for us, including
aquifer recharge and increased biclogical treatment 1t s important that we understand these

far future water resource SUPPIY apportunities to maxmise the beaefits

and dernand due to climate change. . i
What are we doing to manage the risk?

. Extreme Weather

v Tren

Whlfcfh pa::.,‘,f $evern Trent We frave applied the tearmings from the Freeze Thaw eventin March 2018 and the prolenged hot,
is affected? dry sumrmmer See Principal Risk 4 above for further detail of aur resilience improvements

Group-wide Our analysis for the Natianal Flood Resilience Review ['NFRR |, that was instigated by Defra

: . s aui and the Cabinet Gffice after the flooding of winter 2015/16, rdentified our sites that could be at
Link to How We're Achieving risk fram river ar surface water floadmgg using a new higher standacd called the ‘Extreme Floed
our Strategy Qutline This has informed our contingency plans and future investment plans

Drve operational excellence and )
continuous Innovation Climate Change

Our climate change adaption report sets out our sirategy tor coping with future changes to

Investing responsibly for sustained growth our chrnaie

Link to our Values Our draft Water Resources Management Plan for the pext 25years was consulted on through
2018 The planncludes a detailed assessment of climate change impact for cur region and our
demand management and proposed new sources are designed o offset any supply risk resulting
ODis from clunate change The final planwill be published in summer 2019

We pratect our environment

1-4,5-18, 19-23, 42-43 We re alsao taking a natwnal perspective by warking with ather water companies to develop an
interconnector that ¢an move water quickly from the wetter nerth to the drier south, enhancing
water resilience across the UK

Qur own mpact and conthibution to cimate change cannot be ignored and, as outbmed in
Principal Risk 7 abave, there are a number of ways in which we are addressing our impact on
the environment

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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Financial risks

0 What is the risk?
Lower interest rates, higher
inflation er underperforming
equity markets may require
us to provide more funding
for our pension schemes.

Which part of Severn Trent
is affected?
Group-wide

Link to How We're Achfeving
our Strategy

Investing respensibly 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
our Strategy

Investing responsibly for sustained grewth

Brexit Statement

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

give rise to a new principal risk for

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

Our preparations for a no-deal Brexit
are well advanced and include a Brexit
Steering Committee to oversee the
contingency and scenario planning
necessary to operate effectivety (f the
UK leaves the EU without transition
arrangements The Committee
covers Incident Management,

People, Procurement, Security and

Severn Trent Ptc Annual Report and Acrounts 2019
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What does it mean for us?

We alceady provide significant funding but could be called upen to provide mare money ta reduce
pension deticits in our Delined Banefit Schemes

What are we doing to manage the risk?

Qur IAS19 deficit has reduced from £520m as at 31 March 2018 by £67m to £453m as at 31 March
2019 The main pension schemce cenefits from significant levals of nterestrate, inflation and
equity hedging to reduce materially the impact on the scheme deficit from these risks We are
currently in discussion with the scheme Trustees to agree the trienmal actuarial valuations as at
31 March 2012 and resultant delicil repair payments lor Lhe nexl .hree years These negolialions
may, in due course, also invslve the Pension Regulator Due to market conditions at 31 March
2016 (the date of the last triennial valuation] and 31 March 2019, these negotiaticns may result in
increased annual deficit repair paymenls

Movement in Net Risk Exposure

What does it mean for us?

We mus ensure sufficient Liguidity 1s avallable to meet our near-term financial commitments
We have a significant funding requirement in AMPS, o fund our investment programme and
refinanca maturing gebt Thisis awell-controlled risk, but it 1s imporiant that we maintamn these
high standards to mitigate this risk

What are we doing to manage the risk?

We have a marked improvernent agamst this risk exposure as our Liquidity position has increased
mazterially Due to the current political and econarmic landscape we have increased our available
liquidity to a total of 29 months We have been active in the Euro Medum Term Note { EMTN |
market, increased our cammitted 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 inancing ¢3Jsed by the UK s planned departure from
the Eurcpean Umon

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 ['0SG') at
an executive level, focusing on industry
preparedness and industry-wide
testing of response plans for a no-deal
scenaric 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

far the UK's departure from the EU

and specifically the risks associated
with no-deal The most significant

risk identified ts associated with the
avallabibity of chermicals imported mto
the UK We identified this at an early
stage and have ensured we have a

robust process for maintaining stock
tevels This has also been a key focus
for the 0SG, 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
alsoincreased stock for critical spare
parts, where a potential risk has
been highlighted, by working with our
supply chain

Progress n 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 positionis
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 water industry in
England and Wales 1s currently subject to
economic regulation rather than market,
competition, and Qfwat, the economic
regulator, has a statutory obligation to
secure that water companies can [in
particular through securing reasanable
returns on their capital) finance the
proper carrying out of their statutory
functions Ofwat meets this obligation
by setting price controls for five year
Asset Management Periods [AMPs]
This mechamsm reduces the potential for
variability (n revenues from the regulated
bustness 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
operational and financial performance set
out In the draft determination Ofwat will
publish its Final Determination for AMP7
in December 2019. We do not expect

this to be materially different from the
draft determination

When considering the Group’s prospects
beyond 2025, 1t 1s necessary to make
assurmnptions 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-

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

&2

* Severn Trent Water's financial
structure, which is close to the Ofwat
notionat capital structure and our plan
1s to retain 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 incentives that would help to
improve our financial resitience in the
period beyond 2025

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

The Greup's strategic funding objectives
reflect Lhe 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 requires
that it mamtains sufficient iguidity to
cover cash flow requirements for a rolling
period of at least 18 rnonths in order to
rmitigate the risk of restricted access

to capital markets The Group's debt
maturity profile 1s 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 halance sheet date was 14 years

The Group has an established process

to assess Its prospects The Beoard
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 s 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 these risks and
uncertainties The plan alsc considers
mitigating actions that the Group might
take to reduce the simpact of such

risks and uncertainties and the Likely
effectiveness of those mitigating actions

Period of assessment

The Dwrectors considerad 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 relabively stable revenues
and a model of econamic 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
regutation of the water industry
increases the uncertainty that (s inherent
in the Group's financial projections

The Group has an established planning
and forecasting process and the
Directors consider that the assessment
of the Group’s prospects 1s more rebiable
tf 1t ts 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 looking beyond this

A longer perod of assessment
introduces 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 (ndustry 1n England and
Wales, the Directors have determined
that seven years Is an appropriate

period aver which to assess the Group s
prospects and make 1ts viability
staterent this year

Assessment of viability

In assessing its future prospects, the
Group has censidered the potential
effect of risks and uncertainties that
could have a significant financial impact
under severe but plausible scenarios
The risks and uncertainties considered
were identified in the Group’s ERM
process, whichis described an 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 normal market
conditions The Group's Treasury Policy
requires that it retains sufficient iquidity
to meet iis forecast obligations, including
debt repayments for the next 18 months

The Group’s business plans are based

on the current regulatery framework
and do not take inte 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 mihigating actions

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

pension schemes

for pension schemes

The planned funding for the Group's defined benefit pensian
arrangements is based on current assumptions for future inflation,
asset returns and members’ longevity Outcomes different from
these might result in additional cash contributions being required
during the period under consideration Contributions are reviewed
and agreed with the Scheme trustee cn a triennial basis with the
nextvaluation of the main scheme based on the funding position as

at 31 March 2019

Discuss impact an debt covenants with lenders
and seek a temporary wawer « necessary
Consider use of hybrid debt instruments to
protect credit ratings

Consider a temporary reduction in dividends
Identify and implement sustamable cost
savings and efficiencies.

Reduce working capital to support cash flow

2. 5TW experiences a severe climate event, operational failure or Risk 4 Cyber security

other exceptional event with a very significant impact

The Grouo s ERM process has identified a number of risks
including extreme weather events, faillure of key assets and
cyber attacks that might have a significant impact on the Group s

operational and financial performance.

Risk 6 Failure of key assets
Risk 7 Health and safety
and environmental impact
Risk 8 Impact of extreme
weather/climate change

Reduce discretronary expenditure to cover
any extra costs resulting from the event
Consider use of hybrid debt instruments to
protect credit ratings

Consider g temporary reguction in dividends

3. Areduction ininflation or increase in interest rates for part of

the period under consideration

N/A - key assumption in
li~ancial model

Severn Trent Waler s revenues are Lnked to inflalion Low or
negalive inflation lends to adversely impact orolils and cash flows
inincreases In costs exceed Increases in revenue

Higner 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 regulatory model which

Risk 1 Failure to deliver
what our customers want

encourages companies to deliver what custormers want using
performance related rewards and penalties Failure to deliver
performance alt the commitied level can lead to sigruficant penalties

Reduce discretionary expenditure to cover
any extra costs resulting from penalties
Discuss the impact on debt covenants with
lenders and seek a termporary waiver if
necessary

5. 5TWincurs higher costs than planned that are not funded

Significant sverspending could result in a deterioration in fimancial
metrics and performance, which might adversely impact the

Group s sotvency

Risk 2 Changes n the
regulatory environment for
the UK water industry

Reduce discretionary expenditure to cover
any extra costs resulting from penalties

In the medwm-term implement a cost
reduchon pragramme to deliver sustainable
cost savings and efficiencies ta bring ces's
back in line with regulated allowances
Discuss impact on debt covenants with
lenders and seek a temporary waver 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 mutigating actions would be
avaitable to 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 15
unable to access capital markets to
raise finance during the period under
review will be shorter than 18 months

+ There s 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, solvency or debt covenants that
could not be addressed by mitigating
actions and hence are not considered
threats to the Group s viability

Severn Trent Plc Annual Report and Accounts 2019

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 prospects and viability
statement should be made The Audit
Committee supports the Board in
performing this review Details of the
Audit Committee’s activity in relation to
the Viability Statement are set out in the
Audit Commuttee report on page 85

This statement 1s subject to review by
Delortte, our external auditor Their audit
reportis set out on page 129

Assessment of viability

The Directors have assessed the viability
of the Company over a seven year period
to March 2026, taking into account

the Company’s current position and
principat nsks

Based on that assessment, the Directors
have a reasonable expectation that the
Company will be able to continue In
operation and meet its liabilities as they
fall due over the period to 31 March 2026

The Strategic report has been approved
by the Board

By order of the Board

Eﬂm@\:@éu%

Bronagh Kennedy

Group General Counsel and
Company Secretary

20 May 2019
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Documents available at severntrent.com
Severn Trent Ple Articles of Association
Matters Reserved to the Board
Non-Executive Director Letters

of Appointment

Terms of Reference for Board Committees
Board Diversity Policy Statement

Tax Strategy and Tax Report
Group Conflicts of Interest Policy
Mon-Audit Services Policy
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Dear Shareholder

Iam pleased to introduce our
Governance report for 2019, on behalf
of your Board and in accordance with
the 2016 UK Corporate Governance
Code {the Cade’] This report autlines
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 stakeholders

As highlighted in my Chairman’s
statement on page 16, this has been an
exceptionally busy pericd far the Board,
and specifically the Audit Commuttee,
with a sigmificant amount of time being
spent finalistng our PR19 business
plans | would Lke to convey the Board's
thanks to John Coghlan for s continued
dedication and support to the Board as
Chairman of the Audit Commuttee 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 implementation of the new 2018 Code,

which will apply 1o us next year

To ensure the long-term success

of your business, Directors and the
companies they lead need to build and
matntain successtul relationships with
a wide range of stakehelders, takung
accaunt of and responding tc their
views These relationships will only

pe successful and enduning if they are
based on respect, trust and mutual
benefit. Accordingly, we want to promate
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
printiples for Board \eadership,
transparency and governance with its
emphasis on the importance of strang
hoard 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 1ts role in setting the tone for Severn
Trent's culture and making sure that

it ts 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 cur company or
the Company’s purpose and culture 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 Equatibes Select Commuttee
on gender inclusion and recaegnised for
the female representation within our
Executive Committee and direct reports
tearn, being placed in the top four
amoang FTSETQ0 campantes by the 2018
Hampton-Alexander Review

Warkforce engagement

Engaged people are the key to the
success of Severn Trent, which 1s why
one of our five key strategic goals s

to create an awesome place to work
Your Board recognises the impartance of
understanding the views of the workforce
and considers that cur Employee Forum
15 an excellent means of making sure
that views from across the organisation
are considered in Board discussions and
decrsion making Additional detatls on
our workforce engagement activibies can
be found on page 108

Engagement with our
other stakeholders

Severn Trent’s success also depends
onyour Board taking decisions that
delver mutuzl benefit te our custormers,
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 questions 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 The results of this review

can be found on page 77 | am pleased to
report that your Board, its Committees
and individual Directors continue to
operate effectively

Severn TrentPlc Annual Repart and Accounts 2019
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Other information

Looking ahead

Maintaining the highest standards

of corporate governance across the
Group (s integral tc the delivery of cur
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 financial
year ending 31 March 2020 As you will
see within this report, the Board has
carefully considered the 2018 Code and
implemented many of the new principles
earlier than required This will allow
new processes and procedures to fully
embed zhead of our 2020 Annual Report
and Accounts

Board succession

The Board and the Norminations
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
Additional detail can be found within

the Nominations Committee report on
page 84

As mentioned in my Chairman’s
statement on page 16, | believe this s the
right moment to step down and allow a
new Chair to lead the Board into the next
phase for Severn Trent The Nominations
Committee, led by Senior Independent
Director Kevin Beeston, 1s overseeing
the process ahead of making a formal
recomrmendation to the Board

The Norminations Committee s in the
intial stages of succession planning and
further deta:l 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 shareholders
to attend cur AGM We welcome the
opportunity to meet with you and | hope
you will give us the pleasure of doing so
this year

M

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 is pleased to confirm that
Severn Trent Plc applied the principles and complied with all of the provisiens of
the 2016 Code throughout the year

Further information on compliance with the 2016 Cede can be found as follows

Leadership 66-71
The role of the Board
Division of responsibilities

The Chairman

Mon-Executive Directors
Effectiveness
Composition of the Board
Commitment
Development

66-84

Information and support

Evaluation

Re-elaction
Accountability
Financial and business reporting

85-92

Risk management and internal control

Audit Committee and auditars
Remuneration
The level and components of remuneration

97-122

Frocedure

Relations with shareholders
Dialogue with shareholders
Constructive use of general meetings

73-74

Disclosure Guidance and Transparency Rules

We comply with the corporate governance statement requirements pursuant te the
FCAs Disclosure Guidance and Transparency Rules by virtue of the infarmation
included in this Governance section of the Annual Report together with infermation
contained in the Information for shareholders section on page 199

Governance of subsidiaries

The membership of the Board of the listed Company, Severn Trent Plc, 1s the
same as that of Severn Trent Water Limited This structure was implemented
in 2007 to make sure that the highest standards of corporate governance are
applied at the regulated subsidiary level and to foster greater visibility and
supervision by the Severn Trent Plc Board

Severn Trent Water Limited complies with the Code, and Hafren Dyfrdwy
Cyfyngedig complies with the Code where it s 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 highesl
standards of governance

A maore detalled explanation of the Governance Framework and company
structures which apply to each of our regulated subsidiaries can be found
in their Annual Reports, availlable on their respective websites

Abbreviated terms used throughout this governance report
Hafren Dyfrdwy
Severn Trent Water

Hafren Dyfrdwy Cyfyngedig
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:0®®

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 Plcin marketing,
strategy and cil trading He joined National
Power in 1998 and the Board of Innogy Plc upon
its demerger from National Power in 2000

He played a leading role in s restrecturing
and transformation 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
Company and a mermnber of the RWE Group
Executive Committee until hus retirement in
2010 He was a Non-Executive Director of
Wolseley Plc from July 2004 unt:l November
2013 Andrew was appointed Non-Executive
Deputy Charman of Elementis Plc on 1 Apnil
2014 and became Non-Executive Chairman of
Elermentis Plc on 24 Aprit 2014 He Is the Senior
Trustee of Macmillan Cancer Support

Other roles
+ Member of the CBI President s Committee

+ Fellow of the Energy Institute
* Senior Trustee of Macmillan
Cancer Support

2. Olivia Garfield BA [Hons)
Appointed: Chief Executive on 11 April 2014

Membershnp:@@@

Olivia [Liv] brings ta 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
lne commercial roll-oul of libre broadband lo
two-thirds of the country She joined BT in 2002
and held the pivatal roles of Group Director of
Strateqy and Regulation, Managing Cirectar
Commercial and Brands, Global Services and
UK Customer Services Director From 1998

to 2002, Lv worked for Accenture as a
cansuttant in the Communicatiens and High
Tech Market Urut, designing and implementing
business change solutions across a number of
industry sectors

Otherroles

s Member of The 30% Club

« Director of Water UK

* Member of Take Over Panel -
Hearings Commuttee

Directar of Water Plus Limited - joint
venture with Umted Utilities

Committee membership as at 31 March 2019

@ Audit Committee

@ Norrinations Committee
® Remuneration Committee
@ Treasury Comrmittee

66

@ Corporate Responsibiity Commuttee
® Executive Committee

@ Disclosure Commuttee

. denotes Committee Chair

3. James Bowling BA [Hons]
Ecan, ACA

Appointed: Chief Financial Officer on
1 April 2015

Membership:@@@

James s a chartered accountant, who
started his career with Touche Ross and
brings significant financial managernent,
M&A and business transformation expertise
to the Board Prior to jotning Severn Trent,
James was interim Chief Finarcial Officer

of Shire Plc, where he had been since 2005,
lirst as Head of Group Reporting and from
2008 as Group Financial Controller Prior to
Joning Shire, James spent nine years at Ford
Motor Company in various finance roles of
Increasing respansibility

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 Exal PLC as Chief Financial Officer and
ulumately as Deputy Chief Executive Officer
until retiring it 2006 Since then, he has been
a Director of publicly-quoted and private
companies across several sectors Currently,
John s also Non-Executive Director and Audit
Committee Chairman of Associated British
Parts Haldings Limited and Clarwon Housing !
Group, and s Non-Executive Directorof 0 C $
Group Limited

John has recent and relevant financial
experience as a member of the Institute of
Chartered Accountantsin England and Wales

Other roles

* Chairman of Freight Transport Association
freland Limited

* Chairman of Hafren Dyfrdwy Cyfyngedig,
the Group’s beensed entity in Wales

Severn Trent Ple Annual Report and Accounts 2019
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5. Dame Angela Strank OBE,
FRS, FREng. CEng, FIChemE,
DSc, PhD

Appointed: Independent Non-Executive
Director on 24 January 2014

Membership: o®®

Angela brings a wealth of strategic, technical
and commercial experience to the Board
Angela 1s Head of Downstream Technology
and Group Chief Scientist at BP Plc

She s a member of the Downstream Executive
Leadership Team Angela s responsible

for enabling delivery of the Downstream
strategic agenda through the development of
differentiated technolegy advantage across the
refiring, fue.s, lubricants and petrochemicals
businesses Since joining BP in 1982, she has
held many senior leadership roles around the
world in business development, commerciat
and technology, including in 2032, as Vice
President and Head of the Chief Executive s
Office, In 2010, Angela was the winner of

the UK First Woman's Award in Science

and Technology recognising picneering UK
waomen in business and industry Her track
record and experience In strategy, operations,
technology and transformational change are

a cormplernentary addition 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 Most Excellent Order
of the British Empire [[OBE'] for services to the
Qil and Gas Industry and encouraging women
into STEM careers

Other roles

¢ Board Governor, The University
of Manchester

* Member of the Royal Society s Science,
Industry & Translation Committee

4. The Hon. Philip Remnant CBE
FCA MA

Appointed: Independent Non-Executive
Director on 31 March 2014

Membership: G @@@

Philig 1s a senior investment banker and brings
substantral advisory and regulatory experience
to the Board Achartered accountant, he s
Senwor 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 Swisse First Boston Europe and Head

of the UK investment Banking Department
Philip was Director General of the Takeover
Panel for two years between 2001 and 2003,
and again in 2010 He served on the Board

of Northern Rack Ple from 2008 to 2010

and from 2007 to 2012 was Chairman of the
Sharehalder Executive

Prilip has recent and relevant financiat
experience as a fellow of the Institute of
Chartered Accountantsin England and Wales

Other roles
* [irector and Trustee of St Paul s
Cathedral Foundation

7. Dominique Reiniche MBA

Appeinted: Independent Non-Executive
Director on 20 July 2016

Membership: @@

Domimigue has a wealth of operational
experience in Europe and has international
consumer marketing and innovation
experience Dominigue s Independent Char
of 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

with Practer & 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
Domimigue previously held a number of
senior roles at Coca-Cola Enterprises and
at Coca-Cola Company, including President
- Western Europe, President - Europe and
Chairman - Europe Dominigue was a Non-
Executive Directar of Peugeot-Citroen SA until
December 2015 and was a Non-Executive
Director of AXA SA untit April 2017

8. Kevin Beeston FCMA

Appointed: Independent Non-Executive
Director on 1 June 2015, Senicr Independent
Non-Executive Director on 20 July 2016

Memher’ship:®®®

Kevin has awealth of commerca,, financia.
and high level management experience

Kevin s Chairman of Taylor Wimpey Plc and
Elysium Healthcare and also a Non-Executive
Director of the Football Association Prermier
League Limited and Marston Corporate
Limited Previously, Kevin spent 25 years at
Serco Plc, where he held the roles of Finance
Direclor, Chiel Executive and finally Chairman
until 2010 Kevin was previously Chairman of
Domestic & General Limited, Partnerships in
Care Limited and Equiniti Group Plc, and was
a Nen-Executive Director of 1Ml Plc

Kevin has recent and relevant financiat
experience as a fellow of the Chartered
Institute of Management Accountants and
was previously Finance Director at Serco Ple

The following table shows the attendance of Directors at scheduled Board and Committee meetings during the year

Audit Naminatians  Remuneration Treasury CR

Director Positian Board Committee Committee Committee Commutiee Committee
Attended/scheduled

Andrew Duff Chairman W7 - 4fh ifd - Lld
Kevin Beeston Senior Independent Directar 7/7 &4 414 414 - -
James Bowling Chief Financia! Officer W7 - - - 5/5 -
John Coghlan Non-Executive Director W7 4/4 4/t - 5/5 -
Liv Garfield Chief Executive 77 - - - - &f4
Domimque Non-Executive Director 17 - 4/4 - - 44
Reiniche
Philip Remnant Non-Executive Director %7 414 44 414 5/5 -
Darne Angela Non-Executive Director 777 - 474 4f4 - 4/t

Strank

All meetings are structured to allow open discussion At each Board meeting the Directors are made aware of the key discussions and
decrsions of the five Board Commuttees by the respective Cormmittes Crairmen Minules of Board and Committee meetings are circulated
to all Directors after each meeting. Details of the Board s activities during the year are set oul on page 72

In the event a Director 1s unable to attend a meeting they still recewe related papers in advance of the scheduled meeting and any input they

have provided s fully considered

Severn Trent Plc Annual Report and Accounts 2019
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1. Olivia Garfield BA [Hons]
Appointed: Chief Executive on 11 April 2014
Please see full bicgraphy on page 64

2. James Bowling BA [Hons)
Econ, ACA

Appointed: Chief Financial Officer on

1 April 2015

Please see full biggraphy on page 64

3. Dr. Tony Ballance BSc (Hons),
MA (Econl], PhD

Director of Strategy and Regulation

Membership:@@

Tony s extensive experience in Utility policy,
regulation and stakeholder engagernent leaves
him ideally placed to lead the Company's
strategic, regulatory and external affairs

work Prior to joining Severn Trent, he held the
posts of Chief Economust for Otwat, Director of
London Economics and Dhrector of Stone and
Webster Consultants

Other roles

s Member of Water UK Council

* Senior Indopendent Director of the National
Forest Company

+ Chairman of the Corporate Advisory Panel
of the Regulatory Policy Institute

4. Sarah Bentley BSc (Hons),
Management Science with
Computing

Chief Customer Officer
Membership:@

Sarah 15 responsible for Customer Retall
and Network operations, Group Technology
and Transformation Previously Sarah
warked for Accenture as Managing Director
of their digital business in UK and ireland,
focused on digital marketing, mobility and
anatytics for customers, employees and

the enterprise Prior to Accenture, Sarah
was CEO of Datapornt, an Alchemy backed
company delivering CRM services, and Senior
Vice President of eLoyalty, a global CRM

and marketing consultancy She was SVP 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

* Non-Executive Director of Lloyds Bank Ple
and Bank of Scotland Plc

s Director and Secretary of
Twzzletwig Limnited

Committee membership as at 31 March 2019

@ Audit Committee

@ Nomimations Commuittee
® Rermuneration Committee
@ Treasury Committee

68

@ Corporate Responsibility Committee
@ Executive Committee

@ Disclosure Commuttee

' denotes Committee Chair

Graphuc rernoved

5. Martin Kane BSc, CEng. CEnv,
MICE, MIWEM, FIw

Special Advisor
Membership:@

Martin has held varigus semor rotes giving

him 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 Customer Relations,
Severn Trent Plc, from May 2006 until January
2012, and Chiel Executive Officer of Severn
Trent Services until July 2014

Other roles

s Chairman of the Board of Trustee's
of International Society for
Trenchiess Technology

& Chawrman of Panton Mcleod Limited

» Chairman of the Coventry and
Warwickshire Growth Hub

6. Bronagh Kennedy BA (Hons]

Group General Counsel and
Company Secretary

Membership:@@

Bronagh joined Severn Trent in 2011 as Group
Company Secretary and Generat Counsel

She 15 also respansible for compliance and
assurance and the Group’s Corporate Social
Regponsibiuty programme During her career
she has worked across several sectors
including finance, leisure and hospitality

and she has a broad range of corporate
experience, having led FTSE100 company HR.
communicatiens, Insurance, risk and health,
safety and wellbeing functions She has also
been a Non-Executive Birector on industry
bodies such as the British Hospitality
Association Prior to moving in-house she was
a senior associate sohicitor in Alten & Overy's
banking and insalvency group

Other roles

» Chairman, HR and Remuneration
Committee and Non-Executive Director
of British Cangeing

* Member of the GC100 Group

SeverpTrent Pl Annual Reportand Accounts 2019
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7. Helen Miles CIMA

Capital Delivery and Commercial Director

Membership:@

Helen jained Severn Trent in November 2014
as the Chief Commercial Officer Helen brirgs
with her a breadth of commercial experience
having worked within regulated businesses
and sectors across Telecoms, Laisyre and
Banking Asamember of the UK Board, Helen
was instrumental in delivering HorneServe's
future growth strategy and ensuring a
sustamnable, custorner-focused business
Helen 1= Non-Executive Director of the Royal
Navy and an experienced finance professional
Helen was previcusly Chief Financia, Officer
far 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

QOther roles
¢ Non-Executive Director of the Royal Navy

Severn Trent Plc Annual Report and Accaunts 2019

8. Andy Smith BTech [Hons)

Managing Director, Business Services
Membership: @

Andy was appointed to the role of MD,
Business Services onits 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 operational expertise ganed
from diverse sectors Currently, Andy is also
a Non-Executive Direclor of Diplome Pic

He has worked in the UK and averseas with
global businesses such as BF, Mars and
Pepsi in both engineering, HR and operational
management roles Previously, he has served
as a member of the Board at Severn Trent Plc
and at Boots Group Ple

Otherroles

» Non-Executive Director, Chairman of the
Remuneration Committes and member of
the Audit and Nominations Cammittees of
Diploma Plc

« Director of Water Plus Limited - joint
venture with United Utilities

9. Neil Morrison BSc (Hons],
FCIPD

Director of Human Resources

Membership: @

Neil joined Severn Trent in August 2017 as
Director of Hurman Resources Neil started a
career i HR management in 1994 and for the
subseguent 12 years he warked in a vanety of
HR rales within FTSE100 companies, including
Rentokit Imtial and GUS {which latterly became
Home Retail Groupl Before joining Severn
Trent, Nell worked at Penguin Randorn House
taking responsibilsty for strategic people
iIssues across therr publishing and distribution
offices 1 the UK, APAC, India and South Africa.
He was one of the main [eads in helping to
steer and finalise the global merger hetween
Randam House and Penguin

10. Dr. James Jesic BEng (Hons),
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 appainted as
Managing Director of Production in 2017
During his time with the business, James has
had full accountability for the management

of the operational multi-biltion pound asset
base, being responsible for praducing and
supplying drinking water and collecting and
treating waste water for millions of customers
across the Midlands As part of that role, he
has delivered industry-leading customer
service performance, as well as driving sector-
leading environmental results He has a PhD
in Chermical Engineerig from the University
of Birrmingham and attended Harvard
Business School

11. Dr. Bob Stear MEng [Hons],

RPhD, MCIWEM, CWEM, FlWater
Chief Engineer

Memhershnp:@

Bob was appointed Chief Enginecr in
Navember 2018 and 1s a chartered
Environmental Engineer who joined Severn
Trent in 1997 as a process technician He has
warked his way up through the Cempany
via operational, engineering, strategic and
innovation roles tn particular Bob played a
key role in the transformation of the waste
water business and successfully governed
a £1 2bn capital programme In 2013, Bob
worked alongside the Government on the
implementation of the 2074 Water Act

He has a PhDinwaste water treatment
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Board composition an

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 Chawr and members of the
Board can be found below

The Chairman, Senior Independent
Director and Non-Executive Directors
are appointed for a three-year term,

Director Responsibility

Chairman
Andrew Duff

subject to annual re-election by
shareholders following the annual
Board effectiveness evaluation process
This term can be renewed by mutual
agreement, up to a maximum total
tenure of nine years The current Letters
of Appointment are available on the
Severn Trent Plc website

The composition and effectiveness of
the Board is subject to regular review
by the Nominations Commuttee which,
in particular, considers the balance of
skills, experience and independence of
the Board, in accordance with the Board

* | eads our unified Board and 1s responsible for its effectiveness
* Sets agendas and ensures imely dissemination of information to the Board, te suppert sound decision

Dwersity Policy The Board Diversity
Policy Statement is available on the
Severn Trent Plc website

Any new appointments to the Board
result from a formal, rigorous and
transparent procedure, responsibility for
which 1s delegated to the Nominations
Commuttee lalthough decisions on
Appomntments are a matter reserved to
the Board] Further information on the
wark of the Nominations Commitiee can
be found on pages 81 to 84

making and allow for constructive discussion, challenge and debate, in consultation with CEQ, CFQ and
Company Secretary
* Responsible for scrutivising the performance of the Executive Committee and overseeing the annual Board
effectiveness evaluation process
+ Faciitates contribution from all Directors and ensures that effective relationships exist between them
* Ensures that the views of all stakeholders are understood and considered appropriately in Board discussion
and decision-making

CEQ » Represents Severn Trent externally to all stakeholders, including our employees, the Government and

Liv Garfield

regulators, customers, suppliers and the communities we serve

* Develops and implements the Group's strategy, as approved by the Board

* Sets the cultural tone of the arganisation

* Faciitates an effective link between the business and the Board te support effective communication

¢ Responsible for overall delivery of coammercial objectives of the Greup

« 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 f nancial affairs The CFQ's review can be found on page 48.

James Bowling

* Supports the CEOQ in the implementation and achievement of the Group’s strategic objectives

* Oversees Severn Trent’'s relationships with the investment community

s Represents Severn Trent externally to ali stakeholders, including our employees, the Government and
regulators, customers, Pension Truslees for the Company s detined benefit pension schemes, suppliers
and the communities we serve,

SiD In addition to his responsibitities as a Non-Executive Director, Kevin also

Kevin Beeston

¢ Supports the Chairman in the delivery of his objectives

¢ Acts as an alternattve contact for shareholders should they have a concern that 1s unresolved by the Chairman,

CEQ or CFOQ

» Leads 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 Comrmuittees, Chairman
and Non-Executive Directors

NEDs * Monitor the delivery of strategy by the Executive Committea wathin the risk and control framework set by

John Coghlan the Board

* Satisfy themselves that internal controls are robust and that the external Audit 1s undertaken properly

Dominique Reiniche
Dame Angela Strank
Philip Remnant

* Serve on various Committees of the Board

* 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

Company Secretary
Bronagh Kennedy

corporate governance developments.
¢ Facilitates a comprehensive induction for newly appointed Directors, tailored to their individual requirements
* Ensures compliance with Board procedures and provides support to the Chairman
« Co-ordinates the performance evaluation of the Board in conjunction with the Chairman
« Provides advice and services to the Board

s Ensures sound infarmation flows to the Board i order tor the Board to function effectively and etficiently.
» Advises and keeps the Board updated on Listing and Transparency Rule requirements and on best-practice

70
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Governance Framework

Board Committees

Committeo
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Read more Read more Read more
Page 94 Page 93 Page 81
Our Board Respensibility to all of our stakeholders

The Board's role 1s to ensure the
long-term success of Severn Trent
Maintaining the highest standards of
governance |s integral to the effective
delivery of our strategy and ensuring
that the Board takes decisions that
create sustainable long-term value for
the mutual benefit of our sharehalders,
custemers, employees and the
communities we serve

The operation of our Board 1s supported
by the collective experience of the
Directors and the diverse skills and
experience they possess This enables
the Board to reach decisions in a
focused and balanced way, supported by
independent thought and constructive
debate between the Directors Trust and
mutual respect are the cornerstones

of relationships between our Directors,
with a Board dynamic that supports
open and honest conversations to ensure
decistons are taken for the benefit of

the Company in full consideration of the
impact on all stakeholders

Severn Trent Plc Annual Report and Accounts 2019
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Nominalions

nrttee

for the approval and delivery of the
Group s strategy and for creating and
overseeing the framework to support
its delivery sits with the Board

The requirements of the Board are
clearly documented n the Severn Trent
Plc Articles of Association, Schedule
of Matters Reserved to the Board and
Charter of Expectations These are
avallable on the Severn Trent website

As outlined on page 70, there is a clear
division of responsibilities between the
roles of Chairman and CEQ To allow
these responsibilities to be discharged
effectively, the Chairman and CEO
maintain regular dialogue outside the
Boardroom, to ensure an effective flow
of information

The Non-Executive Directors have
direct access to senior management

at all times Informal as well as formal
contact with the wider business I1s
encouraged to develop a deeper
understanding of Severn Trent s
operations and requests for further
information are welcomed This broadens
the Non-Executive Directors sources
of information and enables them to
consider the wider impact of any Board
decisions on stakeholders more broadly

Rern o

Commit

Read more
Page %7

dheanbnnes
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Read mare
Page 85

Governance Framework

The Board 1s supported by the Severn
Trent Governance Framework, which
1s set out above The Governance
Framework comprises the Beard,
STEC and thewr respective Committees

In line with the Code, the Board delegates
certain roles and responsibilities to its
various Committees The Commuittees
assist the Board by fulfilling their roles
and responsibilities, focusing on their
specific activities, reperting to the Board
on decisions and actions taken, and
making any necessary recommendations
te the Board in ine with their Terms

of Reference The Board regularly
reviews the Terms of Reference of each
Committee, which are avallable 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 commerciat objectives rests
with the Chief Executive who 1s supported
by STEC More information on our STEC
members can be found on pages 48 to 69
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Main topics discussed by the Board during the year

R L T e O T Y S TR T T LTI Iy

Regular Updates

* Reports from
Committee Chairs

CED Review
CFO Review

-

Operatianal
performance reviews
- separate reports for

the Regulated Business

and Business Services

Reports from the
Employee Forum

Corporate governance

developments and legal

affairs reports

* Commercial and
Capital Delivery reports

......... “Esseesssnsrastnanne

wrerasal
w,

assesesrrrarnnasrrrennn

Strategy

People Strategy

Talent development and
succession planning

Innovation update

Tax Strategy

Board Strategy day -
further detail can be
found an page 75

Health, Safety and
Wellbeing

Board diversity

wavsasal
)

PR T T T YT TR TL LT T T TP

rbbsbtannnaan Y srrbena

Financing Strategy
+ Budget

Owidend approval

Draft results
and assoclated
presentations
to analysts

.

Pension Schemes
updates

L]

Annuzt Report and
Accounts for Severn
Trent Plc and Severn
Trent Water Limited

*

Annual Performance
Report for Severn Trent
Water Limited

D T T T T T T T R YT T Ty

Group financing

B Ry L L P Y P TP

assvertasavEERATaR I AR AN P aar sy

Culture and Values

» Company purpose and
culture

Training Academy
development

-

Annual employee
survey results - QUEST

Employee recruitment
and retention

Review and approval of
various Group policies
to suppart Severn
Trent’s culture of Doing
the Right Thing

P T T T LY T T L T T R T P o A

T T S T L LT L T T LR LI T oI eI

Governance and
i Stakeholders

¢ * Board Effectiveness
evaluation

Preparations for the
2018 UK Corporate
Governance Code

AGM decumentation
approval and
discusston of AGM
voting resuils

Investor relations
strategy and updates

Presentations from
Ofwat, DW!, CCW, Chair
of Customer Forum

.
.
.
v
H
.
.
.
.
H

Risk Management

Cyber risk

Whistleblowing updates

Regulatory updates

Enterprise Risk
Management Reports

L]

Review of the Group
Authorisation
Arrangements

B T T P P T P

Brexit

Defence update

Review of Effectiveness
of Risk Managements
and Internal Controls

Fhbanencararrsitihnanenransanne
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¢ Annual Report and
Accounts/Annual
Performance Report

* Water Resources
Management Plan

* Scheme of Charges
and Mew Connections
Charging

* Renationalisation
* GOPR

e Market Abuse
Regulations

* Modern Slavery Act

JSeressesssrnanas asessasan

Environment

* Environmental
leadership

Supply Chain ESG
engagement strategy

Climate change

* Environmental and
water guality updates

Review of environmental
deep dives including
Buodwersity, Energy
Management and
Carbon
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Stakeholder and Shareholder engagement therinormation

We are proud to be the only utility working as a pathfinder company with the Purposeful Compeany Task Force, As part of our
pathfinding role, the Board 15 comrmutted to engaging effectively and working constructively with atl of our stakeholders,

The Board recognises the importance of considering ali stakeholders in its decision-making, as set out In section 172 of the
Companies Act, and the positive impact this has in premoting the success of the Company as a whole The table below sets cut
details of key stakeholder engagement undertaken by the Board during the year

Board Engagement and Activities

Shareholders/ e Board approvat of the half year and full year results Board attended results presentations
Investors * Board approval of the Annual Report and Accounts
# Full Board attendance at the 2018 AGM
* fnvestor meetings Executive and Non-Executive Directors undertook investor engagements in the year
= Investor feedback presented to the Board, through monthly reperts and regular broker notes
+ Investor roadshows ta Australia, US, Canada and Eurcpe
» [nvestor Relations strategy agreed by the Board
¢ Chairman attended the Capital Markets Day Read more on page 74
Customers » Customer-shareholders had the apportunity to meet the Board at cur AGM and ask questions

Customer Delivery Performance Report tabled at every Board meeting
Extensive customer research considered regularly by the Board in relatien to the PR19 plan and submissign
Board attended some of our PR19 custemer research sessions

Communities

Emplayees who Live and work 1n our communities meet the Board at the Employce Forum, AGM and site/

operatianal wisits

Corporate Responsibility reports regutarly discussed at Board meetings, including an update on community activities
Board received updates on the Group s volunteering programme during the year

Board consideration of the community dividend, developed to fund projects in our community

Immearsive Board session on the Wonderful Water Tour - our new innovative educational tour to inspire and educate
children in our communities

Veolunteering update considered by the Board

Board site vistt to Lake Vyrnwy Reservoir and Visitor Experience Site

Employees » Employee-shareholders had the opportunity to meet the Board at our AGM and ask questians
= CEQ Employee roadshows and senior leader events
» Board aitended a Company Purpose and Culture session with employee representation and discussion
of the QUEST survey resulls
» 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 Directars met employees and discussed matters
with thern
s Charrman, Nen-Executive Director and Executive Director attendance at the Employee Forum, including an opportunity
to meet employees across the Group Individual Directors provide feedback to the Board following Forum attendance
» Internal blogs by Executive Directers
» Regular senior leader engagement with Executive Directors
» Talent development considered by the Board
» Dedicated People Strategy discussian at Board Strategy day
Regulatars/ » Renationalisation reports considered by the Board
Government » Regulatery matters regularly considered at Board meetings, including PR19, Water Resources Management Plan
and Scheme of Wholesale Charges.
» Requlatory stakeholder attendance at Beard meetings during the year
s Chairman met with Jonson Cox, Ofwat
» Engagement with DWI lead inspeclo- EA, CCW and Lhe Pension Truslees far tre Compary s defined benefit
pension schemas
» Regulatory consuttation updates provided to the Beard, including Severn Trent's proposed response
Suppliers/ » Commercial Performance Report tabled at every Board meeting, including an update onrelationships with suppliers
Contractors and associated perfaormance

-«

Chairman and Executive Director at?endance at the Employee Forum, including attendance by suppliers
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Stakeholder and Shareholder engagement
continued

Institutional shareholders
and analysts

The Board recognises the importance
of representing and promcting the
interests of its sharehotders and other
stakeholders Various mechanisms have
been put in place to ensure the Board
remains In touch, with key activities set
out below

« monthly update reports on the key
shareholder engagement activities
undertaken hy the Executive
Committee and the Investor
Relations Team,

+ monthly report of our shareholder
register, outlining the significant
buyers and sellers of Severn Trent Plc
shares, and

* regular 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 resulis

In this key year of our regulatory cycle,
additienal presentations were made
following the submission of our business
plans for 2020-25, and Ofwat s imhal
assessment of our plans This year

we held a Capital Markets Day, which
focused on the key areas of the Severn
Trent Water plan

Primary investor events

The Chief Executive ang Chief Financial
Qfficer regularly meet shareholders
during the year, often with other
members of the Executive Committee
The Chairman and Senior Independent
Directar also offer to meet with our
largest shareholders without the
Executive Directors once every year and
are avallable to meet with investors at
any other time upon reguest

In Line with the UK Corperate 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 Ple 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 investors

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 lnitial
Assessment of the Plans in January
2019 These two events have been the
focus of iInvestor interaction during the
year Investors have largely focused on
our abibity to perform against the three
levers of regulatory outperformance -
0DIs, Totex and financing — with enquires
centred on our AMPS performance
against these levers, and how this might
translate into our AMP7 performance

May 2018 Londeon Roadshow September 2018 Bernstein Strategic
June 2018 Europe Roadshow Decisions Conference
June 2018 US Roadshow September 2018  Capital 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 Novemnber 2018 Switzerland Roadshow
July 2018 Scott Harris Roadshow  January 2019 Citi European Utilities
August 2018 Citt UK Utilitres and Infrastructure
Reverse Roadshow Conference 2019
August 2018 Credit Suisse Reverse ~ February 2019 Landan Roadshow
Roadshow February 2019 US/Canada Roadshow
September 2018 Morgan Staniey February 2019 Australia Roadshow
Conference March 2019 Scott Harris Roadshow

74

Investors have also been keen to
understand how the business s
preparing for AMP7 and what factors
will drive leng-term growth for our
regulated business In our non-regulated
business, investors have focused on the
acquisition of Agrivert in November 2018,
and the impact of this on our energy self-
generation targets

At a rmacroeconomic levet, Brexit and
renationalisation have been key matters
of focus On Brexit, emphasis has been
on the Company’s preparedness fcr a
range of autcomes More can be found
on page 61 On renationalisation the
focus has centred on hew the debate
has evolved over the last 12 months,
and whether the sentiment amongst
politicians and the general public

has changed

Looking ahead to 201%/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
regulatory levers, to be the key themes
for investors throughout 2019/20 We also
anticipate investers to be focused on the
Group's dividend policy for 2020 onwards,
which will be announced following the
pubbication of the Final Determination

for both Severn Trent Water and Hafren
Dyfrdwy (n December 2019 Dialogue with
our shareholders on macroeconomic
risks is continually maintained

Graphic removed

Investors attended our Capital Markets Day
in September 2018.
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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 its decisions,
these create sustainable, long-

term value for the mutual benefit of
stakeholders in order for the Group
te manage risk effectively, the Board
monitors financial pet fermance

and reporting and also 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 to formal meetings at

which strategic matters are regularly
consideread, in June 2018 the Board

held a dedicated strategy meeting

with the Executive Commuttee to focus
on PR1% 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 ergamsational
performance The Strategy Day also
covered the potential for artificial
intelligence, data analytics and robotic
process automahon to improve
efficiency and performance across the
business - driving quality improvements
and minimising the need for manual
interventien The Board was immersed
in Strategy Day topics through use of real
examples and simulation to demonstrate
current and planned interventions

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
tegitimacy, with discussion on key
priority areas

Our Company purpose and culture

The Board is responsible for establishing
Severn Trent's purpose, vision and
strategy, and satisfying itself that its
culture 1s aligned Our purpose - to
serve our communities and build a
lasting water legacy - reflects ‘why we
do what we do Qur strategy provides

us with ‘what” we do But the 'how we
deliver our purpose and strategy 1s what
differentiates us and sets us apart and
that 1s driven by our culture, values

and behaviours

To supportthe creation of long-term
value for the mutual benehit of our
shareholders, employees, customers
and communities, we recognise the
importance of bullding and promoting

a culture of integrity and openness,
where inclusion and diversity i1s

valued Assessment of companies
orgamsational culture can sometimes
be hard to interpret and, as such, were
working with other companies to develop
a new cultural index This will allow
stakehaolders to make comparisons
against reliable data points, with clear
external benchmarks and give greater
visibility on companies progress

The initial measures we are considering
are set out in the table below

Atthe heart of Severn Trent's culture is
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

Strategic report

informat

These policies codify how to 1dentify

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 judgment

During the year, the Board has focused
on deepening its understanding of the
Group s culture even further, through a
dedicated company purpose and culture
sessien 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
operatignatl sites

The Board routinely interacts with
employees as part of their site visit
programme Details of site visits held
during the year can be found on page 80
Direct (nteractions with employees,
specifically in relation to culture, allows
the Beard to understand first-hand the
key 1ssues identified by our workforce,
and provides an opportunity 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 farward
As part of this activity the Board satisfied
itself that the Group s pelicies, practices
and behaviour threughout the business
are wholly aligned with Severn Trent's
purpose, vision and strategy

Topic Measures Benchmark
Engagement » Glassdoor Rating » Glassdoor
* Engagement score * Versus UK Average
Fairness * Gender Pay Gap * Median Versus UK Average [ONS]

* CEQ Pay Ratio
e Ethnmicity Pay Ratios

» Versus UK Average
» TBC when Government standard disclosed

Wellbeing » Days lost to mental health 1ssues
* Employee turnover

* CIPD

*« Mind - Workplacc Wellbeing Index

Inclusion s Gender representation at senior levels
* Social Mobility
¢ Ethnic Diversity

* Hampton-Alexander Ranking
* Social Mobility Index
« BITC Diversity Index

Skills
+ | evy Spend

« Training Days

+ CIPD

» UK Government

Severn TrentPle Annual Repart and Accounts 2019
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Reinforcing our cutture

76

Severn Trent's values support Doing the Right Thing and drives delivery of the Group's strategy

customers
first

ppratest aur
environment

awesome
company

Educating our people, supporting and guiding them to demonstrate

Doing the Right Thing has
supporting policies that apply
to everyone who works for
Severn Trent

positive behaviours in all they do

These policies are the
strategic link between our
vision and how we manage
our day-to-day business,
and are underpinned by
specific company standards
and procedures

Read more
Page 95

To support understanding of
our policies and standards,
there 1s programme of
targeted training, including
e-learning modules and
practical training sessions

Review mechanisms to further support and assess our culture

Qur workforce can raise
concerns at work through
their ine manager, senior
management and through our
confidential and independent
whistleblowing helpline,
‘Safecall” Allinvestigations
are carried out independently
with findings being reported
directly to the Audit angd
Corporate Responsibility
Committees The Audit
Committee mornitors and
reviews the effectiveness of
the Group’s whistleblowing
arrangements annually

and provides feedback to

the Board

Reports from the respective
Chairs are provided to the
Beoard at the outset of every
meeting, with any serious
allegations being directly
reported to the Board

Our annual employee
engagement survey, QUEST,
provides data in a clear

and comprehensive form,
identifying what s going well
and where we can improve
across the Group QUEST1s
conducted by an independent
research company to ensure
the results are anonymous
and the results are reported to
the Board

Dedicated culture discussions
are included at our Employee
Forum, hosted by the
Company and attended by the
Chairman, Non-Executive
Directors and Executive
Directors This regular Forum
15 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
Forum attendance

Feedback to the Board to deepen its understanding of the Group's culture

Our established reporting mechanisms for cempany purpose and culture are essential tools in the
Board's oversight of cuitural matters. All feedback received deepens the Board's understanding
of the Group’s culture and Board feedback 1s used to inform future areas of focus and ensure that
local plans are consistent with teedback received

Severn Trent Plc Annual Reportand Accounts 2019
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Board evaluation
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> Governance

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 Charman,
and of the Chairman, led by the Senior
Independent Director

Following completion of the evaluaticn
process, the Board considered the
report’s findings and agreed specific
actions Itwas also agreed that six-
monthly reviews on progress against
the report s recommendations would
be tabled for Board 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 Incorporate recommendations

and areas of fecus 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 Committees, with interview questions structured on the basis of
feedback from the 2017/18 evaluation, including areas for improvement and any
additional observations

Step 2. One-to-one meetings

Beard and Cemmuttee members participated in cemprehensive one-to-one
meetings with the Company Secretary, with appropriate time provided to allow
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 individuat Directers and
included an assessment of therr independence, time commitment and
individuat performance

Graphic removed
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Evaluation Findings

The evaluation concluded that excellent
progress had been made in respect of
areas for 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 of 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. operational
and reputational priorities as well

as regulatory matters.

The evaluabion also concluded that

the Board, its Committee Chairs and
Committees were effective and that

all Directors were considered to have
demonstrated considerable commitment
and time to their roles, well In excess

of that required by the Charter of
Expectations notwithstanding any

other positions held by them outside

of Severn Trent

Minor areas for further development
of the Board's effectiveness were as
detailed below

Progress 2018/19

As part of the evaluation, full
consideration was grven to the number
of external positions held by the Non-
Executive Directors Directors’ other
appointments were reviewed, including
the time commitment required for

each As a result of this review, the
Nominations Committee did not identify
any instances of overboarding and
confirms that all individual Directors
have sufficient trme to commit te their
appointment as a Director of Severn
Trent Plc The full list of external
appointments held by our Directors 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
Committee bmetable. 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 PR1% approval and submission had been
particularly well managed and that the use of additional Beard Committee mectings and
briefing papers had ensured that this topic had not distracted the Board from considering
other strategic issues and operational performance oversight

Talent Management and Succession
Planning - oppaortunity to apply mare
structure to succassion planning and
talent development discussions at the
Nominations Cormrittee and the Board

Talent and succession planning have been added as separate standing Nominations
Committee agenda items wtith a forward Board programme for talent and succession

planning also being developed

Existing talent and succession planning elements of the Board inductien programme were
updated te give new Non-Exacutive Directors better oversight of the Group s processes

Board Compaosition — cpportunity to
ncrease the ethnic diversity of the
Board in ine with the recommendations
of the Parker Review and to appaint

an additional Director with Treasury/
Engineering experience

Succession planning was considered by the Nominations Caommittee, and Board, during the
year This included consideration of the Board's Diversity Policy and its aims to increase
the ethric diversity of the Board in Une with the recommendations of the Parker Review.

The Board also considered Board succession planning in respect of Directors with mere

Treasury and Engineering experience

Financing - opportunity to spend more
time on this topic during NED induction
givents complexity

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 Director knowledge

Culture - develop & structured plan to
enable the views, ideas and canstructive
challenge throughcut the organisation
to be considerad at Board level

Company purpose and culture continues to be considered by the Board as a separate Board
agendaitem Additional detail can be found on page 75

The Chairman and Non-Executive Directors will continue to attend our Employee Forum
This regular Forum is attended by numerous employee representatives, Unions and other
stakeholders to enable the views throughout the erganisation to be considered at Board level
Individual Directors provide feedback at the Board meetings following Forum attendance

Minor areas for further development of the Board's effectiveness

Evaluation Action 2018/19
Succession Planning

Opportunity to apply more focus to succession planning, in full consideration of Director
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. Opportunity to allocate additienal time on the Board agenda to engage
personally with presenters and discuss matters more infoermally

Board Composition

Opportumity to censider broader diversity and inclusion in terms of the Board's composition

Remit of Board Committees

Opportunity to review the duties within the respective Committee Terms of Reference
and ensure that Commiilee meelings have sufficient time allocaled Lo them.
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Board Development
and Knowledge

Training and Continuing

Professional Development ('CPD’)

As well as Board agenda items, training
and CPD sessions in relation to 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 [cur Educational
Buses)] Read mare on page 35,

Impact of Renationalisation,

* Robotics and Artifioal Intelligence,
* Company Purpose and Culture, and
+ Capital Spend

The aim of the training sessions Is to
continually refresh and expand the
Board s knowledge and skills In doing
s0, the Directors can contribute to
discussions on technical and regulatory
matters more effectively The sessions
also serve as an opportunity for the
Board to discuss strategy and risks
with management below Executive
Committee level and gain further
direct insight into our businesses and
management capability

Our Regulators

To deepen Board level understanding of
our Regutators, cur Chairman and Non-
Executive Directors 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 maintamn successful
relationships and premote a culture

of openness in Board discussions
Senitor Management and external
stakehotders (including Ofwat and the
Water Forum) are invited to attend
these sessions

Directors’ resources

An ontine resource library and CFD
repository is available for use by the
Birectors, which i1s continually reviewed
and updated The Ubrary includes

a Corporate Governance Manual, a
Results Centre and Investor Relations
section and briefings on Boeard training
session topics It alse contamns 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 requirements 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 induction
programme in place which can be
tailored to meet the requirements of
individual Directors and includes the
following elements/details

.

Ofwat pre-appointment process,

Qur business and how we are
regulated, including performance,

Our Nen-Regulated Business,
including performance,

Strategy:

Key operations and precesses
including an immersive, practical
journey through the water and
waste cycles,

Key stakeholder relationships,
Customer delivery,
Capital delivery and commercial,

How the business s financed and
financial performance including
analyst and investor opinion,

Our peaple and how we work, including
health, safety and wellbemg, talent
and succession, Trade Unions and an
overview of our Remuneration Policy,

Risk and audit, including the Group risk
profile and our approach to risk,

Face-to-face meetings with key
senior colleagues,

Directors duties, and

Governance matters and
Group policies

We continually enhance the Board s
induction process, in full consideration
of feedback from new appointees and the
Board Effectiveness evaluation

Graphic removed
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The Board immersed themselves in our
Wonderful Water Tour - our innovative
educational roadshow, inspiring the next
generation,

79



Governance

Leadership and Effectiveness co
Effectiveness

Operational and Site Visits

The Board, and individual Directors, undertook three key site visits during the year, to deepen thewr understanding of the Group's

operations and further inform the Board's decision-making in creating sustainable long-term value for the mutual benefit

of stakeholders

Site
Minworth - Thermal »
Hydrolysis Ptant
['THP’)

Qbjectives

Practical demonstration of Health and Safety consideratians
on complex operalional sites

Employee expertise

Overview and demonstration 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

Enviranmental

Key Haard Considerations

s Health and safety

+ Employee stakeholders and
People Strategy

+ Operational knowledge

+ Technology

s Environment

.

Lake Vyrnwy
Reservoir and

Practical demonstration of Health and Safety considerations on
publicly accessible sites

» Custormer and community experience
+ Environment

Visitor Site e Tour and briefing on educational programmes delivered at the site » Health and safety
*» Tour of conservation programmes, including the RSPB Organic Farm  « Empicyee stakeholders and
and 555! site People Strategy
¢ Opportunity to interact with ermnployees » Operaticnal knowledge
* Overview of Lake Vyrnwy s infrastructure ¢ Infrastructure
e Catchment Management activities * Environment
* Biodiversity activities * Biodwersity
Agrivert » Practical demonstration of health and safety considerations on * Health and safety

.

complex operational sites

Employee expertise and opportunity to interact with employees
Overview and demuanstration of the anaeratic digestian process

and operations, including implementation ol technological advances
Process optimisation across the Agrivert site

Enwironmental

s Employee stakeholders and
People Strategy

* Operational know'edge
s Technoiagy
* Environment

Graphic removed

Graphic removed

The Board spent time observing anaerobic
digestion processes at our Agrivert site and
were hugely impressed by the engineering
capability and expertise of cur people.
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Chairman’s
message

Graphic removed

Andrew Duff
Chairman of the
Nominations Committee

Attendance table

Committee Meetings Max
Member attended  possible
Andrew Duff 4 4
[Chairman]’

John Coghlan? 4 4
Cominigue 4 4
Reiniche?

Kevin Beeston? 4 4
Philip Remnant? 4 4
Angela Strank’ 4 4

The mermbers of the Committee in
2018/19 were the Non-Executive
Directors of the Board Only members of
the Committee have the right to attend
Committee meetings Other individuals
such as the Chief Executive, the

Director of Human Resources, senior
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

T Independent on appaintment

2 Independent Non-Executive Directcr

Severn Trent Ple Annual Repart and Accounts 2019

Dear Shareholder

| am pleased to introduce this report
which details the role of the Committee
and the important work it 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 Committee and steps
taken to address any actions

The Committee plays a key role in
supporting the Board within the
Governance Framework in reviewing
the composition of the Board and its
Committees This includes assessing

whether the batance of skills, experience,

knowledge and independence on the
Board 1s appropriate to enable it to
operate effectively The Committee also
assisted the Beard in its consideration
of conflicts of interest and independence
1ssues No conflicts of interest or
independence 1ssues were 1dentified 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 commerciat success
More information on our diversity
inihiatives can be found in the Strategic
report cn page 44

The Committee held four meetings
during the year and has met twice since
the end of the financial year | would like
tc thank the members of the Committee
for the open discussions that take place
at our meetings and the importance they
all attach to 1ts work

LrNEenis

During the year, the Committee has
spent a significant proportion of its

time overseeing the evaluation of the
Beard, its Committees and Oirectors

We also spent ime considering the
development of our talent pipeline

for Directors and high performing
individuals below Board level, with a
focus 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 mentioned in my Chairman s
statement on page 14, | believe this

is the right moment to step down

and allow a new Chair to lead the

Beoard into the next phase for Severn
Trent The Committee, led by Semior
independent Director Kevin Beeston, 15
overseeing the process ahead of making
a formal recommendation te the Beard
The Committee 1sin the initial stages of
succession planning and it ts planned

to formally announce my successor in
due course [n line with the provisions of
our Board Diversity Policy, any executive
search firms imvolved will be signed up to
the veluntary code of conduct on gender
and BAME diversity and best practice
Kevin Beeston will continue to charr

all meetings of the Committee whenit
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 Interast Policy
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Key areas of Nominations Committee focus in 2018/19

A summary of the matters considered at each meeting 1s set out betow

July 2018

¢ Preparations for the 2018 UK Corporate Governance Code

November 2018
* STEC Succession Planning
January 2019

* NED Tenure Review and Succession Planning

« Workforce Engagement, including individual irecter commitments

March 2019
s Board Effectiveness Report 2018/1%

* Continuing Office of Directors

+ Board Composition and Independence

s Conflicts of Interest Annual Review

« Diversity and Inclusion Update
Aprit 2019

* Board Succession Planning
May 2019

* Board Succession Planning

* Talent Development and STEC Succession Planning

s Namunations Comrmittee Report wathin 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 Committee [now at 37 5%
and 36% respectively] A breakdown by
gender of the number of persons who
were Directars of the Company, senior
managers and other employees as al

31 March 2017 1s set cut below

The Board remains foecused on promoting
broader dwersity, 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 experience, background, race,
gender. sexual arientation, religion. belief
and age, as well as culture and personality

The Board Diversity Policy lthe "Policy’)
was reviewed by the Committee in
January 2019, with recommended
updates approved by the Board As part
of Board discussions, recognition was
given to the iImportance and benefits

of greater diversity, including gender
diversity, social and ethme background
and cognitive and personal strengths
throughout the orgamsation, including
on the Board itself Although no targets
have been set at present, the benefits
that diversity brings to the Board are
wholly recogrised by the Committee and
1s evidenced through the commitments
made in the Policy

The objectives of the Policy, and an
update against each of them, are
sel out on page 83 A copy of the
Policy Statement 1s available on the
Severn Trent Plc website

Graphs removed
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Board Diversity Policy — Objectives and Progress

Policy Objectives

Ensure the Board comprises an
appropriate balance of skills, experience
and knowtedge required to effectively
oversee and support the management of
the Company.

implementation

Annual review of the Board s comgposition
by the Nerminations Commuttee each year
with particular consideratien being given
to the balance of skitls, experience and
mndependence of the Board

Board Effectiveness evaluabon specifically
considers the composition of the Board
and the contribution, commitment and
independcnce of individual Directers

Progress against objectives

At its March meeting, the Committee formally
reviewed the composition of the Board and the
performance, contribution and commitment
of indwidual Directors In the context of the
Board Effectiveness evaluation No concerns
were raised in relation to the composition of
the Board

Regular updates in respect of succession
planming 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 also considered Board succession
planning in respect of Directors 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 Commuttce
recognise the importance and benefits of
greater diversity including gender diversity,
social and ethme background and cagnitive
and personat strengths, throughout the
organisation, including on the Board itself

On nstruction 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 appeintments will be
conducted in full consideration of the Palicy,
2018 Code and additionzl relevant guidance

Ensure Board appointment ‘long lists’
include diverse candidates, including
diversity of social and ethnic backgrounds
and cognitive and personal strengths.

The Board and Nominations Commuttee
recogn.se the imporiance and berefits of
greater diversity including gender diversity,
social and ethnic background and cogmitive
and personal strengths, throughout the
orgamsation, 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

Nao Board appointments were made during
the year, however all recommendations in
respect of future Board appeintments will be
conducted in full consideration of the Policy,
2018 Code and additionat relevant guidance

Ensure the Board and Nominations
Committee anly 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 ta the
voluntary code of conduct on gender and
BAME diversity and best practice

Ensure focus is given to the development
of a pipetine of diverse high calibre
candidates for Board level roles.

Regutar Board and Nominations
Committee consideration of the impaortance
and benefits of greater diversity including
gender diversity. social and ethnic
packground and cogrutive and personal
strengths This includes representation of
these cohorts in the Group s talent pipeline
and on the Board itselt

At its March meeting, the Noeminations
Commuttee considered Diversity and Inclusion
within the Group The Beard committed to
building on existing graduate, apprentice

and teadership programmes to embed
inclusivity In our successian planning and
talent development work This included
discussion on strengthening our talent
pipeline, with an enhanced focus on ensuring
approprate representation from minority
ethnic candidates, as well as other relevant
diverse cohorts

This was alac an area of specific focus watain
the Board Succession Planning discussians
that teok place during the year

SevernTrent Plc Annusl Report and Accounts 2019
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Talent development

We recognise the importance of
developing our people and, as such,
talent management remains a key topic
of discussien. The Group’s five year tatent
plan focuses on building technical and
leadership capabihty, and creating talent
pipelines for the future

We have a total of 78 graduates in
traiming, with 43 places offered in

2018 We currently have five entry
programmes for graduates - Business
Leadership, Finance, IS, Engineering and
Project Management Our placement
pregramme for undergraduates offers
arange of summer and 12 month
placements across Engineering, Finance
and the Visitor Experience teams

We filled 23 roles in 2018 with a new
opportunty in the Quantity Surveying
team being offered in 2019

We currently have 133 apprentices in
training In 2018, we launched three new
apprenticeship programmes in HR, Legal
and Vehicle Technician We now have 11
active apprenticeship programmes, and
we expect this to increase to 13.1n 2019

We have been a key partner in the
development and implementation of

the new water industry apprenticeships
standards through the Government g
Trailblazer imbiative 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 detivery model for the
water process technician standard has
allowed us to design a programme that
ensures high quatity apprenticeship
training delivered in just 24 months -
significantly faster than any previous
schemes Elsewhere in the industry
this course would take at (east 36 -

48 months to complete

Succession planning

Kevin Beeston led the discussion on

the pracess 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 Commuttee 1s in the initial stages of
succession planning and it 15 planned to
formally announce Andrew’s successor in
due course Inline with the provisions of
our Board Diversity Policy, any executive
search firms involved must be signed up
to the voluntary code of conduct on gender
and BAME diversity and best practice

The Committee looks forward to
appointing a well-qualified and high
calibre Chair in due course, and does not
believe that it would be in the interests
of shareholders for this to take place
immedately, for the following reasons

it 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 Charr,

a search for a high quality candidate
takes time and the Committee does
notwant to rush this important search,
and

Graphic removed
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« in the Committee’s opinion, Andrew
Duff remains a very strong and
effective Chairman, who (s independent
of management and provides robust
challenge The findings of the Board
effectiveness evaluatien support
this view

In the year ahead, the Commitiee

will focus on ensuring 2 smooth and
orderly handover and induction, in
conjunction with the Company Secretary
Kevin Beeston will continue to Chair

all meetings of the Committee when 1t
meets to discuss this matter

Director conflicts and
independence

In March 2019, the Commttee

conducted its annual review of individual
Director conflict autherisations as
recorded in our Conflicts of Interest
Register Additionally, the Board and

its Commuttees consider conflicts of
interest at every meeting, and the Board
reviews the authorisation of any potential
conflicts of interest every six months

The Cenflicts of Interest Register sets
out any actual or potenlial conflict of
interest situations which a Director
has disclosed to the Board in line with
their statutory duties When reviewing
conflict authorisations, the Committee
considers any other appaintments held
by the Director as well as the findings
of the Board Effectiveness evaluation
Following the review, the Committee
recormmended to the Board that

each conflict authorisation remamned
appropriate There were no new potential
conflict situations during the year.

The independence of our Non-Executive
Directors s formally reviewed annually
by the Nominations Committee,

and as part of the Board evaluation
exercise The Nomimations Committee
and Board consider that there are no
business er other circumstances that
are likely to affect the independence

of any Non-Executive Director and

that all Nen-Executive Directers
continue to demonstrate independence
In accordance 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 Nominations Committee spent time
meeting an engineering apprentice at our
Minworth site.
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John Coghlan
Chairman of the Audit Committee

Attendance table

Committee Meetings Max
Member attended possible
John Coghlan’ 4 4
[Chairman]

Philip Remnant? 4 4
Kevin Beeston’ 4 4

In addition to the attendance set cut
above, the Chairman, the CEO, the

CFO. the Head of Internal Audit, the
Group Financial Controller and the
External Auditor nermally attend, by
invitation, atl meetings of the Committee
Other members of Senior Management
are also invited to attend as appropriate

The Committee regularly holds

private discussions with the Head

of Internal Audit and the External
Auditor separately, without Executive
management present The Committee
Chairman regularly holds separate cne-
to-one meetings with the CFO, the Head
of Internal Audit, the External Auditor
and with Committee Members outside
the meetings to better understand any
Issues or areas for concern

The Committee’s Terms of Reference
were updated in March 2019

Dear Shareholder

I 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 activities of
the Committee and provides an overview
of the significant 1ssues the Commuttee
assessed and steps taken to address
any I1ssues

The Committee has continued to play

a key role within the Governance
Framework in discharging its oversight
responsibilities for the integnity of the
Company's financial statements and
matters relating to the Group s system of
internal controls and risk management
We continue our focus 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 1dentify and manage risks can be
found on page 54 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 additicnal four Committee meetings
were held during the year, the details of
which are described within this report

' would like to thank the members of
the Commuttee, the management team,
Internal Audit and our External Auditor,
Deloitte, for their continued commitment
throughout the year, and for the open
discussions that take place at ocur
rmeetings, and for the importance they
all attach to its waork.

The Committee’s performance was
assessed as part of the annual Board
effectiveness evaluation |am pleased to
report that the Committee 1s regarded
as operating effectively and the Board
takes assurance from the quality of

the Commuttee's work The Board 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
ulilities businesses as well as sigmficant
recent and relevant financial experience

Recent and relevant tinancial experience as a member of the nslitu'e of Chat tered Accountans in England

and Wales and John was previously Deputy Chief Executive and Greup Finance Direcler of Exel PLC

~

and Wales

[}

Recent and relevanl financuial experience as a tellow of the Institute of Chartered Accountantsin England

Recent and relevant inayaal expenience as a tellow of the Charterad Institute of Management Accountants

and Kevin was previcusly Finance Director at Serco Ple
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During the year, the Committee spent

a significant proportion of 1ts time
overseeing the development of PR19
plans for Severn Trent Water and Hafren
Dyfrdwy Cther significant parts of

the Committee’s work this year have
included Enterprise Risk Management,
consideration of Internal Audit reports,
oversight of the relationship with

the Externat Auditor, including the
assessment of its ongoing objectivity
and independence, overseeing the
assurance of regulatory returns made
by Severn Trent Water and Hafren
Dyfrdwy, oversight of wholesale charges,
new connecticns charging, customer
0Dl 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 regutatory reporting obligations in
respect of Severn Trent Water and Hafren
Dyfrdwy, the Company has reviewed

the effectiveness of its governance
arrangements for these subsidiaries
during the year Follewing this review,
modifications to the Audit Committee
meeting structure have been
implemented to facilitate dedicated
Committee focus for Hafren Dyfrdwy
regulatery matters These arrangements
are assisted 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 regutatory matters considered by
the Audit Committee on behalf of Hafren
Dyfrdwy are also reported at each
meeting of the Hafren Dyfrdwy Board,
with mere formal reporting on a six
monthly basis

John Coghlan
Chairman of the Audit Committee

Documents available at severntrent.com
Audit Committee Terms of Reference

Non-Audit Services Palicy
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Key areas of Audit Committee focus in 2018/19

Asummary of the matters considered at each meeting 1s set out below
May 2018

Scheduled meeting

* Financial results announcement 2017/18

* Severn Trent Plc Annual Report and Accounts 2017/18

* Severn Trent Water Limited Annual Report and Accounts 2017/18
* Viapility Staternent and Going Concern

Financial Reporting

* Deloitte Full Year Audit Report

External Audit

» Internal Audit update
* Assurance Map update

Internal Audit

* PR19 Assurance Plan Regulatory

* Internal control and risk management effectiveness for Severn Trent Ple and Severn Trent Water Internal Control and Risk

* Whistleblowing cpdate Management

* 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

June 2018 Additional meeting
* Annual Performance Report and Annual Regulatory Compliance Statement for Severn Trent Water Regulatory

* PR14 Reconciliation for Severn Trent Water and Dee Valley Water Limited [now Hafren Dyfrdwy)

July 2018 Additional meeting

* Hafren Dyfrdwy Annual Report and Accounts 2017/18, including Viabitity Statermnent and Gaing Concern

Financial Reporting

* Hafren Dyfrdwy Enterprise Risk Management Update, including Principal Risks for the Annual Report

Internal Control and Risk

s Internal control and risk management effectiveness for Hafren Dyfrdwy Management

*» Whistleblowing update

» Annual Performance Report and Annual Regulatery Compliance Statement for Hafren Dyfrdwy Regulatory

* PR19 Assurance Plan for Hafren Dyfrdwy

¢ Fair, balanced and understandable assurance process Hafren Dyfrdwy Governance

August 2018 Additional meeting
* PR19 Plan - Severn Trent Water Regulatory

¢+ PR1? Plan - Hafren 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

Internal Audit

* Scheme of Wholesale Charges

Regulatory - SEVERN TRENT

WATER

¢ Scheme of Wholesale Charges Regulatory - HAFREN
DYFRDWY

* Enterprise Risk Management update Internal Control and Risk

* Whistleblowing update Management

* Review of effectiveness of Whistleblowing arrangements

Navember 2018 Scheduled meeting

* Interim financial results 2018/19

Financial Reporting

* Delojtte Interim Audit Report

External Audit

= Internat Audit update
+ Assurance Map update

Internal Audit

* Customer ODI Forecast and Assurance
* Company Monitoring Framework Risk Statement
* General Data Protection Regulation review

Regqulatory - SEVERN TRENT
WATER

* Customer 00! Forecast and Assurance

Regulatory - HAFREN

* Company Monitoring Framework Risk Statement OYFRDWY

e Cyber review Internal Contrel and Risk

*» Whistleblowing update Management

* Material Litigation Report and Legal Compliance Report Governance

January 201% Additional meeting

» Water Resources Management Plan Regulatory - SEVERN TRENT

* New Connections Charging WATER

e Water Resources Management Plan Regulatory - HAFREN
DYFROWY

1 Modifications to the Audit Commitiee meeting structure were implemented in September 2018 to facilitate dedicated Commuttee focus for Hafren Dyfrdwy

regulatory matters
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March 2019

Scheduled meelting

» Accounting Pelicies update
» Viahility Statement and Going Concern

Financial Reparting

» Review of effectiveness of External Auditor
» Review of Non-Audit services

External Audit

» Internal Audit update
s Assurance Map update
e nternal Audit Plan 2019/20

Internal Audit

* Water Resources Market Information

» Process and Timeline for Assuring the 2018/1% Regulatory Reporting Reguirements
*» WICS Compliance Statement

» General Data Protection Regulation Review

* Board regulatory statements - forward plan

Regulatory - SEVERN TRENT
WATER

+ Water Resources Market Information

Regutatory - HAFREN

+ Process and Timeline for Assuring the 2018/19 Regutatory Reporting Requirements DYFRDWY
* Enterprise Risk Management update Internal Control and Risk
+ Bribery and Fraud Prevention and Detection review Management
« Whistleblowing update
* Preparstions for the 2018 UK Corperate Governance Code Governance
« Audit Committee Terms of Reference
* Material Litigation Report and Legal Compliance Report
* Year End Governance Matters
- Fair, balanced and understandable assurance process
- Relevant Audit Information process
- Audit Committee report within the Annual Report and Accounts
May 2019 Scheduled meeting

* Financial results announcement 2018/1%

= Severn Trent Ple Annual Report and Accounts 2018/19
s Severn Trent Water Limited Annual Report and Accounts 2018/19

* Viability Statement and Going Concern

Financial Reporting

* Deloitte Full Year Audit Report

External Audit

s [nternal Audit update

fnternal Audit

* Annual Performance Report for Severn Trent Water

Regutatory - SEVERN TRENT

* Assurance of 0D Performance WATER

* Annual Performance Report for Hafren Dyfrdwy Regutatory - HAFREN

* Assurance of ODI Performance DYFRDWY

s Internal contrel and risk management effectiveness internal Control and Risk
« Cyber update Managerent

* Whistleblowing update

* Fair balanced and understandable assurance process Severn Trent Ple and Severn Trent Water Governance

¢ Relevant Audit Information process Severn Trent Plc and Severn Trent Water

In reviewing the financiat statements,
the Comnrittee receives input from the
Disclosure Committee, a sub-committee
ot the Executive Committee which s
chaired by the CFO 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 received

SeveraTrent Plc Annual Repart and Accounts 2019

The Disclosure Committee reviews
the proposed 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 presentations
to maintain consistency with the
financial statements
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Significant financial statement
reporting issues

The Cammittee looked carefully at those
aspects of the financial statements
which required signmificant accounting
judgments or where there was
estimation uncertainty These areas

are explained in note 4 of the Group
financial statements

The Committee recewes detailed reports
from bath the CFO and the External
Auditor on these areas and on any other
matters which they believe should be
drawn to the attenticn of the Committee
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 Commutiee discusses the range
of possible treatments both with
management and with the External
Auditor and sabisfies itself that the
Jjudgments made by management are
robust and should be supported

The significant 1ssues that the Committee
considerad in 2018/19 are set out below

For all of the matters described below

Significant financial statement reporting issues

Issue
Going corceri basis for the financial staternents and long-term
viability statement

the Committee concluded that the
treatment adopted in the Group financial
statements was appropriate

How the issue was addressed by the Committee

The Commuttee reviewed and challenged the evidence and
assumptions underpinning the use of the going concern assumphian
in preparing the accounts and in making the statements in the
Strategic report on going concern and long-term viability

Determinatian of the provision for imparrment of trade receivables
in Severn Trent Water Lirmted

At 31 March 2019, the provision in Severn Trent Water Limited’s
financral statements was £115 2 million and the charge for the year
was £24 2 million

Severn Trent Water Limited has a statutary obligation ta continue
to supply water and waste water services to customers even when
their bills are unpard This increases the risk of bad debts In
addition it has a large and diverse customer base which requires
imparrments against trade receivables to be assessed on a
systematic basis

The Committee challenged the changes made to the methodology
for calculating the provision during the year and cntically appraised
management’s exptanations for these changes

The Committee considered the work perfarmed by the External
Auditor and the conclusions they reached regarding the adequacy of
the provision

The Committee determined that no adjustment to the amounts
recorded was required

Revenue recognition inrelation to the estimation of metered
revenue from the new non-household retail market in Severn Trent
Water Limited

In the year ended 31 March 2019, Severn Trent Water Lirnited
recagrmsed £379 million in revenue from sales to retailers in the
new non-household retail market

On 1 Aprit 2017, the non-household retail market in England
apened to competition This enabled all non-household customers
to choose therr water and waste water supplier although
wholesale services remained with the incumbent companies
Market Operator Services Limited ['MOSL ) was established

to operate the market and to provide data to wholesalers and
retailers to allow settlement between market participants to

take place MOSL provides data for manthly setttement periods
based on actual meter readings and estimations extrapolated
from the last known meter read This s aniterative process with
subsequent settlement runs including more actual readings for
the same period Empirical observations have shown that metered
consumption is consistently higher than the previous estimates

The Committee daes nat consider that there1s & signiticant sk of a
material adjustment in respect of this estimate in the next financial
year because the estimated amount Is not material Nevertheless,
the Commuttee considerad this to be a significant 1ssue because the
systems 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 light of ermnerging trends
and the experience of cther 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 conclusions

The Cermmuttee deterrmined that the approach taken by management
was reasaonable and that no adjustment was required to the amounts
recognised in the financial statements.

The proposed classilicabion of costs belween operaling
expenditure and capital expenditure in Severn Trent Water Limited

Severn Trent Water Limited 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
equipment and some of which are recognised as operating costs
For most of the expenditure this distinction is clear but there 1s an
element where subjective jJudgments are reguired to deterrmine the
appropriate accounting treatment

The Commuttee considered the application of the Group's accounting
policies in relation to capital expenditure during the yesr.

The Committee enquired of management whether the palicies had
been applied consistently from year to year and sought explanation
for the increase in amounts capitalised The Commuttee considered
the results of the External Auditer’s work and discussed the
conclusions with the External Auditor

The Commuttee deterrmined that no adjustment to the amounts
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 henefit obligations amounting to
€452 9 mitlion were recognised

The net ebligaticn recognised on the balance sheet s the
difference between the fair value of the schemes assets at the
balance shee: 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 benefits Itis also
necessary to determine an apprepriate discount rate to calculate
the present value of the estimated gross obligations Management
takes advice from external qualified actuaries who perform the
calculation of the present value of the benefits based an the
assumptions set by management

How the 1ssue was addressed by the Committee

The Committee scrutinised the assumphions underlying the
valuation of the abligations, noting and probing assumptions that
were not in line with their expectations, including developments
in respect of Guaranteed Mimimum Pension [ GMP '] rights The
Comrmittee considered whether the assumptions taken as a whole
were appropriate, taking into account the work of the External
Auditor and the benchmark information provided by them

The Commuttee considered that the assumptions were reasonable
and that no adjustment was required to the draft Group financiat
staterments

Implementation of IFRS ¢ and IFRS 15

These accounting standards were adopted by the Group with effect
from 1 April 2018 The impacts of adoption are setout in nate 2

to the Group financial statements The main impact of IFRS 9

1s in relation to the method of calculating the bad debt provision
[see abave)

IFRS 15 introduced a new methodaology for determining the
recognition of revenue Management assessedits existing
practices for recagnising revenue against the methodology set out
in IFRS 19, as explained innote 2 of the Group financial statements
There were no changes reguired to the recogmition of revenue
frorm water and waste water services The main impactin Business
Services was in relation to a 25 year cantract with the Mimistry

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 Committee 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
conctuded that it was appropriate and in bne with industry practice
Inthis area

The Committee also challenged management’'s application of IFRS
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 calculatton 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 to Group financial reporting
and preparation of Group financial
statements including

* the formulation 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
operating businesses are reguired to
implement as a minimum,

a range of system, transactional
and management oversight controls

embedded into our financial processes,

deployment of a Group-wide
consolidation systermn with controls to
restrict access and maintain integrity
of data,

recruitment training and
development of appropriately
qualified and experienced financial
reporting personnel,
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oversight by the Disclosure Cormmittee
of the Group s compliance with its
disclosure obligations, and

* monthly reviews by the Executive
Comemittee and the Board of
financial reparts fram the Group s
operating businesses

Internal and External Audit

Internal Audit and internal controls
Internal Audit1s 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 i1s
reviewed annually and the Committee
believes this structure adds value,
through greater access to specific

areas of expertise, increased ability

to flex rescurces, 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 retevant

The role of Internal Audit is 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 timmely manner Each year,
Internal Audit develops an annual
risk-based audit plan for approval by

the Audit Committee and performance
dashboards tc erable onward monitoring
of the plan’s execution The Audit
Commuttee challienges 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 also 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 Follewing the completion of each
planned audit, the Internal Audit function
seeks feedback fram management which
1s reported through the performance
dashboards and assessed in turn by

the Audit Committee twice a year

The effectiveness of the controls over
financial reporting 1s also 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 faillings or weaknesses are
identified in the course of its review of
internal control systems, management
puts in place robust actions to address
these on a umely basis Aninternal
control systemn can provide only
reasonable and not absolute assurance
against material misstatement or loss,
as it 1s 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 Internal Audit
function was carried out In January
2019 The review, performed by BDO,
concluded that the 'nternal Audit
function is fit for purpose, 1s operating
efficientty and effectively and 10 line with
good 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 requiateory
requirements and professional
standards Deloitte contributes a further
independent paerspective on certain
aspects of the Company’s financial
control systems arising from its work,
and reports both to the Board and the
Audit Committee

Fallowing a formal tender process in
2015/16, Delaitte LLP was reappointed
as External Auditor at the 2016 AGM

The senior statutory Auditor, Kari

Hale, has overseen the audit of the
Severn Trent Group since 2015/16
Further information on Kari s experience
can be found on the Deloitte website
The Company intends to put the External
Audit cut to tender at least as often as

1s required by applicable law, rules,
regulations and best practice in ine with
the Competition and Markets Authority
and EU requirements for mandatory
tendertng 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 complied
with the provisions of the CMA Audit
Order during the financial year
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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 qualification,
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 avallable on the Severn Trent
Plc website

The pracess for approving all non-audit
work provided by our Auditor 1s overseen
by the Committee in order to safeguard
the objectivity and independence of the
Auditor Priorto approval, consideration
is given to whether it 15 1n the interests
of the Company that the services are
purchased fram Deloitte rather than
another supplier Where Deloitte has
been chosen, this s as a result of their
detailed 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 2014,
ahead of new EU regulations coming
into force in June 2016, to provide that
non-audit fees and independence of our
Auditor would continue to be subject

to ongoing review in light of those

rules The current pelicy, which was
reviewed by the Commuttee during the
year, continues to comply with the EU
regulations and requires approval by the
Comrittee orits Chairman if a non-
audit service provided by the Auditor i1s
expected to cost more than £100,000
The policy also prehibits aggregate fees
from non-audit services in excess of 70%
of the audit fee for the year

Non-audit services where the Externat
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
£681,080 in fees for work relating to the
audit services they provide to the Group
Non-audit related work undertaken by
Deloitte amounted to fees of £183,000
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 work
undertaken are set out on page 153

{n approving these non-audit fees, the
Committee considered the overall 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 cut

by Severn Trent Water and Hafren
Dyfrdwy also require annual reporting
subrmissions to Ofwat which are reviewed
by the Commuttee They include an
annual submission on their regulatory
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 Hatren Dyfrdwy,

which 1s a requirement of Ofwat's
Company Monitoring Framework

These docurments set out the process.
timeiine and assurance framework

in place for information published for
custemers and other stakeholders,
including the Annual Performance
Report For each of Severn Trent Water
and Hafren Dyfrdwy, Deloitte provides an
audit epinion on the regulatery financiat
reporting and price control segmentation
sectiens of the respective Annual
Performance Reports.
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Strateqic re
» Governance

The respective Annual Performance
Reports also 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 coensultants, to report and
provide assurance on those aspects

The Commuttee 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
cur principal risks and related controls
are identified The Comrmittee also
reviews the effecbiveness of the risk
management 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 clarity of
reporting and insight that can be
gained from this ERM information risk
flightpaths” are now reported to the
Audit Committee

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 flightpaths
help to facilitate a more thorough review
of the target risk positions, constder risk
appebte and assess whether actions are
on target, with the correct prioritisation
in place

The Board confirms that procedures
providing an ongoing process for
identifying, evaluating and managing
the principal risks and uncertainties
faced by the Group have been in place
for the year to 31 March 2019 and up
to the date of this report, which 1sn
accordance with the Code and Guidance
on Risk Management, Internat Control
and Related Financial and Business
Reporting September 2014 A risk
wentification and horizon scanning
update was provided to the Board

in March 2019 The Board also gave
considerabon to emerging risks, with
specific attention being given to those
emerging risks considered to be of
ongoing importance 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
the target position for significant risks
and whether target risk positions are
appropriate It also 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 24

Nature of service Reason for Deloite’s appointment Fees [£'000)
Audit related assurance services
Interim review Thiswork 1s akin to an audit and 1s expected to be pericrmed 54
by the External Auditor. The same safeguards that apoly to
the Exter~al Audil also apply to this wark
Assurance of requlatory returns Audit of sections 1 and 2 of the Hafren Dyfrdwy and Severn Trent 46
Water Annual Performance Reports s closely related to the External
Auditor s statutory audit work and the two assignments are performed
inparallel
Reporting under Group financing documents These documents require reports and it 1s normal practice for the 32
Auditor to provide these
Subtetal 152
Other assurance services
Assurance in copnection with FR19 Business Plan Agreed-upon procedures relat.rg te inancial data lables submitled Lo 27
submission Ofwat as part of the PR1% process for Severn Trent Water and Hafren
Dyfrdwy
Other assurance 4
Subtotal 31
Total 2018/19 non-audit fees 183

Severn Trent Plc Annual Report and Ac counts 2019
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Risk management governance process
The Group's nisk management governance process s based on the three tines of assurance medel and 1s scrutimised by the Audit
Committee, through delegated authority from the Severn Trent Plec Board

Policy oversight
GAA | Doing the Right Thing | Group policies

Risk tolerance Risk appetite

.
L

+—————{ Report
ERM reports

Delegated authority
/ Internal Audit

AUDIT COMMITTEE +—— .| Whistleblowing
T Bribery and fraud

Third line of assurance ~ Internal Audit

independent review and oversight by internal Audit, which
independently evaluates the adequacy and effectiveness of the
Group s Misk management Control and governance processes '

Second line of assurance - management/ERM team

Inform Business units are momtored by management and the inform
and L—» ERM team which momitors, and provides assurance, on cornpliance -«—| and
improve with Group policies and procedures The ERM team reports to the prioritise

Audit Committee and Board on the ERM process, principal risks
and related controts

First line of assurance - line management/risk champions

Line management accountability for compliance with Group policies,
Doing the Right Thing and GAA Risk champions within each business
unitidentify, collate and report risk data to the ERM team

l l l

OVERSIGHT
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John Coghlan
Chairman of the Treasury Commitlee

Attendance table

Caommittee Meetings Max
Member attended possible
John Coghlan 5 5
Philip Remnant 5 5
James Bowling 5 5

The members of the Committee

in 2018/19 are shown above

The Group Treasurer Is also a member
of the Committee, but not 3 member of
the Board

Only members of the Committee have
the right to attend Committee meetings
In addition to the attendance set out
above, Andrew Duff, Kevin Beeston, the
Group Commercial Director and the
Group Financral Centroller normally
attend, by invitation, all meetings of

the Comrmuttee Other individuals may
be invited to attend meetings as and
when appropriate

The Committee s Terms of Reference were
updated in March 2019

Severn TrentPle Annual Report and Accounts 2019

Dear Shareholder

| am pleased tointroduce this report
which details the role of the Treasury
Committee and the important work it has
undertaken during the year

The Cecmmittee continues te play a

key role in supporting the Board in
monitoring performance aganst the
Group's approved Treasury Pelicy and
annual Treasury Plan, reviewing in detail
the Group's funding requirements and
praviding 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 maintained its focus on the Group's
credit ratings and key financiat ratios, in
full consideration of the PR19 Business
Plan submission this year

The Committee 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 I'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 all attach to the
Committee’'s work

The Committee's performance was
assessed as part of the annual Board
Effectiveness evaluation | am pleased
that the Committee I1s regarded as
operating effectively and the Board takes
assurance from the quality of its work

The Committee has spent a significant
proportion of Its time overseeing

the development of Severn Trent
Water's PR19? financing strategy
Foliowing Severn Trent's selection as a
fast-track company, the Committee has
continued its focus on ensuring that we
enter AMP7n a strong funding position
that takes account of changes to the
regulatory allewance and fully considers
financing risks and opportunities

Treasury Committee
Responsibilities

The responsibilities of the Committee are
explained below

* oversight of treasury activibies
in implementing approved
treasury policies,

oversight of interest rate and inflation
risk management strategies, In
particular, the monitoring of the impact
of changes in forecast interest rates
and inflation on Group earnings,

s oversight of the Group's
funding strategy,

« monitoring the Group's exposure to
financial institution credit risk,

* monttoring the Group s exposure to
foreign currency risk;

monitoring the Group s exposure to
financial Liguidity risk,

oversight of energy exposure risk
management strategies,

receving updates on general inancial
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
Committee during 2018/1% included

» the impact of prevailing ecanomic
conditions an the forecast 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 fer the
Group's businesses,

the AMP7 financing strategy,

* the AMP7 energy procurement
strategy, and

the review of the Group’s Eurapean
Medium Term Note Programme
and approval for bonds to be 1ssued
pursuant to that Programme during
the year

John Coghlan
Chairman of the Treasury Committee

Documents available at severntrent.com
Treasury Commirttee Terms of Reference
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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
Domimque 4 4
Reiniche

Liv Garfield [ 4

In addition to the attendance set out
above, the Company Secretary and Head
of Corporate Responsibility normally
attend, by invitation, all meetings of

the Committee Other members of senior
mznagement are also invited to attend
as appropriate

The Committee’s Terms of Reference were
updated in March 2019

F4

Dear Shareholder

As Chair of the Corporate Responsibility
Committee, | am pleased to introduce
this report which details the work
undertaken by the Committee during
the year as well as the role it plays in
developing the Group's societal purpose
You can read more about our soclal
purpose on page 6 The following account
provides detail on the activities of the
Committee, an overview of the topics
discussed and steps taken to address
any actions

| mvery 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 custerners who are in genuine
need to pay their bills and our continued
commitment to renewables through our
acguisition of Agrivert

The Committee plays a key role in
supporting the Board within the
Governance Framework, by providing
guidance and direction to the
Company's Corporate Responsibility
and Sustainability Pregramme

The Committee also provides oversight
of the Group’s key non-financial risks
and apportunities

The Committee 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 Business and Human
Rights Resource Centre’s review of
FTSE100 companies

The Commitiee also discussed
evolving reputational risks and how
these are being managed, including
renationalisation and climate change
Further informaticn on our Group risks
can be found on pages 56 - é1

The Committee spent a significant
proportion of its time focusing on Severn
Trent s role as an environmentat leader,
reviewing aspirations, commitments
and performance to date As part of

this work, the Committee reviewed our
approach to biodiversity including new
more amhntious targets for AMP7

These include expanding the scope of
our Diodiversity agenda beyond Severn
Trent sites and providing a focus on flood
protection, recreationzal facilities and
improved water quality This brodiversity
agenda complements the Government’s
25 Year Environment Plan and it 1s
strongly supported by our stakeholders
The Committee also discussed the
approach to carbon and climate change,
including our triple pledge to become
carbon neutral by 2030, have 100%
electric vehicles by 2030 [as iong as the
vehicles are available] and generate
100% renewable energy by 2030

This pledge I1s even more ambiticus 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 velunteering 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
comrmitment to invest 1% of our profits
in community projects, providing a really
exciting cpportunity to make positive
impact i our region The first grants wilt
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 Committee

Documents available at severntrent.com

Corporate Responsibility Commuttee
Terms of Reference

Modern Slavery Statement
Group Environment Policy
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Our Corporate Responsibility
Framework

Our Corporate Responsibility Framework
(the Framework ]1s ambitious, broad
ranging and underpinned by stretching
targets, to ensure we are delivering

the comrmitments expected of g leading
secially and environmentally respansible
business Aclting in aresponsible manner
is integral to our purpose of serving our
communities and customers, buillding

a lasting water legacy and achieving

our vision to be the most trusted water
company by 2020 We hold ourselves

to account against our Framework

and agreed metrics through an

effective performance management
system Our Corporate Respansibility
performance 1s embedded within the
organisation, with ODls linked to the
majority of our metrics, enabling the
Company to focus on 1ssues important
to our customers

Performance agamnst the Framework
1s regularly reported te the Committee,

and in cur Annual Repart and Accounts,

on our website and through selected
environmental, sccial and governance
[ ESG | indices You can read more on
page 29

Employee rewards are directly linked
to our Corporate Responsibility
performance, with customer ODls,
health and safety and our key
metrics contributing te employee
bonus We believe that by focusing
on the 1ssues most important to our
customers, our Framework has the
right focus In 201%/20, our aspirations
and commitments will be reviewed in
line with our new PR19 plan and our
commitments for the next five years

Key areas of Corporate Responsibility Committee focus in 2018/19

A summary of the matters considered at each meeting is set out below

April 2018

* Corporate Responsibility perfermance report
¢ Commumty Champions - Our Employee Volunteering programme

= Internal Audit Plan 2018/19

* Anti-Slavery and Human Trafficking Statement 2018 - Update

« 2018/1? Annual Report - Approach

s Committee Terms of Reference Annual Review

* Whistleblowing report

July 2018

e Reducing Our Carbon Footprint

* Improving the Biodiversity of Qur Region

= Anti-Slavery and Human Trafficking Statement 2018
 Internal Audit Open Actions in Relation to Corporate Sociat Responsibility

* Whistteblowing report
November 2018

+ Corporate Responsibiity performance report

¢ Engaging Responsibly with Qur Supply Chain

« Political Risks

s Realising Qur Vision for Enviranmental Leadership

s Whistleblowing report
March 2019

* Carporate Responsibility performance report
* Climate Change Mitigation and Adaptation Strategy

» Zero Carbon Strategy

s Modern Slavery Update 2019

s Establishing our Community Dividend
« 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
embody the principles by which the
Group operates and they provide a
consistent framework for responsible
business practices

‘Doing the Right Thing' 15 supported by

a number of policies which guide cur
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 2019
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Corporate Responsibility Committee report continued
Accountability

Our Code of Conduct 1s embedded
throughout Severn Trent and ferms

a key part of our Cormnpany induction
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 pelicy, we have Group policies 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
modern slavery To date we have had no
instances of modern slavery ratsed, but
we are not at all complacent and are fully
commitied 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 accardingly

We know modern slavery 1s a growing
glebalissue and know our customers
and stakeholders share our concern
Our highest risk s through our supply
chain Therefore we work with our
suppliers to ensure they operate to the
same standards we set ourselves, and
we have also been working closely with
our 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 1s built Into our
procurement tender process

We have been working with Hape for
Justice for three years to develop cur
approach Our fuil Anti-Slavery and
Human Trafficking Statement can be
found on the Severn Trent Plc website

Dame Angela Strank met employees at cur Minworth site, observing first hand their
contribution to our renewable energy commitment.

Graphic remaoved

9¢

Freedom of Association and
Collective Bargaining

We recognise the right of all employees
to Freedem of Association and Collective
Bargaining We seek toc promote
co-operation between employees, our |
management team and recognised 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 colleagues and
seek ther feedback and suggestions

We believe this fosters a commaoan
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 workfarce to ensure
workforce views are taken into account

Whistleblowing

CQur employees, and wider workforce,

can raise concerns at work through

their Line manager, senior management

and through our confidenhal and

independent whistleblowing helpline,

‘Safecall” Allinvestigations are carried

out independently and the findings are

reported directly through to the Audit and

Corporate Responsibility Committees i

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 ar culture within which we
work This year we have also updated cur
policy to take into account the new tax
evasion offences Employees identified
as high risk, threugh a risk review for

all Group employees, are required to
undertake an online training module

and test to ensure awareness of, |
and compliance with, anti-bribery

and corruption

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 on our dedicated ESG webpage,

on the Severn Trent website.
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Phitip Remnant
Chairman of the Remuneration Committee

Attendance table

Attendance
Cammitiee Member n 2018/19
Philip Remnant 4fh
[Chairman]
Andrew Duff 4/4
Kevin Beeston 44
Dame Angela Strank 414
Contents Page
Chairman’s letter g7
At a 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
avallable on the Severn Trent website,
alongside the Remuneration Policy which
was approved at the Annual General
Meeting [AGM ] on 18 July 2018

All Comrmuttee 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 appomtment Full biographies of
the Commuittee members can be found on
pages b6 to 67

The Committee members have no
personal financial interest, other than as
shareholders, in the matters considerad
by the Commuittee

Severn Trent Ple Annual Report and Acs ounts 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 cur strong and
well-respected approach to governance
also reflects 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
preparatiens for the next Asset
Management Plan [AMP’) and a
continued desire to Invest responsibly
for sustainable growth This has been
combined with successfully navigating
operational challenges, including the
prolonged hot, dry summer, as well
as achieving fast-track status for our
Severn Trent Water PR1% submissicn

The Committee Is cognisant of
developments in governance
expectations and cur responsibilities
relating to disclosure and transparency
of all aspects of executive pay and
alignment of reward throughout the
workforce With this in mind, the
Committee recognises the contribution
made by all employees to put customers’
needs at the heart of our business
throughout the year in delivering an
essential public service

Further comment on our cverall
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

Remuneration for the year
under review

We received overwhelming shareholder
support and approval of the Policy at
last year's AGM, and a summary of
the voting 1s shown In the table betow
This s, | 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 cur remuneration
framewark, tn 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 2016-2019 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 component parts of RoRE are
customer Qutcome Delivery Incentives
['0DIs7), financing and Totex (total capital
and operational expenditure)

The Committee believes that the
outcomes of the bonus and LTIP
accurately reflect the performance of the
Company over this period No discretion
has been exercised by the Commuttee

in respect of either the 2016 LTIP or the
2018/19 Annual Bonus

Vates Yotes Votes
Resotution for against withheld
Approve Remuneration Policy 165,243,866 1,369,398 266,804
(99 18%] 0 82%)
Approve Directors’ remuneration report 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 Chairman and CEO regularly
attend the Employee Forum, and in
the coming year | and the other Non-
Executive Directors will also attend
The Committee will continue to use
the vorce of the employee as valuable
insight when making wider remuneration
decistons Our all-employee Annuat
Bonus Scheme ensures alignment of
reward throughout the organisation,
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 utility
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 our focus on Social Mability,
recognised in the Social Mobility
Employer Index 2018 detaited on page
113 More detail on our Social Purpose
can be found on page é

Remuneration in the year ahead

We remain committed to delivering a
leading and transparent remuneration
framework, supported by strong
governance processes, designed

to drive the right behaviours across
the whele organisation and deliver
long-term success, meeting the needs
of cur customers, shareholders and
communities we serve

As a Committee, we recognise the
importance of taking into consideration
the relationship between operational
performance and relative remuneration,
when designing our LTIP and Annual
Bonus Scheme, and we believe that there
are three areas which set us apart:

* Our LTIP will continue to be based on
upper quartile {UQ’) stretch RoRE
performance This means, to be fully
rewarded, management must deliver
one of the best service and cost
performances compared with other
companies in the sector, aligning
reward with the interests of both
investors and customers.

98

* We are changing the weighting of
existing elements within cur Annual
Bonus Scheme Whilst the focus of
the bonus will remain combined QDI
and PBIT performance, the changes
will drive an even stronger operaticnal
culture within Severn Trent, as we
transfer smooethly into the new AMP

* We continue to apply a consistent
bonus scheme design threughout
the organisation, from the front line
to Executive Directors, ensuring
that every employee 1s incentivised
and rewarded to deliver the same
shared objectives

We are cognisant of the requirements

of the 2018 Code, and our approach to
future reporting 1s set out on page 114
We will continue to evolve our disclosure
on executive pay taking into account
best practice

The At a Glance section en page 160
outlines how the Committee intends to
implement the Policy in 2019/20

Ongoing Shareholder
communication

In Line with our cormmitment 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 Lewis, The Investment Assaciation
and 155, to Inform them of proposed
changes to the operation of our annual
bonus for the 2019/20 financial year.
These are all within the remit of the
current Policy

The Board 1s confident that the Company
Is making strong progress against

its priorities and delivering value for

all our stakeholders [sharehoiders,
customers and colleagues] The focus
for the remainder of AMP& s to delver
the very best service to our customers
and build 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 As the Company's
strategic prionities evalve, the Committee
firmly believes that the operation of the
bonus must evolve with it.

Our approach has increased focus

on custormers, 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 atignment between
reward outcomes and strategic priorities
for both the coming financial year and the
years ahead The changes will

* Increase the proportion of bonus
attributed to Customer and
Environment ODls from 28% to 35%:

Create three sub-categeries within the
Customer and Environment element
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 element of the bonus around
customer complaints and its weighting
of 8% but align measurement with
Ofwat s proposed new approach
[known as 'C-Mex’ - Custemer Service
Measure of Experiencel,

Reduce the proportion of bonus linked
to PBIT from 57% to 4%%,

Rermove the bonus reward linked to

the delivery of personal objectives,
previcusly 7% The Commitlee believes
that the indwidual contributions of

the members of the Executive will be
reflected in the outcomes for the other
bonus measures, and

L]

* Retain the proportien of bonus Linked
to Health and Safety at 8%

The feedback and respanses received on
the proposed changes were positive and
suppertive overall of the Committee’s
approach, which also has the strong
support of Ofwat

Committee performance

The Committee’s performance was
assessed as part of the annual Board
evaluation | 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
Remuneration Committee

Severn Trent Plc Annual Reportand Accounts 2019



Key areas of Remuneration Committee focus in 2018/1%
A summary of the matters considered at each meeting 1s set out below

May 2018
Annual bonus outcome for 2017/18

[ port
> Gavernpance

2015 LTIP vesting

Salary increases for Executive Committee members and for Executive Directors

Annual bonus 2018/19 targets

LTIP awards for 2018

Final draft of Directors’ remuneration report for 2017/18

Review of AGM season

Update on Remuneration Policy consuttation
November 2018
Reward and performance atignment 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 reparting 2018

Annual bonus 2018/19 - interim update

LTIP award - application of RoeRE methadology

LTIP leavers

Annual bonus 2019/20 - design
January 201%
Executive Comrmittee members and Executive Directors benchmarking review

Review of expense claims procedure for Chairman and CEQ

LTIP awards for 2019

Annual bonus 2019/20 - structure and targets

Directors’ remunerabion report planning for 2018/19

Review 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 Committee

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 are in line

with best practice, the Committee

has appointed independent

external remuneration advisers,
PricewaterhouseCoopers LLP ['PwC )
This appointment in 2017 followed a
selection process PwC attends meetings
of the Committee by invitation The CED,
Director of Human Resources and, by
invitation, the Head of HR Operations
and Reward & Pensions Manager also
attended the Committee meetings to
provide advice and respond to specific
questions. Such attendances specihically
excluded any matter concerning their
own remuneraticn The Company
Secretary acts as secretary to

the Committes

Severn Trent Plc Annual Report and Acceunts 20119

PwC 1s one of the founding members of
the Remuneration Consultants Group
Code of Conduct and adheres to this
Code In(ts dealings with the Commuittee
The Committee reviews the appointment
of its advisers annually and Is satisfied
that the advice it receives Is objective
and independent

Fees for advice provided by PwC

to the Commuttee during the year

were £143,000 excluding VAT

(2017/18 £170,500) Separate teams
within PwC also provided unrelated

tax consulting, pensions, and other
assurance and advisory services during
the year
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Governance

Directors’ remuneration report continued

Remuneration

At a Glance

The following section sets out our
remuneration framework, a summary
of how the Policy was applied in
2018/19 in the context of our business
performance, and from page 104
details how the Committee intends to
implement the Policy in 2019/20.

Strategic alignment of remuneration

The Commuttee believes it 1s important that, for Executive Directors and senior
management, a significant proportion of the remuneration package should be
performance-related, and that performance conditions applying to incentive
arrangements support the delivery of the Company s strategy through our five
strategic pnorities. The following table sets cut how each of these s reflected in the
Annual Bonus Scherne and LTIP for 2018/19, and 1t will be updated next year to reflect
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 sustainable the better to work
innovation growth

How do we measure progress against our objectives?

Internatl « |mprovements to * Delivering our Clear PR1% plan s Lost time incidents
sewer flooding river water quality capital programme Compelling case per 100,000
External * Nuymber of Category * Building for tnvestment hours worked
sewer flooding 3 pollution iIncidents a sustainable Bioresources

Minutes * Successful
without supply catchment
Water quality management
complaints schemes

business change programme
Be the sector s
thought leader
Create a strong
Welsh entity

How are our strategic objectives linked to our incentive plan?

Annual Bonus Scheme

* Components of RoRE are:

Wholesale Totex Retail operating costs 0DIs Financing

100

Severn Trent Ple Annual Repart and Accounts 2019



Strategic report
> Governance

Camp

Other information

2018/19 Single figure outcemes

The graphs show how the successful delivery of our strategy has flowed through to the rewards provided to our Executive Directors
The full explanatory notes for each element of remuneration are detailed en page 117 1in the Annuzl Repert on Remuneration

2018/19 Single figure outcomes £'000
CEO {Liv Garfield) CFO [James Bowling)

Graph removed Graph remaoved

Minimum pay s fixed pay only {1 e salary + be~efits - pension)

On-target pay includes ixed pay 50% of the maumum nonus [equal to 60% of salary lor both the CEC and the CFO] and 50% +esting of the | TIP awards (with grant
levels of 200% of salary for the CEO and 150% of salary for the CFOI, and ustrating 25% increase in share price on LTIP shares over the vesting pericd

Maximum pay ir¢ udes fixed pay and assumes 100+ vesting of both the annual bonus and the LTIP awards, and itlustrating 30% share price increase on LTIP
shares over the vesting pericd

Allamounts have been rounded to the nearest £1,000 Salary levels (which are the base an which olher elements of the package are calculated| are based

on the salary paid durng the year ended 31 March 2019 The value of taxable benafits 1s the cost of prov ding those enefits in the year ended 31 March 2019

The Executive Directors are also permutted to participate 1n the all-employces Sharesave scheme, on the same terms as other 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 cut on pages 118 and 119 1n
the Annual Report on Remuneration

Threshold ge Maximum Qutcome
(0% payable) % pe Weighting achieved
RWWW £515 1Tm £528 1m £541 1m 47% 21 5%
FPBIT! |
Customer L40m £40m £80m 20% 20%
0ODIs ! ;
Business £58 8m E£60 8m £42 8m 10% 10%
Services PBIT Lh L

Health and 013 009 3%, 0%
safety |
Customer 10% 15% 8% 0%

complaints !

7% 7% - CEQ

Persanal
performance I 9% - CFD

1] Underlying profil as delined in nole 45 to the Group Inancial statements
gp

1] Customer QDIs guoted pre-taxin 2012/13 prices and pre the requlatory customer 0Dl cap
i} Underlying PBIT adjusted to remave £3 3 million impact of IFRS 15
(iv] Measured as number of lost time incidents divided by number cf heura worked multiplied by 100,000

[v] Measured as the percentage reduction i written cormplamis

2018/1% Valuc of shares

salary* Bonus app Bonus outcome Annual Bonus Cash bonus awarded
(£) % salary} (% max) (3] [£) (€]

CEO 7080 120 585 4970 2485 2485
CFO 426 8 120 585 2995 1498 1497

* Bonus caleulated using salary at 31 March 2019

Severn TrentPle Arinual Report and Accounts 2019 10
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Directors’ remuneration report continued

Remuneration

2016 LTIP vesting in 2018/19

The chart shows the cutcome 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 is provided on
page 120 in the Annual Report on
Remuneraticn, 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 0DJ and
RoRE performance since the beginning
of the current AMP This strong sustained
level of performance when compared to
our Final Determination has informed
the level of reward receved by our
Executive Directors and our employees
through the Company-wide bonus
scheme, which 1s linked to the same
performance measures

2016 LTIP vesting in 2018/19

CED CFO
Maximu autcome oulcome
Threshold FD (100 esting as ing as
[25% payablel s of award) % of award)
RoRE - measured 1x 139x 100% 100%
ot matets
of Oftwal FD
Value
attributable Valuc of
Number Award Face value to share dividend Valucof
of shares vesting of shares price equivalents resultant
granled 1% max) vesting movoment due award
CEO 46,115 100% 913 2 £0 £885 £1,0017
CFQ 18,629 100% 3669 £0 £35 6 £402 5

1l Based on 3 month average share price as at 31 March 2019 of £19 80
lul Based on dridends paid in the period since date of grant to 31 March 2019

Business performance - 2018/19 outturns against KPIs

0Dl €mtib)

Graph removed

Il 2017/18 figure restaled to reflect Ofwat s decision on supply interruptions in thewr Final Determination
of in-period ODIs for 2018

0l Customer ODIs quoted pre-taxin 2012/13 prices

[m] 2018/19 figure 1s posl lhe regulatory customer ODl cap Pre cap the net reward was €919 million
as shown in the annyal banus 2018/19 outturn on page 101

RoRE %"

Graph removed

Il 2017/18 tigure restated to reflect Ofwar's decision on supply interruptions in their Final Deternunation
of in-period CDIs for 2018

1) Catlculated in accordance with Ofwat methodalogy UQ dala is not yet avarlable for the current year

Severn TrentPlc annual Report and Accounts 2019




Strateqic ruport
> Governance
Group fir y

Executive Director shareholdings . .
Executive Director shareholdings

The CEO and CFQ have exceeded the % of base salary
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 Graph removed
Directors, take into account shares which
are owned outright or vested, shares
which are unvested and shares which are
subject to performance, and are set out
opposite The shareholding reguirement
must be built up over a five year period
and then subsequently maintained

Further d‘eta\l regarding the Executive {il Represents beneficia ly ewned shares as well 35 shares neldn trust as part of the annual bonus
Directors outstandmg shares awards deferred share awards [of which 50% are deducted ta cover statutory deductions)
can be found on page 120 (1] Represents 20716 LTIP shares which are subject to an ongeoing vesting pericd plus shares held as part

of the Sharesave scheme

s countin
Share g towards the [l Represents the 2017 and 2018 LTIP awards which are subject to ongoing performance

achievermnent of the guideline 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 Direclars are expected to
retain all shares received through the
vesting of any incentive schemes (after
the settlement of any tax Liability] until
the shareholding requirements are met

All calculations in the above chart use a closing share price on 31 March 2019 of £17 76

Overall link to remuneration and

equity of the Executive Directors Overall link to remuneration and equity of the Executive Directors

2018/1% Value of Value of
As a Committee we want to incentivise Single Shares held Sharesheld  sharesat  sharesat
Executive Directors to take a long-term, mfa%%";, alslayré:rf ater;‘;:: S‘Er'lg.foy;;s’], e""(gfo‘aena;, . D'f‘?.';fn'acj
sustainable view of the performance of CEO 23954 103.274 137349 [19044 £27140  +EB09 6
;Tihio:giaun:e:;'lz';;;Tdy" r‘?’:‘heeny\g::(ﬁ CFO 12530 23464 32075  €4327  [6338  +€2011
also lock at the total equity they hold and ] Bascdon aclosing share price cn 31 March 2018 of £18 44
its value based on the performance of the (1} Based on aclosing share price ¢n 31 March 2019 of £19 78

Company The table sets out the number
of shares beneficially owned by the
Executive Directors at the beginning and
end of the financial year, and the impact
on the value of these shares taking the
opering and cloging price for the year

Severn Treat Plc Ainnyal Report and Accounts 2019 102
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Directors’ remuneration report continued
Remuneration

Summary of the Policy and implementation in 2018/19 and 2019/20

The Company's Policy remains to attract, The diagram below illustrates the

retain and mobvate its leaders and to balance of pay and hme period
ensure they are focused on delivering of each element of the Policy for
business priorities withn a framewark 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 ¢ Year §

Fixed pay

Fixed pay

nshares
rral period

Annual Bonus .
No further perfarmance conditions

S0% ncas
{Malus and ciawback praovistons applyl D7 1n cash

LTIP Up L6 200% salary year holding periad
(Malus and clawback provisians app!yl 3-year performance period Nofurther performance conditiens

104 Severn Trent Ple Annual Report and Accounts 2619



The table below sets cut an overview of the key areas of the Policy and summarises how the Commuttee applied the Policy in
2018/19, together with details of how the Commuttee intends tc implement the Policy in 2019/20

Base Salary
To recruit and reward Executive Directors of a suitable calibre for the role and duties required

Operaticn

Oppartunity

How we implemented
the Policy in 2018/19

How we plan to implement
the Policy 1n 2019/20

Salaries are normally reviewed
annually on 1 July
Salaries take account of
- Individual perfermance,
- Experience and contribution,
- Developments in the relevant
ermployrnent market,
- Company performance
and affordability,

- Wider economic
environment, and

~ Internal relativities

Any increases will typically not be
Righer than the average increases

far employees

However, a higher increase may
be proposed In the event of a role

change or promation, or other
exceptional circumstances

Executive Directors
salaries increased by 2 9%
from * July 2018

CEC - £708,000

CFO - £426,600

These rises were lower
than the general employee
sakarymcrease

Executive Directors’

salaries increase by 2 4%

from 1 July 2019

CEO - £725,000

CFO - £435,700

These rises are in ling with the
general employee salary increase

Benefits

To provide competitive benefits in the market to enable the recrustment and retenticn of Executive Directors

Operanion

Opportunity

How we implemented
the Policy in 2018/1%

How we plan to implement
the Pelicy in 2019/20

Benedts typically include car
atlowance, family Level private

The value of benefitss based
on the cost to the Company and

medical insurance, life assurance, there s no pre-determined

personal accident insurance,
health screening, an incapacity
benefits scheme and other

incidental benefits and expenses

Inaddition, Executive Directors
are eligible to participate in
all-employee share plans

on the same terms as other
eligible employees

maximum limit The range and
vatue of the benelits offered are
reviewed periodically

MNarmal company
benefil provision

No change

Pension

To provide pension arrangements comparable with similar companies in the market to enable the recruitment and retention

of Executive Directors

Operation

Opportunity

How we implemented
the Policy 1n 2018/19

Hew we plan to implement
the Policy in 2019/20

Adefined contribution scheme
and/or cash supplement i Lieu
of pension

For current Executive Directors,

the Company contribution

to a pension scheme and/or
cash allowance wilt be up to

& maximum of 25% of salary
For any new recruit, the
contribution will be upto a
maximum of 15% of satary

This s in Line with the level
provided to the wider workforce

Executive Director current
pension arrangements for

2018/1% are as follows
CEQ - 25% of salary
CFD - 25% of salary

No change for current Executive
Directors

Severn Trent Plc Annual Reportand Account= 201%
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Directors’ remuneration report continued

Remuneration

Annual bonus

Ta encourage improved financial and operahional performance and to align the interests of Executive Directors with

shareholders through the partial deferral of payment 1n shares

How we cnted

ple

the Policy in 2018/1%

How we plantoimptement
the Policy in 2019/20

Bonuses are based on financial,
operational and customer service
50% of the bonus s paid in cash
and 50% s deferred into shares
for three years {with the value of
any dividends to be rolled up and
paid an vesting] Thereare no
further performance targets aen
the deferred amount

The perfarmance measures and
targets for the annual bonus are
selected annually to abign with
the business strategy and the key
drivers of perfoermance set under
the regulatory framework

Malus and clawback

provisiens apply.

Dpportunity

Maximum award of 120%
of salary

There will be no payment made

for threshold performance
50% of maximum will be paid
for larget performance and

100% aof maximurm will be paid

for stretch performance

Maximum opportunities
CEO - 120% of salary
CFO - 120% of salary
Performance measures
las a % of maximum}
Regulated Water and
Waste Water PBIT - 47%
Business Services

PBIT - 10%

Customer ODIs - 20%
Health & Safety - 8%
Customer experience — 8%
Personal objectives - 7%

Executive Directors awarded
bonuses of

CEO - 70 2% of salary

CFQO - 70 2% of salary

No change to the maximum
bonus opportunity 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 ODls - 35%

= Cuystormner [15%)

» Asset Health (10%]

* Environment [10%)

Customer Service - §%

Health & Safety - 8%

Deferral of 50% of bonus earned
See page 101 for further details

an outcomes

LTIP

To encourage strong and sustained impravements 1n financtal performance, i ine with the Company s strategy and long-term

shareholder returns

How we implementod

Haw we plan to implement

Operation

Awards are granted annually
and are subject to a three year
performance period

RoRE is the sole performance
condition, with a stretch target
based on UQ performance
RoRE i1s calculated as profit
after lax [plus incentives

earned in the year) divided by
the average equity proportion

of our regulatory capital value,
as prescribed by Ofwal

Awards made to Executive
Directors are subject to a twa
year holding period post-vesting
which continues to operate
post-cessation of employment
Malus and clawback

provisions apply

The value of dividends paid on the
shares comprising the award will
be rolled up and paid on vesting

Opportunity

Maximum award opportunity
up to 200% of salary. Up to
25% of an award may vest for
thresheld performance,

the Policy in 2018/19

Grant levels

CEO - 200% of salary

CFQ - 150% of salary

The 2016 LTiP vested in the
year at 100% See page 120
tor further details

See page 121 for details of the
RoRE target for the 2018 LTIP
awards granted in the year

the Policy in 2019/20

No change to maximum
LTIP opportunities or the
performance conditions
See page 107 for detail on
LTIP awards to be granted

106
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Shareholding requirement

Strategic repor
> Gavernance

To encourage strong alignment between the interests of shareholders and Executive Directors

1

Operation

How we plan to implement

How we implemented
the Policyin 2019/20

the Policy n2018/19

The CEO 15 expected to build and maintain a holding of shares to
the value of 300% of sa.ary. and other Executive Directors 200%
of salary.

Executive Directars are expected to retarn 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

CEQ - 300% cf salary

CFO - 200% of salary

See pages 103 and 120 fer
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 smplemented in 201% The CEQ 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 salaryl will be

Award
2019 LTIP
CEO

13%xFD
% Salary
150%

Threshold FO!
% Salary

37 5%

U0 RoRE performance relative to WaSCs
% Salary

200%

Vestin
esting far performance CFO

25% 100% 1

50%

Chairman and Non-Executive
Directors’ fees (audited)

From 1 April 2019, Non-Executive
Director fees were increased by

2 4% from £55,100 to £56,450, and
the Chairman s fee was increased
by 2 4% from €£287,600 to £294,600
These increases are in line with the
general employee salary increase

The currant fee levels, and those for
the future financial year, are sel out In
the table

The Chairman, Senior Independent
Director and Non-Executive Directors
are appointed for a three year term,
subject te annual re-election by
shareholders following the annua!
Board Effectivenass evaluation process
This term can be renewed by mutual
agreement, up to a maximum total
tenure of nine years The current Letters
of Appointment are available on the
Severn Trent Ple website

The Chatrman, 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, tt1s intended that he remams as
Chairrman until the announcement and
induction of his successor

SevernTrentPle Annual Report and Accounts 2019

Chairman and Non-Executive Directors’ fees (audited)

Fees
2018/1%

£287,600

Fees
2019/20

Chairman s fee £294,600

Increase %

2 4%

£56,450 £55,100

Fee paid to all Non-Executive Directors

2 4%

Supplementary fees

- Senior Independent Director £10,000 £10,000

0 0%

£15,000 £15,000

- Audit Cormmittee Chairman

0 0%

- Remuneration Committee Chairman £15,000 £15,000

00%

£13,000 £13,000

- Corporate Responsibility Committee Chair

0 0%

£15,000 £15,000

- Treasury Commuttee Chairman

0 0%
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Directors’ remuneration report continued
Remuneration

Employment at Severn Trent

We have taken the opportunity to create
a new section In this repart which brings
visibiuty of remuneration across the
entire workforce together in one place

Creating an awesome place to work

1s one of our key strategic priorities,
and one of the ways in which we aim to
achieve this s through a diverse and
inclusive working environment, and by
rewarding our employees throughout
the organisation in a fair manner

{n making decisions on executive

pay, the Committee considers wider
waorkforce remuneration and conditions,
and we believe that it 1s important to
be transparent about the link between
the two

As part of our commitment to fairness,
we have included in this section more
information on our remuneration
principles, wider workforce pay
conditions, the Committee’s remit,

our Gender Pay statistics and

how remuneration aligns with

Group performance

The Committee ensures that pay s fair
throughout the Company and makes
decisions in relation te the siructure of
executive pay In the context of the wider
workforce remuneration and the cascade
of incentives throughout the business
The Committee’s remut extends down to
Executives and senior management for
which it recommends and monitors the
level and structure of rermuneration

This section of the report covers
the following

* Communication with employees;

* Severn Trent's
Remuneration Principles,

¢ Wider workforce considerations
and approach fo fairness, including
diversity and inclusion policies;

Introduction to wider Committee remit
and the Committee's repart

- Onwider workfarce pay policies and
whether the approach to executive
rernuneration s conststent; and

- On the alignment of the incentives
operated by the Group with its
culture and strategy

¢ Pay Compansons.
- Alignment with Group performance,
- Gender pay: and
- Social Mobility Index

Communication with employees

To ensure the voice of our employess

1s heard, we have an active Employee
Forum [‘the Forum | that meets every
guarter to discuss business chalienges
and opportunities The Forum is chaired
Jointly by a member of the Executive
Committee and the Trade Unions
Members include representatives

from HR, joint Trade Unions 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 on 1ssues that affect our
employees; and

* Work in partnership te 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.

Logo
removed

The Chairman and CEQ regularly attend
the Forum and in the coming year

the Commuttee Chairman, and other
Non-Executive Directors will attend
The Forum provides the appartunity for
the Board to meet employees 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 receives feedback from
the ‘Ask Liv' section on the infranet

Remuneration principles

Qur reward strategy 1s designed to
support and reinforce Severn Trent s
purpose, vision and values and to reward
all of our employees for delivering
against our strategic objectives We have
updated our remuneration principles to
support the next phase of our strategic
development The principles that

we have developed apply across the
Group and are cascaded throughout

the crganisation

The 2018 Code requires the Committee
to determine the Policy and practices

for Executive Directors in line with a
number of factors set out 1n Provision 40,
and further details on our remuneration
principies and how we have addressed
the requirernents are set out on

page 109

‘For employers, we know that a
satisfied and engaged workforce
helps drive financial performance.
Glassdaor Best Places to Work
winners are strategically investing
\n company cuiture, career
growth cpportunities and meore,
which alsc serves as a major
recruiting advantage, said Dr
Andrew Chamberlan, Glassdoor
Chief Economust

When sharing a company review oh
Glassdoor, employees are asked

to rate their satisfaction with the
company overall, and key workplace
factors ke career opportunities,
compensation and benefits, culture
and values, sentar management and
work/life balance
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nour remaneration ’.:,I'HHJHTIJ Prnc

Our remunaration principles

Support our purpose, Drive long-term Be simple, Encourage our Attract, motivate
vision and values sustainable performance transparent and employees to think and retain all our
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 Praportionality and risk Simplicity, clarity and Cultural alignment Clarity
proportionality ¢ Asigniicant proportion  predictability andrisk » The Committee
* The Committee ensures of remuneration s s The Cormmittee s The Commitiee ensures ensures that Executive
that the overall reward delivered in variable pay ensures the highest that a significant partign Directors are provided
framework embeds linked to corporate standards of disclosure of reward Is equity- with a remuneration
our pUrpose, Vision performance to our internat and based and thereby linked opportunity which s
and values e Performance meaasures/ external stakeholders ta shareholder return compehitive against
* The Committee reviews targets for incentives are  » The Committee makes * Executives are required companies of a simitar
the executive reward objectively determined decisions on exscutive to build s gnificant size and complexity, with
framowork regularly s Qutcomes under pay in the context of personal shareholdings a strong emphasis on the
to ensure it supports incentive plans are based  all employees and the in the Company and this variable elements
the Company’s on holistic assessment external environment 1s regularly monitored by
strategic objectives of performance the Commuttee

Alignment of the Policy to the Provisions af the 2018 Code

Clarity The Company’s performance remuneration 15 based an supporting the implementation of the Company s strategy
measured thraugh KPIs which are used for the Annual Bonus and LTtP This prowides clarity to all stakehclders on the
relationship between the successful implementation of the Company s strategy and the remuneration paid

Simplicity The Company operates a UK market standard approach to remuneration which s farmiliar to all stakeholders

Risk The Policy includes the fellowing

» 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 raterial period of time, helping to
ensure that the performance earning the award was sustainable, and thereby discouraging short-term behaviours,

» Aligning the performance conditions with the agreed strategy of the Company,

* Ensuring a focus on leng-term sustainable performance through the LTIP, and

* Ensuring Lnere 15 sufficient [lextbil .ty to adjust paymentls through malus and ciawback and an overrid rg discrelion Lo
depart from formulaic outcomes, especially 1f 1t appears that the behaviours giving rise to the awards are inagpropriate
or that the criteria on which the award was based do not reflect the under.ying performance of the Company

Predictability Shareholders were given full information on the potentiat values which could be earned under the Ptans on their approval
In addition, all the checks and balances set cut above under Risk’ were disclosed at the time of shareholder approval

Praportionality The Company s incentve plans clearly reward the successful implementatian of the strategy, and through deferrat and
measurement of performance over a number of years ensure that the Executive Directors have a strong drive to ensure
that the performance 1s sustanable over the long term Poor performance cannot be rewarded due to the Committee s
over-iding discreiion Lo deparl (rom Lhe formulaic oulcomes under lhe incenlive ptans if they do rot reflect underlying
business performance

Alignment A key principle of the Campany s culture is a focus on customers and their experience, thisis reflacted directly in the type of

to culture performance condittons used for the bonus The focus on ownership and lang-term sustainable performance 1s also a key
part of the Company s culture In additicn, the measures used for the incentive plans are measures used to determine the
success of the implementation of the strategy
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Directors’ remuneration report continued
Remuneration

Wider Workforce considerations
and our approach to fairness

Pay and alignment

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 to provide fulfilling

careers. We do this by providing all our
employees with

Number of Remuneration
Eligibitity employees covered element Details
Allemployees 4.872 Salary Salaries are set {o reflect market value of Lhe role, and Lo aid
(as at 31 March 2019] recruitment and retention
Employees who are not on a traiming rate of pay [such as apprentices]
receive at least the voluntary Living Wage We also monitor closely
the rates of pay of people who are training wilh us lo make su-e they
reman fair and competitive

Benefits All employees are eligible to participate in our flexible benefits scheme
which we believe s one of the bestin the industry and which s designed
to support a positive work-life balance
45% of our employees choose to tailor their penefits via our flexible
beneftls schermne They have also saved a totel of £56,309 through our
employee discount partnerships since the scheme was launched

Pension We offer a market leading defined contribution pensior scheme and
double any contributions that employees make [up to a maximum of 15%
of salaryl. regardless of level or seniority When colleagues get closer to
retirement, we provide education and support to help 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 people share in our success by participating in our all-
employee bonus plan, ensuring alt employees are aligned with the same
measures and rewarded for achieving our key objectives
For this year the benus paid cut £909 to our frontline employees
in Severn Trent Water Limited and Hafren Dfyrdwy New starters,
past 2 January 2019, were not eligible to receive a bonus.

SAYE Qffering the opportumty to participate tn our Sharesave scheme
encourages employee engagement and reinforces our strong
performance culture, enabling all employees to share in the
long-term success of the Company whilst also aligning participants
with shareholder interests
Nearly 70% of our employees are active participants in our Sharesave
scheme which gives employees an opportunity to save up to £500 per
month over three to five years, with the aption to buy Severn Trent Ple
shares at a discounted rate at the end of the period.

Management 374 LTIP The LTIP reinforces delivery of long-term creation of value and sector
and senjor A proportion of outperformance
management this population The retention of shares by Executive Directors for the longer term

participate in the
LTIP by annual
invitation

also supports a shared ownership culture in the Group

Executive Committee 11
and Executive

Shareholding
guidelinesas a

Supports alignment of Executives’ interests with shareholders

Directors % of salary
CEO - 300%
CFO-200%
Exec Co - 100%
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Gavernance

Croup firancial statemerts
Conpany finanaal statenents
Otherinferrmation

Our Social Purpose

We are proud to be recognised as the
first socially purposeful Company in
the utility secter Read more in our
Social Purpose Chapter on page 6

Cur employees tell us we are doing
well on diversity and inclusion

through great scores in our employee
engagement survey but we know there
are further cpportunities to reflect the
demographics of cur region

As a result, we remamn strongly
committed te 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 accormnplishments
Inthis area

Recognise and fairly reward
everyone's contribution

Do more to support our development
and wellbeing

£10m

fnvestment in the
Severn [rent Academy
supperting development
of cotleagues at all
stages of thew carears,
from foandation
apprenticeships ad
graduate entrants
through 1o Rrgher

and degree level
spprenticeshins and
Masters degrees

240

Menopa
Fraqrarmie, so far Cveer
240 employees have
attended cor menosause
workshers 10% of whom
were male

O aWNAT OIS

Pride 2019

LGB Ally camparyii
and Pride

Provide everyone the opportunity to succeed
in a job that the community depends upon

2 days

o enable cmployees

t particpate in

YOI NG Programmies,
and athird of our
cmployess took this up

Ereployvability scheme
lo stpport peoole with
learsuny d Tt we to
agan work exparnencoe

and skatls

24

Visited 24 schools
and colieges inwoosl
mobility cold spots

TAPINTOYOUR
POTENTIAL

Our gradoate schermne

has a Black, Asan and
Minority Ethme [BAML]
representation of 319 wilh
the cquivalent figuee tor
aur apprentices being 129
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Our 2019 starting

rates are ¢,£16,000

for Apprentices,
£16,900 oro rata

for Underagrad..ate
Placermnents anr
¢.£27,000 far Cradualos

Fairness, transparency
and alignment r ..
throoagh cor contire
custormer foo s
bomues scheme from

thi o i

al the Caormipary

Be a company that we're

inspired to work for

Top 4

[he lop 4 for women's
representanon amaongst
Frocutive Cornrmittee and

therr dircet reports within the

62%

Ernployee engagement
which s o pomls abead
of the I and Iroiand
average boenchimark

FISET0G recognicedn the 2018

Fampton-Alexander Review

Top 50

Logo
remaoved

93%

[rustedio
oy Juts

22%

Proud to be pard
of Sovern Trant
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Directors’ remuneration report continued
Remuneration

Gender Pay Gap Reporting

Gender pay reporting legislation

came Into force in Aprit 2017 and
reguires all UK employers with 250

or more employees to publish annual
information tllustrating pay differences
between male and female employees

At Severn Trent, we are passionate aboul
equality, diversity and inclusion and are
committed to addressing our Gender
Pay Gap

We reported aur Gender Pay Gap In
November 2018 1n Line with statutory
requirements The data was based on
figures from 5 April 2018 and showed

a mean gap of 2 8% [last year 2 4%]

and a median gap of 13 2% (14 &%)

The increase in the mean reflects small
changes in the number of men and
women within our executive population,
and the decrease in the median 15
primarily driven by a higher proportion
of females being recruited and promoted
within our senior manageral population

We continue to encourage and embrace
diversity, and are always looking

at ways in which we can build our
inclusive approach

The full Gender Pay Gap report

can be found on the Severn Trent
website, detailing the methodology
and definitions, including case studies
showcasing the achievements of two
of our employees, and information
about our trailblazing menopause
awarenass campaign

Pay quartiles

72.6%
80.5%
70.8%
571%

Top
guartile

27.6%

Upper middle 19.5%

quartile

Lower middle 29 20/0

quartile

Lower
quartile

42.9%

The difference in hourly pay between men and women is

2.8%

The difference in annual bonus pay between men and women is

-50%

Median

3.9%
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Social Mobility Employer
Index 2018

We were ranked as one of the Top

50 employers in the Soaial Mobility
Employer Index 2018 {'the Index’]

The Index ranks participating employers
on their actions to access and progress
tatent from all backgrounds, and
showcases their progress towards
improving sccial mobility

Having a workforce that 1s diverse

in terms of social background 1s as
important to Severn Trent as being
diverse In terms of gender and race, and
the Index has assessed us on the actiong
we are taking to ensure we are open to
accessing and progressing talent from
all backgrounds

Severn Trent Plc Annual Report and Accounts 2019

Our ranking has increased from 38th

to 20th in the Index due to the work we
have already undertaken in this area to
enable those from lower socie-economic
backgrounds to succeed Measures taken
to improve social mobility include

» Targeting eur outreach work at schools
with above-average levels of free
school meals/low levels of attainment
with a focus on Social Mobility
Cold Spots:

* Unlike many other organisations,
which offer apprenticeships at
levels two and three, we offer higher
apprenticeships, and

* Rermoving the name, grades and
university attended from all stages
of the recruitment process for
our graduate and apprenticeship
programmes 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

to improve the UK's record on social
mobility As part of this, we will:

* Partner with schools and colleges
to provide coaching through
quality careers advice, enrichment
experiences and by mentoring people
from disadvantaged backgrounds
or circumstances,

Provide structured work experience
and/or apprenticeship opportunities
to people from disadvantaged

backgrounds or circumstances, and

* Adopt open employee recruitment
practices which promaote a level
playing field for people from
disadvantaged backgrounds
or circurnstances
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Directors’ remuneration report continued
Remuneration

Introduction to Committee remit

and the Committee’s report
Salary

Process

Remuneration elemnent

Details reviewed

Salary rises

General positioning of base salary against market

In ordger for the Commuttee to carry out Bonus
its oversight review of wider workforce

pay and policies and incentives, a specific

process Is 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 provisions in place [malus and clawback]

Committee will carry out its duties and

the key i1ssues that will be considered Long Term

Incentive Plan
The Committee 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 infarmation that will be received

Total eligible population (% of Group employees)

Target and maximum range (% of Salary)

Type of performance conditions

Holding period

Minimurm shareholding requirement

Recovery provisions [malus and clawback]

and discussed by the Committee at the Pension
end of the financial year

Levels of remuneration and the types
offared will vary across the Group
depending on the employee s level of
seniority and role The Committee 1s not
looking for an hormogeneous 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,

s Whether any differences are objectively
Justifiable, and

s Whether the appreach seems fair
and equitable in the context of
other employees

Once the Commuttee has conducted
its review of the wider workforce
remuneration and incentives, 1t will
consider the approach applied to the
remunetation of the Executive Qirectors
and sentor management In particular,
the Committee 1s focused on whether,
within the framework set out above,
the approach to the remuneration of
the Executive Directors and senior
management 1s consistent with that
applied ta the wider workforce

The first report, as described above, Is
due to be considered by the Comnmuttee
later in 2019 Detalls of the findings on
the alignment of pay across the Grougp
will be communicated to employees and
reported on in next year s Directors’
remuneration report

114
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Pay comparisons

Our policy quantum compared Relative position of target total compensation
with peers

The following table shows the relative
position of target total compensation
under the policy for our Executive
Directors compared with the
FTSES1-150

When we set the remuneration for the
Executive Directors, one of the factors
the Committee considers is the relevant
market for Executive Directors, which
we belreve 1s the FTSES1-150, and the
size of the Company compared with
these peers The Company Is 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

Graph removed

CEO remuneration vs returns Total shareholder return and total remuneration
to shareholders

The graph shows the value at 31 March
2019 of £100 invested in Severn Trent
Plc on 1 Aprid 2009 compared with

the value of €100 nvested in the FTSE
100 index The FTSE100 was chosen

as the comparator index because the
Company is a constituent of that index
The intermediate points show the value Graph removed
at the intervening financial year ends

Total shareholder return Total shareholder return over AMP
The chart shows the vatue 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

Graph remaved
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Directors’ remuneration report continued
Rermuneration

Remuneration of the CEO

The figure of remuneration for the CEQ over the last 10 financial years 1s shown n the table below The annual bonus payout
and LTIP vesting level as a percentage of the maximum opportunity 1s also shown

Year ended 31 March

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
CEO Tony Wray TonyWray TonyWray TonyWray TonyWray LivGarheld LivGarhtield LivGarfield Liv Garfield Liv Garfield
Tota! remuneration'
(€000 1.0270 9498 12441 16353 18184 21376 24936 2,424 0 21935 2,395.4
Arnual bonus
(% of maxitmum) 51 5% 43.2% 48 1% 82 4% 78 7% 52 0% 88 2% 75 8% 72 5% 70.2%
LTIP vesting
[% of maximum] 60 3% 00% 28 4% 575% 1000% 1000% 1000% 1000% 100 0% 100%
SMP vesting
(% of maximum] N/A N/A N/& 78 0% 64 3% N/A N/A N/A N/A N/A

il 2018 onwards includes any SAYE grants made during the year as well as dividend equivatents in respect of vested LTIP shares

Percentage change in the
remuneration of the CEQ

The table shows the movement in salary,
benefits and annual bonus for the CEQ
between the current and previous
financial year compared with that of the
average employee The Commuttee looks
to ensure that the approach to fair pay

1s implemented in practice throughout
the Group

The Committee has elected to use the
average earnings per employee as this
avolds the distortions that can occur to
the Group's total wage bili as a result of
movements in the number of employees
The comparater group used Is Severn
Trent employees in the UK

The Committee monitors this
information carefully to ensure that
there s not a divergence in the fixed
pay of the CEO ccmpared with the wider
woarkforce In addition, this information
demonstrates the Company's approach
to bonus throughout the organisation
with employees and the CEO benefiting
when the Company does well

116

Percentage change in the remuneration of the CEO

CEO Average per employee

2018119 2017478 2018/19 2017/18
£000 £ 000 Change £'000 £ 009 Charge
- Salary ! 708.0 690 6 2 5% 31.8 1 305 4 3%
- Benefils ! 171 177 (3 4)% 0.4 04 0%
- Bonus ! 497.0 5010 [0 8]% 1.7 18 15 6]%

[l Thesalary figures shown are based on full ime equivalent comparisons

(1l The benefi:s figures include car allowance and farmily level private medical insurance for serior and
middle managers

il The higures shown are reflective of any bonus earned during the respective financial year
Benuses are paid in the following June

vl The average pay increase for the wider warkforce during the year was 3 0%
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Annual Report on Remuneration Total single figure of remuneration
(audited)

The total single figure of remuneration
table below sets cut the remuneration
recewved by the Directors for

2018/19 lor for perfermance 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 Annual Statement will be put to an
advisory shareholder vote at the AGM on
17 July 2019 The information on pages
17 to 12215 audited

Total single figure of remuneration laudited)

Year ended 31 March 2019 Year ended 31 March 2018
Salary
and Annual Salary Arnual
Executive fees Benefits bonus LTIP Pension Other Total andfees Hensfits  banus LTIP  Pension Gther Total
Directors (€'000)"  [£'0001"" (£7000)" (E°000)" (£7000) (£°000)™ [£°000} (£ 0901 (E00D ' [£0J30) '(£0200 ' €000 (€000 1€ noo;
LivGarfield 703.7 17.1 4970 1,001.7 1759 - 2,395.4 687 18 501 B11 172 45 21935
James
Bowling 4240 6.5 2995 402.5 106.0 4.5 1,253.0 JATA 19 302 319 104 - 11578
Salary
and Annual Satary Arrual
Non-Executive fees Benefits bonus LTIP Pension Other Total andfees Benefits  Bbeonus LTIP  Pension O-Fer Total
Dtrectors (€°000] [€'0eql  (£000] (€'000) {€000) (€000) (£000) [£000) [€ 000 (£003)  [E£329) [£ 0301 [€330] €00y
Andrew Duff
[Chairman} 287.6 - - - - - 287.6 281 - - - - - 2871
John Coghlan 851 - - - - - 85.1 84 - - - - - 84
Philip
Remnant 70.1 - - - - - 7041 69 - - - - - 69
Kewvin
Beeston 65.1 - - - - - 65.1 b - - - - - b4
Dominique
Reiniche 58.1 - - - - - 55.1 54 - - - - - 54
Dame Angela
Strank 68.1 - - - - - 68.1 67 - - - - - &7

Il Salarizs are shown before the deductions ol benefits pur chased through the Company s salary sacrifice schemre, such as pension cantributions via salery
sacrihee Salaryis based on sa aryearred during the hnancial year

(] Bengfits include a car allowance of £15,000 p a , family lavel private madical insurance, «fe assurance worth six times salary and partic pation in an incapacity
benefils scheme

il The annual bonus s pard 50% 1n cash and 50% 1n shares with the portion deferred inta shares subject to continued empleyment for three years but with na
further performance conditions atlached

liv] The vatue of the 20146 LTIP 1s based on the estimated value of shares calculaled using the average share price for the period 1 January to 31 March 2019 of
£19 80 and includes dividends paid to date The prior year LTIP figure has been restaled using the share price at the date of vesting and mcludes dwnidend

eguivalents in respect of vested shares

v] The Execulive Direclors pension provisionis equal to 75% of salary Nao Fxeculive Directors acerued benofits under any definad contribution pensien plans
during the year or have parhicipaledin a delined henefils scheme while an Executive Director

lel This figare relates 1o the difference hetween the markel price and the discounted option price relaling to an SAYE oplion granted during the financial year

Relative importance of the spend on pay

The table below shows the expenditure
of the Company on staff costs against 2019 27 8

Relative importance of the spend on pay

dividends paid to shareholders for both £m £ % Change
the current and prior financial pericds, Staff costs | 309.4 2881 74%
and the percentage change between the Dvidends 2119 1970 7 6%

two periods
P 1] Staff costs from continuing operations
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Directors’ remuneration report
Remuneration

Benefits far 2018/19 (audited)

The value of benefits 1s based on the cost to the Company and there 1s no pre-determined maximum Umit. The range and value of

the benefits offered i1s reviewed periodically. In line with the Policy outlined on

page 105, we show below the benefits received by

the individual Executive Directors (n the year, and their typical annual value where possible

Benefits for 2018/19 [audited)
Typical

Typieal Percentage

annual vatlue annual value Increase/

2018/19 2017/18 ([decrease)

Car allowance £15.000 £15,000 0%
Private medicalinsurance £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%
Biennial health screening E581 per health screen £620 per health screen 16 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 criteria)

years [subject to qualifying criteria)

i ncapac enefit for Crecutive Lirectors and senidgt management 15 M O 833y, an ar the rest g & CHgIoE WOrkigrce is o gl s3car
(i} Incapacity beneht for E Direct d g 75 4 of 54l d far the res! of the eligibl Kt 50% ol salary

overall bonus awarded to each Executive
Oirector, 1s set out In the At a3 Glance
section on page 100 The table provides
detail on the performance outcomes for
both Executive Directors in relation to
their specific personal objectives,

Personal objectives for the Executive
Directors continue to be Linked to our
strategic framework and were shared
across the team, with each Executive
Director leading on the areas which
best align to their accountabilities

Annual bonus outturn for 2018/19

Full detail on the Company’s
performance 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 activity in 2018/19 outcome
Embed customers s Achieved customer 0Dl uncapping enabling benefits of outperformance to be shared [ ]
at the heart of all we do with customers Fully met
Deliver on customer * 40% year-on-year improvements in Supply Interruptions
measures through * Ofwal aporoved waste uncapping benefiting the remainder of AMP6,
customer ODIs « Supported 52,838 vulnerable customers

= Retained UQ for Customer Service Index for 2018/19
Drive operational » Significant improvements have been made i waste networks ODIs during AMPg, ®
excellence and including 50% reduction i total flooding incidents [internal and externall, and year- Fully met
continuous innovation on-year reduction in the number of Cat3 pollutions
Deliver UQ plans = Deivery of 2018 Agrivert acqguisition
across Waste, e Signihicant improvements In leakage year onyear, including leakage work in progress
Water and Retal down by 65% and a 50% improvement in the median no of days to ix a leak.

* New customer first programme rolled out to all Conlact 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, additionat infrastructure investment Fully met
Achieve materal and rdentification and implementation of remedial plans
improvements in some of our key
Board and STEC level Enterprise
Risk Management [ERM ] risks
Change the market * PR19 fast-tracked ®
for the better o Only uttlity to be named as a Pathfinder by The Purposeful Company Fully met
Preduce compelling
cases for investment at
PR19 that enable strong
Regulatory Capitat Value [[RCY')
growth over AMP7 and AMP8
Create an awesome * Overall QUEST score held flat in spite of exceptional work effort and unprecedented @
place to work exlernal factors affecting normal day-to-day working. We are five paints above the UK Fully met

Continue on improving
overall QUEST
engagement scores

118

and Ireland benchrmark
s Social Mobility Employer Index ranking increased from 38th to 20th
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1er information

CFO

Objective
and activity

Embed customers
at the heart of all we do

Support customer ODIs

Key achievements

in 2018/19

* |dentified and made imp-ovemnents in reporling and analysis, enabl ng management
to have greater insight when making in-year decisions

» Ofwat approved waste uncapp:rg benefiting the remainder of AMP&.

Performance
outcome

Fully met

Drive operatienal
excellence and
continuous innovation

Cantinue the evolution
of regulatory submissions
and bui ding financial resilience

» Produced high quality Annual Performance Reports for both Severn Trent Water
and Hafren Dyfrdwy

Embedded robust financial resilience processes, e.g early adoption of Ofwat s
proposed stress testing scenanas for PR1%

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 creatton 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 PR1%. and an excellent
assurance programme
for PR1% submission

-

Created cost-effective Assurance plan as part of PR19 submission, and
achieverment of fast-track status has enabled early implementation

Fully met

Create an awesome
place to work

Develop breadth and
depth ot experience

and expertise across
whole Finance team

L]

Launched Finance for the Future model designed to improve effectiveness,
embrace innovation and drive efficiency towards AMP7 Totex challenges,
supported by an award winning study programme for future talent [graduates
and apprentices)

Fully met

Severn Trent Ple Annual Report and Accounts 2019
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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 oulcome in respect of the 2016 LTIP awards, granted on 21 June 2016, which had performance perinds
ended 31 March 2019 and indicates the resulting number of shares vesting and their value The LTIFP based on RoRE over the three
years to 31 March 2019 will vestin full. This 15 representative of continued solid performance 1n customer CODls, financing and
Totex Detarl on the perfermance cutcome 1s 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
attributabte equivalents  Totalvalue
Yalue of to share Value of due on of LTIP
Number award at End of Number of price  LTIPshares vesting {Single
of shares grant performance % award shares Vesting movement vesting" shares"! Figure]
Executive granted [£'000) period vesting vesting date [e000} (£7000) (£'000) {£'000)
CEO 46115 £995 6 31/03/1% 100% 46,115 21/06/19 £0 £913 2 £885 £1,0017
CFO 18,529 £4000 31/03/1% 100% 18,529  21/04/19 £0 £366 9 £35 6 £402 5

The RoRE calculation used for LTIPs differs slightly from that used in the Annual Performance Report, which uses the Ofwat defimiticn The LTIP measure seeks lo
align better cur LTIP targets to actual cash flows and against a ¢learly dehinzd target In this measure, financing sutperformance s based on actual geaning rather
than the notional capital structure and compares our cost of debt against the allowance in the Otwat Finanaal Model It includes profits/losses associated with
land sales, miscellaneous aftvaties and the umpact of the wholasale revenue forecasting incentive mechanism

0] Based on the average share price over the final three months of the performance period £19 80 as the awards will not be released until after the end of the closed veriod
n] Based on dmidends paid in the period since date of grant to 31 March 2012

Payments for loss of office
There were no paymants for loss of office in the year

Payments to past Directors laudited)
Emma FitzGerald
Full details of Emma 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 equivalents 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 audited)

Maximum Pigc;?l:;gaet Exercise End of End ot Vesting/ Awards granted during the year

number of threshold price performance halding exercise Face value
Executive Award type ¥ shares™ performance {pence} periad pericd datel Basis of award (€000} Notes
Liv Garfield 2016 LTIP 46,115 25% - 31/03/19 - 21/06A19 la
2016 ABS 16,260 - - 31/03/16 - 28/06/19 le
2017 LTIP 42,383 25% - 31/03/20 - 20/06/20 la
2017 ABS 12.850 - - 31/03/17 - 28/06/20 ]
2018 SAYE 1.089 - 1,652 - - May-21 - - ld)
2018 LTIP 72,880 25% - 31/03/21  24/07/23 24/Q7 21 200% of salary £1,381 [b)
2018 ABS 13,394 - - 31/03/18 - 19/06/21  Deferred bonus £2505 [c]

Total 204971

James Bowling _ 2016 LTIP 18,529 25% - 31/03/19 - 21/06/19 al
2016 ABS 2,634 - - 31/03/16 - 28/06/19 le)
2016 SAYE 1.044 - 1,724 - - May-19 _ Z (d]
2017 LTIP 17,028 25% - 31/03/20 - 20/06/20 (al
2017 ABS 7,693 - - 31/03/17 - 28/08/20 [c]
2018 LTIP 32,941 25% - 31/03/21  24/07/23  24/07/21 150% of salary £624 3 (b}
2018 ABS 8,072 - - 31/03/18 - 19/06/21  Deferred bonus £1510 le]
2019 SAYE 1,221 - 1,474 - - May-22 - - [d]

Total 98142

] LTIP awards are conditional share awards subject lo performance conditions ABS awards are deferred shares which are not subject to further
performance conditions
(1) Additional dividend equivalent shares may be reteased where prowided in the rules

ln} Awards that are due to vest In a closed period will be released as soon as practicabte after the end of the closed peried
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al 2016 and 2017 LTIP awards

All of the LTIP awards are subject to a
ReRE performance condition measured
over three financial years, and average
ReRE performance 1s compared with the
baseline figure set by Ofwat in our FD

The award will vest at threshold [25%)
If average ReRE matches the baseline
figure, and increases on a straight-
Line basis to full vesting [100%] for
cutperforming the baseline

b) 2018 LTIP award lawards granted
during the year)

In 2018, the LTIP maximum epportunity
changed from 150% to 200% of salary
for the CEQ and 100% to 150% of salary
for the CFO We retained RoRE as a
performance condttion 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

¢] Deferred shares under the annual
bonus scheme lincluding awards
granted during the year)

Each year, 50% of an Executive

Director s annual bonus s deferred in
shares for three years The awards are
granted in the form of deferred shares
The deferred shares relating to the
annual bonus for 2018/19 will be granted
in June 2019

d] Save As You Earn ['SAYE’)

The Executive Directors, in common
with all eligible UK employees, are
entitled to participate in the Company s
SAYE Scheme

Severn Trent Plc Annual Repart and Ac counts 2019

2016 and 2017 LTIP awards

Slrategic report
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Gr

3 day average

Threshold share price
vesting FO Fullvesting  used for grant
Award Grantdate  [Baseline) [Outperformance) calculations
2016 LTiP  21/06/2016 5 65% x1 3% [equivalent to 7 86%) £21569
2017 LTIP  20/06/2017 5 65% x1 3% [equivalent to 7 86%) £23 96

2018 LTIP award {awards granted during the year]

Threshold

vesting FO
Award Grant date  [Baseline) 139xFD
2018 LTIP 24/07/18 5 65% Equalto 7 86%

Fullvesting
{Outpertormancel

U0 RoRE
compared to
WaSCs

3 day average
share price
used fer grant
calculations

£18 95

Deferred shares under the annual bonus scheme
{including awards granted during the year)

3 day average share price

Award Relating to FY Grant date used for grant calculations
2016 ABS 15/14 28/06/16 £2159
2017 ABS 16717 28/06/17 £23 96
2018 ABS 17/18 19/06/18 £18 70
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Directors’ remuneration report continued
Rermuneration

Directars’ shareholdings and
summary of outstanding share
interests [audited)

Page 103 1n the At a Glance section
summarises the shareholding
requirements under which Executive
Direciors are expected to build and

masntan a shareholding 1n the Company,

and whether Executive Directors have
met the shareholding requirements

The shareholding requirements for the
CEO and CFQ increased in 2018/19

The Commuttee believes that i is an
essential part of the Policy that Executive
Directors become material shareholders
The retention and build-up of equity

is important in a long-term business
such as Severn Trent as It 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 appointed a member of
the Takeover Panelin November 2017
In respect of her appointment for the
year ended 31 March 2019, she was pald
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

QOutstanding scheme interests % Shareholding

Heneficially LTIP Annual Bonus SAYE guideline
Director owned shares" shares"! options Total achieved"
Kevin Beeston 2,244 - - - 2,244 -
Dominigque Reiniche 400 - - - 400 -
John Coghlan 2.670 - - - 2,670 -
Andrew Duff 8,184 - - - 8184 -
Philip Remnant 1.969 - - - 1,969 -
Dame Angela Strank 459 - - - 459 -
Liv Garfield 137,349 161,378 42,504 1.08% 342,320 147%
James Bowling 32,075 58,498 25,399 2,265 128,237 103%

Il LTIP share awards subject to ongoing performance conditions

[l ABS awards are deferred shares which are not subject to further perfarmance cenditions

(i) The share price used to calculate the percentage of the shareholding guideline achieved was £19 76 [as at 31 Marc 2019} The guideling figures incluge
unvested 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 010415

Nature of contract Notice peried

Ralling 12 months

Termination payments

Payments for loss of of‘ice comprise a maximum
of 12 months’ salary and benefits only

Philip Remnant
Chairman of the

Remuneration Committee
20 May 2019
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Directors’ report

The Oirectors 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 detailed information
relating to the Group, its business

model and strategy, the operation of its
businesses, future developments and the
results and financial position for the year
ended 31 March 2019 The Governance
report set out on pages 64 to 128 s
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 rsks 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 is
to treat and provide water and remove
waste water in the UK and freland

Details of the principal joint ventures,
associated and subsidiary undertakings
of the Greup 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 cperations 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 &7

All of the Directors will be offering
themselves for re-election at the Annual
General Meeting [AGM’], as set out

in the Governance report an 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 1s mtended that he remains as
Chairman untit the announcement and
induction of his successor

Detaills of Directors service

contracts are set outn the Directors’
Remuneration report on page 122

The interests of the Directors 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 conflicls
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Insurance and indemnities

The Company maintains Directors’ and
Officers Lability insurance in respect

of legal action that might be brought
aganstits Directors and Officers.

As permitted by the Company’s Articles
of Association [the "Articles’], and to the
extent permitted by law, the Company
indemnifies each of its Directors and
other Officers of the Group against
certain liabilittes that may be incurred as
a result 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
inforce

Severn Trent Plc does not have in place
any indemnities for the benehit of the
External Auditor

Employees

The average number of employees within
the Group 15 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 Diversity and Equal
Oppartunities Policy, the Company seeks
to ensure that every employee, without
exception, 1s treated equally and fairly
and that all employees are aware of their
responsibilities This means more than
ensuring we don t discriminate 1in any
way — we want to create and maintain

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 cpportunities employer
and welcome applications from all
ndividuals, including those with a
disability We are fully committed

to supporting applications made by
disabled perscns, and make reasonable
adjustments to their environment
where possible (having regard to the:r
particular aptitudes and abilities]

We are also responsive to the needs

of our employees As such, should any
employee become disabied during their
time with us, we will actively re-train
that employee and make reascnable
adjustments to their environment
where possible, in order ta keep them

n employment with us

Sfr.m-gu pOrt
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All our training, promaotion and career
development processes are in place for
all our employees to access, regardless
of their gender, race, age or disability
The pravision of cccupational health
programmes (s of crucial importance to
Severn Trent with the aim of keeping our
employees fit, healthy and well, including
an employee assistance programme

Additionalinformation on cur 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’;

* corporate communications events and
readshows held by functions across
the Company,

a dedicated intranet, Streamline’,

* online news portal and weekly
roundup, Pipeline News,

* an active employee social media
presence, Yammer,

* conference calls and email,

leadership engagement channels
- Executive Director blogs, semor
management monthly visibility

programme and guarterly events,

Employee Forum, and
» reqular meetings with Trade Unicns

Detarls 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 opportumties for employees
to give their feedback to the Company
n a number of ways, from team or

shift meetings, our Employee Forum
and QUEST Mare information on
employee engagement can be found in
the stakehalder engagement section on
pages 73 to 74
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Directors’ report continued
Other disclosures

The Company 1s keen to encourage
greater employee involvernent in the
Group s performance through share
ownership. To help align employees’
interests with the success of the
Company's performance, we operate
an HMRC approved all-employee plan,
the Severn Trent Sharesave Scheme
['Sharesave’), which 1s offered to UK
empleyees on an annual basts

69 7% of Severn Trent s UK employees
now participate in the Sharesave
scheme, with the average particpant
contributing £276 each month

During the year, the Company has

rermained within its headroom Limits for
the 1ssue of new shares for share pians
as set outin the rules of the above plan

Research and develepment

Innovative use of existing and emerging
technologres will continue to be crucial
to the successful development of new
products and processes for the Group
and our products must continue to
deliver value for customers

Expenditure on research and
development is set out in note 7
to the Group financial statements

Internal controls

Further detais of our internal control
framework can be found in the Audit
Committee report on page 89

Treasury management

Oetails 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 ta the Group
financial statements.

Dividends

Annterim dividend of 37 35 pence per
Ordinary Share was paid on 4 January
20192 The Directors recommend a final
dividend of 56.02 pence per Ordinary
Share to be paid on 19 July 2019

to shareholders on the register on

14 June 2019 This would bring the total
dwidend for 2018/19 to 93 37 pence per
Ordinary Share [2017/18 84 55 pencel
The payment of the final dividend is
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 RPI +4% each year This replaced
the previous Dividend Policy of annual
growth of the dividend at no less than RPI
untit March 2020

The Dividend Policy reflects our strong
operational delivery and financial
performance, while ensuring that our
bills are affordable for all our customers
When determining the policy the Board
considered various scenarics and
sensitivities, and reviewed the impact of
adverse changes innflation 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 Company’s 1ssued share
capital and of the movements during the
year are shown in note 10 to the Company
financial statements The Company

has one class of Ordinary Shares

which carries no right to fixed income
Each share carrigs the right to ane vote
at General Meetings of the Company

The 1ssued norminal value of the Ordinary
Shares 1s 100% af the total issued
nominal value of atl 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 any agreements between
holders of the Company s shares that
may result in restrictions on the transter
of securities or on voling rnghts

Details of employee share schemes are
set out In note 37 to the Group financial
statements For shares held by the
Severn Trent Employee Share Dwnership
Trust, the Trustee abstains from voting

Mo person has any spectal rights of
control over the Company s share capital
and all1ssued shares are fully paird

With regard to the appointment and
replacement of Directors, the Company
1s 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 Pl
Matters Reserved to the Board document
which can be found on our website, the
Arficles and the Governance report on
page 71

Under the Articles, the Directors have
authority to allet Ordinary Shares,
subject to the agaregate nominat ameount
limit set at the 2018 AGM

Change of control

There are a number of agreements that
take effect after, or terminate upon,

a change of controt of the Company,
such as cormmercial contracts, bank
loan agreerments, property lease
arrangerments and employee share
plans None of these are cansidered to be
sigmficant in terms of their Likely impact
on the business of the Group as a whole
There are no agreements hetween the
Company and its Directors or employees
that provide for 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  Vaoting

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 38&%
Investment
Management
Vanguard Group 8,336,011 351%
Maple-Brown 8,083911 255%
Abbott
Pictet Asset 7,781,012 306%
Management
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As at 20 May 2019, the Company had been
notified of the following holdings of voting
rights in the Ordinary Share capital of
the Comnpany Lazard Asset Management
23,425,859 shares {9 88%]. BlackReck,
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
Investment 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]%, SSGA 5,551,542 shares (2 34%]

The percentage of voting nghts detailed
above was calculated at the time of

the relevant disclosures were made in
accordance with Rule b 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 a maximum
number of 23,677,393 Ordinary Shares
During the year, no Ordinary Shares have
been repurchased

Authority will again 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 it1s 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 if the Beard was satisfied
at the time that to do so would be 1n the
best interests of shareholders

Contributions for political

and charitable purposes

Deonations to charitabte organisations
during the year amounted to £65,936
(2018 £81947] Donaticns are given to
charities whose projects align closely
with our aim to promote the responsible
use of water resources and waste water
services which provide the opportunity
for longer-term partnerships

In addition, we provide donations to
empioyee nominated charities through
a matched funding scheme and health
and safely reward schemes We are
also commuitted to supporting WaterAud,
the UK s only major charity dedicated

to improving 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 or incur EU political expenditure
Accordingly, neither Severn Trent

Plc nor its subsidiaries made any
pobitical donations or incurred political
expenditure in the financial year

under review

Under the provisiens of the Political
Farties Elections and Referendums

Act 2000 {the relevant provisions of
which are now contained in Part 14 of
the Companies Act 2806), shareholder
authority 1s required fer 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 tegislation gives a wide
definition of what constitutes pelitical
donations and political expenditure
including sponsorship, subscriptions,
payment of expenses, paid leave for
employees fulfilling public duties

and support for bodies representing
the business community in policy
review or reform The Company has
therefore abtained imited authority
from shareholders as a precautionary
measure to allow the Company to
continue supporting the community and
such arganisations without inadvertently
breaching the legislation

At the 2018 AGM, shareholders gave

the Company authority to make

political donations or to incur political
expenditure in the EU {which would

not ordinarily be regarded as political
donations] up to an aggregate annual
Lirit 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 il [2018 £nil] 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 ferward a resolution
to this year's AGM to renew the
authorities to make donations to political
organmisations and to incur political
expenditure up to a maximum aggregate
of £150,000 p a As permitted under the
Companies Act 2006, this resclutian
also covers any political donations made
or political expenditure incurred by any
subsidraries of the Company

We reduce our carbon footprint

The UK 1s playing a leading part in
reducing carbon emissions We want to
play our part in reducing our smpact by
reducing cur carbon ermissions As the
majority of our carbon emissions are
driven by our use of energy, managing
carbon alse means managing costs
We therefore aim to reduce carbon
emissions and increase our generation of
renewable energy

We have recently comrutted to becoming
Net Carbon Zero by 2030 This s

even more ambitious than a science-
based target and builds on our long
track record of making year-on-year
reductions in emissions We will set out
our detailed strategy to deliver this goal
as part of our farward plans

The Carbon Trust Standard recognises
our consistent emissions reductions and
effective carbon management processes
and we scored in the top quartile of
campanies We continue to report to the
Carbon Disclosure Project [COP ) each
year which means our chimate change
information is publicly accessibte

CDP reguest information about chimate
change from companies on behalf of
investors and score each company

an the quality and completeness of

their responses

This year, we again increased renewable
energy generation across Severn Trent
[including 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 Thiswas up from 38% in 2017/18
We continue to lead the UK water
industry, and are on track to generate the
equivalent of 50% of our electricity needs
by the end of 2020

We plan to continue to reduce our
operational ernissions by reducing our
energy use and Increase our renewable
energy generation Pursuing these
measures will continue to reduce our
key sources of ernissions, reduce our
reliance on the electricity grid and bring
financial benefits for vur customers
and investors
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Directors’ report continued
Other disclosures

Report on greenhouse gas emissions
This 1s the sixth year Severn Trent has
been required to report greenhouse gas
('GHG') emissions in the Directors’ report

Severn Trent is committed to reducing
1ts GHG ermissiens For Severn Trent
Water, which accounts for 99% of our
total Group emissions, we have been
publcly reporting on our emissiens since
2002 Inthat time we have reduced our
errusstons by being more energy efficrent
and generating more renewable energy

Our GHG ermissions are reported in
tonnes of carbon dioxide equivalent
{tCOze), for the periad 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 reduction i the
emissions-intensity of UK grid electricity
and reduced process emissions as we
move to more advanced digestion of gur
sewage sludge Our net emissions have
also fallen as we have now secured a
proportion of cur electricity supply from
accredited renewable energy sources
We have reported this market-based
benehit separetely in the table below

The GHG data we report is reported
internally during the year to the
Corporate Responsibiity Committee
and to the Board We have subjected
aur GHG data and processes to external
assurance by Jacobs

Qur approach to reporting 1s based on
the GHG Protocol Corporate Accounting
and Reporting Standard and we have
included aonly ermissions from 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 appointed UK Water businesses
Severn Trent Water and Hafren Dyfrdwy,
we have calculated our emissions using
the ‘Carbon accounting in the UK Water
Industry- methodology for estimating
operational ermissions, Version 13°
[released April 2019] This is a peer-
reviewed calculation tool developed and
used by all the major water companies In
the UK. Itis updated each year to include
the latest available emissions factors
For non-appointed business emissions,
we have used the latest Defra ermissions
factors whichinclude the relevant
conversion factors for overseas electricity
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Severn Trent carbon footprint kt CO.e

Graph removed

GRID BALANCING

We help National Grid balance supply and demand, so that electricity is
avallable for everybody We do this by turming 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 Initiative of the year at the Water Industry
Achievement awards in recogmtion of this work

BUYING GREEN

As part of our efforts te 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 Ple Direct

Operational Greenhouse

Gas Emissions {tonnes COze)
Emissions from combustion of
fuel and operation of facilities
(Scope 1)

Emissions from electricity
purchased for own use [Scope 2)
Total Annual Gross

Operational Emissions

2013/14 209415 2015/16  2016/17  2017/18 2018/19
132,535 132,406 134,584 138131 134,307 132360

330679 357.756 337,028 294.426 279393 217726

463,214 4906163 471,612 432,557 413,700 350,085

Trissions benetit of the 21672 38,878 45,085 42069 45,333 46986
renewable energy we export

lin¢'uding biomethane esparted far whech

we hold green gas certificates|

Emissions reduction from - - - - - 34818

purchase of renewable energy
[matkel-based carbon acecunting beneil
Total Annual Net

QOperational Emissions

461,542 451,285 426,527 390,488 368.367 268.283

Annual GHG intensity ratio

{t COz/unit) 2013/14 201415 2015/16 2016/17 2017/18  2018/19
Operational GHG emissions of
Severn Trent per £m turnover 20864 2552 2347 2140 2174 1518
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Our gross ernissions total in the table

an page 126 applies the ‘location-

based  accounting methedology 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 {tis Group palicy that
provided a supplier 1s complying with the
relevant terms and conditions, including
the prompt and complete submussion of
all specified decumentation, payment
will be made in accordance with agreed
terms Itis also Group policy te ensure
that suppliers know the terms on which
payment will take place when business
is agreed

Relevant audit information
The Directors confirm that

so far as each of them 15 aware,
there 1s no relevant audit information
of which the Company's Auditor s
unaware, and

each of them has taken all the steps
that he/she ought ta have taken as

a Director to make himself/herself
aware of any relevant audit information
and to establish that the Company's
Auditor 1s aware of that information

This confirmation s given and should
be Iinterpreted in accordance with
the provisions of section 418 of the
Companies Act 2006

5 * pert
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Disclosures required under Listing Rule 9.8.4R
The information required to be disclosed by Listing Rule 98 4R can be located
in the following pages of this Annual Report and Accounts

Sectian Information to be included Location

(1] A statement of the amount of interest capitalised 155

i4) Details of long-term incentive schemes 104

(8] Section 7 In relation to subsidiary undertakings 193 t0 194

(2). (5], [6). (7). Not applicable
(9)-[14]

External Auditor

Having carried out a review of therr
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 reappoimtment of Deloitte

LLLP 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 also be
responsible for determimng 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 Riceh Arena, Phoenix Way, Coventry,
CV4 6GE at 11am on Wednesday 17 July
2019 The notice convening the meeting,
together with details of the business to
be considered and explanatery notes for
each resolution, 1s distributed separately
to shareholders Itis also available on
the Severn Trent Plc website

By order of the Board

M@:M

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 1n accordance with
applicable law and regulatians

Company law reguires the Directors

to prepare financial statements for
each financial year. Under that law

the Directors are required to prepare
the Group financial statements in
accordance with International Financial
Reporting Standards [IFRSs') as adopted
by the European Union and Article 4 of
the IAS Regulation and have elected

to prepare the Company financial
statements m accordance with United
Kingdom Generally Accepted Practice
(Umited Kingdom Accounting Standards
and applicable law] including FRS 101
‘Reduced Disciosure Framework
Under company law the Directors must
not approve the accounts unless they
are satisfied that they gqive a true and
fair view of the state of affairs of the
Company and of the profit ar 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;

L]

state whether applicable UK
Accounting Standards have been
followed, subject to any material
departures disclosed and explained in
the financial statements; and

prepare the financial statements on
the Going Concern basis unless it is
inappropriate to presume that the
Company will continue In business
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In preparing the Group financial
statements, International Accounting
Standard 1 requires that Directors

» properly select and apply
accounting policies,

present information, including
accounting policies, in @ manner that
provides relevant, reliable, comparable
and understandable information,

» provide additional disclosures

when compliance with the specific
requirerments it IFRSs are insufhicient
to enable users to understand the
impact of particutar transactions,
other events and conditions on the
entity's financial position and financial
performance, and

* make an assessment of the Company’s
ability to continue as a Gaing Concern

The Directors are responsible for
keeping adequate accounting records
that are sufficient to show and explain
the Company's transactions and disclose
with reasonable accuracy at any time the
financial positicn of the Company and
enable them to ensure that the financial
statements comply with the Companies
Act 2006. They are also responsible for
safeguarding the assets of the Company
and hence for taking reasonable steps
for the prevention and detection of fraud
and other wrregularities

The Directors are respensible 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 dissemipation of
financial statements may differ from
legislation in other jurisdictions

Responsibility Statement
Each of the Tirectors confirm that to the
best of thewr knowledge

the financral statements, prepared in
accordance with the relevant financial
reperting framework, gwve atrue

and fair view of the assets, habilities,
financial posttion and profit or loss of
the Company and the undertakings
included in the consolidation taken

as a whole;

the Strategic report includes a

fair review of the development and
performance of the business and

the position of the Company and

the undertakings included in the
consclidation taken as a whale,
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
prowvide the infermation necessary for
shareholders to assess the Company's
position and perfoermance, business
model and sirategy.

This Respensibility Staternent was
approved by the Board of Directors
on 20 May 2019 and I1s signed on i1ts
behalf by

/’Z‘}«z’, Tomlte 1

Andrew Duff James Bowtling
Chairman Chief Financial Officer
20 May 2019
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> Group financial statements

Co ny lina letater-enis

Independent Auditor’s report to the members o ot
of Severn Trent Plc

Report an the audit of the financial statements

Opinion

In our opinion

« the financial staternents of Severn Trent Plc [the parent company | and its subsidiaries [the Grouo'| give a true and fair view of the state of the
Group s and of the parent company’s affairs as at 31 March 2019 and of the Group s profitfor tne year then ended,

* the Group financiat staternents have beer properly prepared in accerdance with Internationa® Financial Reporting Standards [IFRSs] as
adopted by the European Union,

« the parent company financia. stalements have been properly prepared in accordarce with United Kingdom Generally Accepted Azcounting
Practice, including Financial Reporting Standard 101 Reduced Disclosure Framewark, and

e the financial statements have been prepared in accordance with the requirements of the Companies Act 20046 and, as regards the Group
financial stetements, Article 4 of the |AS Regulation

We have audited the financial statements which comprise

the consolidated income statement,
the consolidated and parent company statement of comprehensive iIncome,

the cansolidated and parent company balance sheets,

the consolidated and parent company statements of changes in equity,

the consolidaled cash {low statement, and

the related notes to the conselidaled financial staterments 1to 46 and the related notes Lo the parent cornpany financial statements 1to 18

The financial reparting framework that has been applied in tne preparation of the Group financial statements is applicable law and IFRSs as
adopted by the European Umion The financial reporting framework that has been applied in the preparation of the carent company financial
statements 1s applicable law and United Kingdom Accounting Standards, including FRS 181 Reduced Disclosure Framework [United Kingdom
Generally Accepted Accounting Practice)

Basis for opinion
We conducted our audit In accerdance with International Standards on Auditing {UK] {ISAs {UK]) and applicable taw Our respensibilities under
those standards are further described in the Auditor s resporsibilities for the audit of the financial statemen.s section of our report

We are independent of the Group and the parent cormpany in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the Financial Reporting Council s [the FRCs | Ethical Stanaara as applied to listed public interest
entities, and we have fulfilled our other ethical responsibilities in accerdance with these 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 thal Lhe audil evidence we have oblained 1s sufficienl and approoriate te prowide a basis for our apimion

Summary of our audit appreach
Key audit matters The key audit matters that wedentified in the current year were
» valuation of the provision for trade receivables in Severn Trent Water Limited,
« valuation of the Group s retiremenrt beneht obligation, and
» class'fication and valuation of capital expenditure in Severn Trenl Water Limited

Within this report, any new key audil matters are idertiflied witn and any key audit matters which are the same
as the prior year identified with

Materiality The materiality that we used for the Group inancial statements was E18 m'lion which was deterrmimed on the
basis of profit befere lax, gains/lesses on financial instruments and exceptional ttems.

Scoping Qur aud t scaping has resulted in over 95% of the Group’s net operating assels and prafit before tax being subject
to audit testing

Significant changes In the year ended 31 March 2018, we reported the accuracy of wholesale revenue for non-household custormers

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 longer
consider this to be a reportable key audit matter

Conclusions relating to going concern, principal risks and viability statement

Going concern

We have reviewed the Directors statement in nole 2 al to the financial statements aboul whether they corsidered it appropriate to adopt the gong
concern basis of accounting in preparing them and their identification of any material uncertainties to the Group s and the Company's ability to
cantinue to de so over a perniod 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, 1ts business model and related risks including where relevant the impact
of Brexit, the requirements of the applicable f nanc-al report ng framework and the system of interna control We evaluated the Directors
assessment of the Group s ability to continue as a going concern, mcluding challenging the underlying data and key assumptions used to make
the assessment, and cvaluated the Directors’ plans for future actions in relation to their going concern assessment

We are required to state whether we have anything material to add or draw attention ton relatien to that statement required by Listing Rule

98 6R(3] and report if the statement 1s materially mconsistent 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 continued

Principal risks and viability statement

Based solely on reading the Directors’ statements and considering whether they were consistent 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 concern, we are required to state whether we have anything matenal to add or draw attention toin relation to

» the disclosures on pages 56 to 61 that describe the principal risks and explain how they are being managed or mitigated,

e 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 model, future performance, solvency or Uguidity, ar

» the Directors’ explanation on pages 42 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 in aperation and meet its Liabiities as they fall due over the period of their assessment, including any related disclosures
drawing attentian to 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 98 4R(3]1s
materially incansrstent with our knowledge obtained in the audrt !

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 aur professional judgment, were of most significance in our audit of the financial statements of the
current period and include the most significant assessed risks of materiat misstatement [whether or not due to fraud] that we identified. These
matters included those which had the greatest effect on the overall audit strategy, the allocation of resources in the audit, and directing the
efforts of the engagement team

These matters were addressed in the context of our audit of the financial statements as a whole, and in forming our apimon thereon, and we do
not provide a separate opinion on these matters

Valuation of the provision for trade receivables in Severn Trent Water Limited

Key audit matter A portion of household customers do not or cannot pay their bills which results in the need for provisions ta be made
description for non-payment of the customer balance Management makes estimates regarding the expectad future loss rate when
calculating the bad debt provision '

The provision for trade recevables as at 31 March 2019 was £135 2 milbon [31 March 2018 £124 5 million]

Changes have been made to the basis of estimation of the bad debt provisian for the year ended 31 March 2017 as a
result of the adoption of IFRS 9 Financial Instruments Provisions are made against Severn Trent Water Limited's

trade receivables based on historical cash collechon rates of debt now aged over seven years, which is considered by
managernent to be representative of collection risk on the whole population of household debtors The key audit matter,
which is also a potential fraud risk, nas been focused on the valuation of the household bad debt provision, specifically
cash collection retlected in the model for debt aged greater tman seven years

The Audit Commitlee also considered this as a significant issue as discussed 10 the Audit Commillee report on page 88
The provision for trade recewables s discussed in note 2 pl and 21 Lo the Group financial stalements

How the scope of our  We have gudited and criticatly reviewed the assumptions used in the calculation of the bad debt praovision as follows
audit responded to .

i assessed the design and implementation of key management review controls over the bad debt provision model.
the key audit matter

s assessad the allocation of cash coliected on years seven to ten debt to ensure that it has not inappropriately been
allocated to this ageing bucket to reduce the overall provisioning rate,

s reviewed management's assumptions applied to the provision for trade recevables and challenged whether they
reflect the Litetime expected credit loss applied to trade recevables, including a review of cash coilection trends,
demegraphic and econarmic trends, and

» reconciled the debtor ageing for each debt category to source data

Key observations We are satisfied that the assumplions applied 10 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 ebligation

Key audit matter Valuation of retirement benefit obligations 15 an areainvolying significant estimation because the process s complex

description and requires management (after taking advice from their actuarial advisers] to make a number of assumptions
concernming the discount rate, inflation rate, pension increases, and the longewity of current pensioners in order to
determine the value of the schemes’ Labilities The key audit matter s focused on the valuation of the pension scheme
Liabilities and the appropriateness of the actuarial assumptions that are used to calculatet, specifically with reference
to the discount rate

The Group's retirement benellt obligation as al 31 March 2019 1s £452 9 million {31 March 2018 £519 8 rillion) as per
note 28 Retiremenl benelit schemes.

The Audit Commttes also considered this as a signilicant 1ssue as discussed in the Audit Committee report on page 89.
Management has included this as a key source of esimation uncertainty 1n note 4 to the Group financial staterments

How the scope of our  We have challenged the assurmptions applied by performing the following procedures
audit responded to -

! evaluated the design and implementation of managerment’s key contraol;
the key audit matter 9 P 9 Y

« with the support of our pensiaon specialists within our audit team, we challenged the assumptions used in the
calculation of the pension scheme dehicit as detailed 1n note 28 specifically challenging the discount rate with
reference to comparable market and other third party data, and

* sssessed whether there had been any changes in the methodology to determine the assumptions since the prior year

Key ebservations We are satisfied that management’'s assumptions in the valuation of the retirement benefit obligation are appropriate
with consistent valuation methodology to previous periods
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Classification and valuation of capital expenditure in Severn Trent Water Limited

Key audit matter Severn Trent Water Limited has a substantial capital programme which has been agreed with the regulater [Ofwat]
description and therefare incurs sign licant expenditure in relation to the developmert and maintenarce of both infrastructure and
non-infrastructure assets

Severn Trent Water Limited property, plant and equipment [ PPE"] external additions in the year were £838 2 million
{2018 €643 2 million] of the total additions of £861 4 mullion (2018 €691 2 million} disclosed in note 18

As the classification of capitat expenditure, operating expenaiture and infrastructure renewals expenditure directly
affects the Group s reparted financial perfoermance, we identified a key audit matter retating to ar overstatement

of capital expenditure, whether caused by changing the Group's capex implementation guidance and/or incorrect
application of this guidance Due to the level of judgment involved, we have deterrined that there was a potential for
fraud through possible manipulation of this balance

The Audil Commutlee also considered Lhis a significant 1ssue as discussed in the Audit Committee reporl on page 88
Management has included this as a key source ol estimation uncerlainly in note 4 to the inancial statements.

How the scope of our  We performed the follawing procedures te respend to the key audit matter

audit responded to s 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 campliance with the relevant accounting standards,

.

evaluated the design and implementation and operating effectiveness of con