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Severn Trent Wateris one ofthe largest ofthe ten regulated water and sewerage companies in
England and Wales and a FTSE1 00 company. We strive to provide high-quality services to more
than 4.3 million households and businesses in the Midlands and mid-Wales. Our customers pay the
lowest average bills in the UK.

We arenow intoour third year of our PR14 business plan,in which we set out our plans to deliver outstanding
customer experience, the best valueserviceand provide environmental leadership inthe industry. We alsoset
out our core company values and goals, one of whichis to become the most trusted water company by 2020.
This document sets out how we will ensurethat we providerobustregulatory data that our customers and
stakeholders trust—inlinewith our assuranceapproach and governanceas a Plc.

Every year we publish a widerange of information aboutour services and our performance, through our
formal regulatory reports and utilising our improved engagement channels with our stakeholders and
customers. This informationis usedina variety of ways; not least,itmay shape the choices our customers and
stakeholders make. We therefore want to make surethatit canbe relied on.

We arenow reviewing our assuranceprocesses to make sure that they remain appropriatefor the current
financialyear (2017/18).

1.2 Background

As partof our goal to become the most trusted water company, we have previously engaged with our
customers to assess their levels of trustin us and the areas that matter to them. Inparticular, our customer
ODIs have remained anarea of high importancefor customers, particularly dueto the directimpactthese
have on customers’ bills,and as such this has been reflected in our previous assuranceplans.

This year, as we build our plans for the next pricereview (PR19)we realisetheimportance of demonstrating
high levels of engagement with all of our customers to ensure that we are reflecting their needs, while also
ensuringthat we produce a high quality submission with robustassuranceundertaken. In recognition of this,
alongsideour customer ODIs, PR19 will be a high priority for us this year, while we continue to build on the
established levels of assurance we implemented inthe previous years.

1.3 Ofwat’s company monitoring framework (CMF)

Ofwat’s company monitoring framework (publishedinJune 2015) set out its expectations for how it will
oversee information that we, and the 17 other largestwater companies, provideto our customers. Last year
we were pleased to achieve Ofwat’s highest rating of ‘self-assured’ status. This means that we use discretion
to set our own assuranceplansto deliver high quality regulatory submissions. Ouraimis toremaininthe self-
assured category, which aligns with our ambition to obtain ‘exceptional’ or “fast-tracked’ status for our PR19
plan.

1.4 Scope of the document

This document is intwo parts.
The firstis our statement of risks, strengths and weaknesses. Ithas been developed using the feedback

received from our customers and stakeholders about the information we provide. It also takes into account
our own assessmentof risks to our ability to provide information thatthey trust.
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The second partof this document is our draftassuranceplanfor2017/18.This sets out how we planto

respond to those risks. Itis for consultation, so we would welcome your views on it. Further details of how to
respond areon page 19.

Later this year we will publish a finalassuranceplan,and oncethis plan has been implemented, an Annual

Performance Report and anassurancesummary setting out our progress againstour performance
commitments.
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Inthis section we summarise how wecarried out ourrisk assessments, and the targetareas we
identified. Our draft assurance planin section 3 sets out how we propose to assurethese risks.

2.1.1 Approach

Figure 1 below illustrates howwe have developed this statement usingtwo inputs: external engagement and
aninternal assessment. The following section (2.2) explains this approach and the outcome in more detail.

We have not limited these assessments to our end of year performance reporting, but rather considered the
information we provideto customers and stakeholders, and our regulatory and statutory obli gations, more
broadly.

Any criticalrisksidentified in our assurance planfeed into our company-wide assessmentof risks inherentin
our business activities and mitigation measures, which we includein our

External Engagement Internal Assessment

Regular Engagement + |Identify obligations and owners

Q * Self assessment: purpose, people,
competency and controls—

probability metric g

Bespoke Engagement

Compliance team assessment—
impact on public health,
customers, environment,
competition, revenue, and
market confidence —impact
metric

* |dentify high risk areas that could
impacton information provision

Other Regulatory Feedback

Areas of Risk

2.1.2 Statement of risks

The risks we identify in this statement principally reflect:
e Reporting requirements and statutory obligations;
e Changes inourexternal environment or our customers’ and stakeholders’ expectations;

e Ourinternal assessment.

They are:
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Performance reporting —performance commitments and customer ODIs.

Every singleone of our performance commitments, regardless of whether a financial incentiveis attached,
couldimpactour customers’ and stakeholders’ perceptions of us, and shape the choices they make. As we are
now inthe third year of customer ODIs our performance impacton customers’ bills isreal.Given the
importance that we, and they, attach to performance commitments, we continue to utiliseour rigorous
assuranceplanassetoutinlastyear’s statement. As inprioryears,ourdraftassuranceplan (section 3)
provides for all performance commitments to undergo targeted external assuranceatboth the halfand full
year (inadditionto our ongoing internal quality checks, controls and improvement plans). Our halfyear review
allows us toidentify performance commitments where further assurance ‘deep dives’ may be required inthe
run up to full-year reporting. We have seen the benefits of this approach as the mid-year review enables us to
spot any potential risks and challenge our performance data rigorously prior to publication, ultimately giving
our customers and ourselves confidencein any subsequent reward or penalty we receive as a result.

Price Review (PR19)
This year PR19 becomes a business critical activity as itdetermines our business plan for the next AMP period
(2020-2025). We aimto submita planthatis either ‘exceptional’ or ‘fast tracked’ and recognise the

importance to stakeholders and customers that our planis high-quality and meets their needs.

Our Internal Auditand Complianceteams have worked together to designarisk-based PR19 Assurance
Framework. We engaged PwC to develop a ‘bottom up’ riskassessmentto highlightwhat levels of assurance
were required for which areas inlinewith our established three lines of defence model. All component parts
of our PR19 planwill haveaninternal firstand second lineassurancereview (as defined on page 12-13). Areas
of high materiality or risk will undergo a third linereview, either by Internal Audit, external assurors or by
other independent parties such as the Water Forum / CCWater.

Our PR19 Assurance Framework will culminatein our Board signingan assurancestatement. The assurance
framework has been reviewed and approved by our Audit Committee.

Water Resource Management Plan

Every five years water companies have a statutory obligation to produce and publisha Water Resources
Management Plan (WRMP). The WRMP should demonstrate that we have longterm plansinplaceto
accommodate the impacts of population growth, drought, environmental obligations and climate change
uncertainty. For the WRMP19 there will alsobe a new, strategic challengein the form of demonstrating that
our plandoes not put atriskthe Water Framework Directive status of the water bodies in our region. Ofwat
have set out the approach they expect companies to followin completing the submission and haveoutlined
specific requirements for assurance, includinga signed Board assurancestatement and evidence from

assurancereviews.

Delivery of Water Quality Improvements

We recognisethat our customers continue to regard the provision of safeclean drinking water as one of the
most important services we provide as a water and waste water company. As our ‘cleanestwater’ programme
enters its third year we regularlytrack progress againstour planned activity for deliveringimprovements. We
are startingto see the benefits of this programme in our customer ODI performance, for example a reduced
number of coliformdetections atour sites. We recognise however, that we still havefurther to go particularly
around other water quality ODIs such as water quality complaints and drinking water compliance.To enable
improvement inthese areas, we areembarking on the upper quartile water programme, whichinadditionto
our ‘cleanestwater’ programme aims for us to become one of the bestinclass companies when compared to
our peers inthe industry.
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New Connections Charging

This year will seesignificantregulatory changeinthe way in which we set out our charges for new
connections. For the firsttime, Ofwat have set the requirement to publisha comprehensivenew connections
chargingscheme similarto our company scheme of charges. We hope to make this scheme as transparentas
possibleand reducethe number of queries we receive regarding connection charges. Due to the similar nature
of this new chargingscheme to the company tariff scheme of charges, we believeitis appropriateto perform a
similar level of assuranceactivity to our company tariffs.

Market Information (bioresources and water resources)

Ofwatis promoting new markets inthe water industry such as water resources and bioresources (also known
as sludge). This will allow companies to provide and trade services between each other ata fairand
competitive price.To help these markets grow successfully,itis importantthatcustomers and potential
market participantscantrustour costs areaccurateinthese areas foractivities such as demand management,
treatment, transportand other ‘search costs’. We will supportthese new market areas and ensure our data is
accurateand has had a third line review before publication.
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In this section we explain in more detail how we identified the target areas set out in
section 2.1.

Our statement of risks, strengths and weaknesses has been developed usingtwo assessments:

e Anexternal assessment. Weasked our customers and stakeholders how easy is our data to
understand.

e Aninternalassessment. Wecarried out a self-assessmentto identify risks to our ability to comply
with our statutory and regulatory obligations. We considered if these risks would impactour ability to
produce information that our stakeholders cantrust.

We describeeachinturn.

2.2.1 Engaging our customers and stakeholders

We passionately believein engaging with our customers to understand the issues that matter to them inthe
information we produce and address any concerns that they may have.

As inprior years, we have continued to utiliseour established channels of engagement:

e regular meetings with our regulators and statutory customer representative (CCWater);

e regular meetings and events with broader stakeholders (for example, partnership workingon flooding
issues);

e ongoinginvestor engagement, and annual announcements of interim and preliminaryresults;and

e ongoing customer research,includinginstantfeedback mechanisms anda quarterly tracker survey.

This engagement helps to inform, and plays a partin,our assuranceapproach. For example, we may work with
the Environment Agency to ensure consistencyin our categorisation of pollutionincidents, or CCWater may
challenge our customer focussed documents.

As we developed our business planfor 2015-20, we established anindependently chaired, multi-stakeholder
group — the Water Forum — to challenge how our customers’ priorities were reflected in our company strategy.
Itincludes representation from the Environment Agency, CCWater, Natural England, National Farmers Union
(NFU), EastMidlands Councils and theCBI. The forum has met three times this year and will continueto have
inputinto our 2020-25 plans going forward.

The Water Forum now has a continuingroleto challenge whether we aredelivering our commitments to our
customers, and how we communicate that performance. It was involved in the development of our assurance
proposalsinour business planand we have planned meetings for PR19 where they will provideindependent
challengeon parts of our submission with a particular focus on customer priority topics like vulnerability and
affordability.

Statement of risks and draft assurance plan for consultation [public] 7



2.2.2 Engagement for this statement

We recognisethe importance of engagement for the current year and for developing our PR19 plan.To help us
to build our understanding of customers’ needs we have developed an engagement approachthat considers
our customers today and in the coming years.

As we produce informationthatis used by a diverserange of stakeholders ina number of ways, we have
considered our engagement inthe context of two broad groups.

Stakeholders with both a high level of interest and reliance on the information we produce.

We regularly meet with our regulators and havea common understanding of the information they need from
us to effectively perform their statutory remits.

We have shared our key riskareas (highlighted in sectionin 2.1.2) where we want to focus our assuranceplans
with our Water Forum including CCWater and there were no initial objections to the current proposals.Once
the consultationis opento formal responses we will informthe Water Forum and contact other stakeholders
suchas local councils and organisations to prompt further feedback. In addition, we continue to provide
CCWater with quarterly updates on our performance and consultwith them where appropriateon customer
publications (for example, our company Code of Practice).

Last year, we were extremely pleasedthat Ofwat’s assessment?! of our ability to deliver and report on
performance named us as one of three companies inthe ‘self-assurance’ category. Ouraimis to maintain this
status for the comingyear and see it as a pre-requisitefor achievingour aims for PR19.

Ofwat considered eleven assessmentareas and we attained meets or exceeds expectations inten of those
areas. Where we did not meet expectations we have improved our processes:

e FEvidence from casework activities—Ofwat noted that in one case, prior to intervention by a senior
member of staff, the information they were provided ‘was inconsistent, not providedina timely
manner and did not provide [Ofwat] with certainty that we couldrely on that information to progress
our investigation’. However, following our change in processes Ofwat commented that they were
satisfied with our response. We have recognised thatin this caseourinitial responsewas not
adequate andto ensure similar situations do notoccur, we now have the Gilson Committee that
specifically targets long standingand high priority complaints. The Gilson Committee has senior
management representation and has the ability to call onany partof the business toinvestigateand
resolvecomplaints.

Ofwat report company classification annually on 30 November.

Customers have good levels of trust in STW but our published informationis not at the top oftheir
priorities

Our customers rely on us producingaccurateinformation —particularly with the introduction of customer ODls
where the information we produce can have a directimpact on their bills. They may not, however, always be
aware of itnor have a strong interest init.

1 https://0980a19b0bb02fe 4a86d-0df48efch31bcf2e d0366d316cab9abs ssl.cf3.rackedn.com/wp-content/uploads /2016/11/Individual -
company-report-SVT.pdf
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This year we analysed how many people access our Annual Performance Report usingour web analytics
software. Despite promotion of the annual performancereport on our social media platforms, the report
showed that since publication of our 2016-17 report only 422 uniquevisitors since July had visited our
regulatory information page (which includes links to our Annual Performance Report). This demonstrated to us
that customers generally do not have a keen interest in our annual reporting. Our customer insightteam had
proposed to survey customers who had read the report but due to the low number of ‘hits’, any survey
performed was likely to be inconclusive. Our communications team will continueto look at the best way of
engaging customers with our regulatory reportingin future.

As partof our engagement for PR19, we have started by deepening our understandingof customer’s needs.
We've gone back to basics by tryingto better understand our customers, what’s importantto them intheir
lives,and what their needs areboth ingeneral andinrelationto the services their water company could, or
should, provide. We have considered customers with a diverserange of interests, backgrounds and
experiences, e.g. future customers, those invulnerablecircumstances (fromboth a financialand heath &
wellbeing perspective) and different faiths and cultures. We have ensured that we use the right research
techniques for each topic, using more deliberativeresearch as well as in home depths to truly delve into
customer priorities,inawaywhichis sensitiveto their circumstances. Some of the initial feedback we have
gained from this researchis thatmany view and appreciateSevern Trent as a ‘silent partner’ who they can
trust when they ‘turn on the taps and the water is there’. This appears as a consistentmessage across the
groups. There alsoappears tobe a desireto understand more about what we do, and the role that education
might playin promoting the efficient use of our services.

We arealso planningto use co-creation workshops to enable customers to directly feed into our PR19 plans,
as well as quantitativeresearch onthe maintrade off areas of our planandthe aspect of servicethat
customers want us to commit to.

Furthermore, we are also planningto run pilotversions of Ofwat’s proposed CMEX measure, which will replace
SIM as the main measure of customers’ satisfaction. We hope to gaininsightinto the views of customers who
historically have notcontact with us. Ultimately, all of the outputs from these activities will feed into our PR19
business plan.

Our digital team have been conducting surveys on twitter to understand what our customers’ top priorities
are. Usingthe #divein we rana series of twitter polls,asking customers toindicate what was mostimportant
to them. ‘Price’ by a considerable margin was the most critical factor for customers.
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Finally, this year we have also continued our quarterly customer tracker, which is conducted by an
independent market research company (Future Thinking). The survey comprises of 1,000 STW customers
onlineevery quarter and asks customers aboutthem about a number of factors includinglevels of trust,
customer experience, best valueservice, environment and communications. In particular, thetracker has
shown that over the lastyear (pictured below), levels of trustin STW have continued to be above the
nationwideaverage for other water companies.

QTrust, Thiskiog about ST/ your water company, how trustworthy would you say they are?
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We will continueto engage our stakeholders through the yearinthe development of our plans.

2.2.3 Ourinternal assessment

This year we utilised theframework establishedin 2015/16 to identify potential risks to complying with our
statutory and regulatory obligations (relating to our regulated water business).This sitsalongsidethe controls,
governance and scrutiny we have inplaceas a FTSELI00 company.

Our framework seeks to ensure there is clear ownership and accountability for each of our duties and
obligations fromdirector level, to accountablestrategic leaders (senior management) and responsible

managers. The framework includes existing obligations, and new statutory obligations yetto be commenced.

Each year, strategic leaders accountablefor the delivery of obligationsareasked to perform a ‘self-

assessment’ againstfour key parameters — purpose, people, competency and controls.This assessmentallows
us to form a probability metric — to identify areas of compliancerisk.

We usean impact metric based on the impactof arisk materialisingto: public health and safety; the
environment; customer service; competition; revenue and market confidence (e.g. reputational impact). This
helps us to prioritiseareas forimprovement duringthe courseof the year. Where risks areidentified, our
‘second line of defence’ (explainedinsection 3) oversight teams work with the teams accountablefor delivery
to make process improvements. At the end of the financial year, strategic leaders carry outa further
assessment. This process helps to inform our Board’s annual riskand compliance statement. The processis
reviewed by our independent Internal Audit team and the outcome is cross-checked againsttherisks thatare
identified by our enterprise risk management (ERM) process.

Figure 2: illustrative risk matrix

M

Probability

Impact
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Our aimis totarget areas where we can make process improvements. However, the framework canalso help
to indicatewhere there could be risks to the quality of information we provideto our customers and
stakeholders.

This year, from our internal assessment we identified three high priority risksrelevantfor this statement:

e Performance reporting —inrecognition of the potential impactour performance commitments
have on our customers, the environment and market confidence, our customer ODIs havefeatured in
our assuranceplans for thelasttwo years. Customer ODIs remain a high priority for our stakeholders
and customers. We explain further below.

e Water Resource Management Plan (WRMP) — As noted above, this year we will be publishingour
WRMP, whichis critical to demonstrating how we will effectively manage our water resources over
the next five years.In particular,our riskassessment noted areas forimprovement in our provision of
information around water flows and works during drought orders.

e Delivery ofdrinking water quality improvements —we recognisethat whilewe have made good
progress to deliveringimprovements inwater quality, our performanceinthis areais still notwhere
we want itto be as evidenced by measures such as number of complaints aboutdrinking water
quality where we have missed our customer ODI commitments. Our’cleanest water’ and ‘upper
quartilewater’ programmes areworking to ensure we meet and indeed go beyond our performance
commitments inthis area.

Our draftassuranceplans (inthesecond partof this document) set out how we will mitigatethese risks.

We made 45 performance commitments inour business planfor2015-20.Ofthese, 33 have financial rewards
and penalties attached to them as customer ODlIs.

We made a decision as wedeveloped our business plan,indiscussion with the Water Forum that all
performance commitments should be a priority area for a high degree of assurance. This was because:

e our performance commitments reflect the areas of servicethat our customers have told us are most
important to them — we have anobligationtoaccuratelyreportif we are meeting our commitments;

e ourinvestors can make decisions asto whether to investinour companybased on the performance
data we provide — we have a fiduciary duty to accurately report how we are performing; and

e we arejustone of three companies that are ableto apply some of the financial ODIs duringthe 2015 -
20 period (before our full planis completed) — if we are to make decisions thatimpactour customers’
bills, we must have confidence that itis onthe basisof high quality information.

Inrecognition of these risks, athalfyear we have targeted specific performance commitments for greater
assurance, by commissioningindependent third lineassuranceto be carried out duringthe firsthalf of
2017/18 to review our methodologies, documented processes,andtheir application.nareas where thirdline
is not undertaken at the halfyear point, we have ensured that anyimprovement activityidentified in prior
years has been implemented and robust assuranceprocesses havebeen developed by 1stand 2nd line
assuranceteams.
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We report the outcome of this half-year assessmentinternally to our Audit Committee and as a partof our
half-year results announcement in November. We discuss theoutcome with the Water Forum in preparation
for year end. Itwill be used to target the further third lineassurance —‘deep dives’ - we employ duringthe
second halfof2017/18 and at the financial year end.

Our draftassuranceplansets outhow we proposethis will beundertaken.
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This section sets out our draft assurance plan for 2017/18. The first part provides an overview ofour
approach to assurance. The second partfocuses onthekey areasidentified in ourrisk statement as
wellaswhere we already haveestablished third-line assurance processesthat we propose to
continuein2017/18.

We welcome stakeholders’ views as to whether it adequately addresses areas of riskidentified by our own
internal assessment, and external stakeholder engagement. Details of how to respond are set out on page 19.

We have a well-established assuranceand performancereporting framework. Our proposed assuranceplan
for this financial year,2017/18, continues the processes we have implemented inlastyear’s assuranceplan for

reporting our performance commitments in our Annual Performance Report.

Our framework is underpinned by four key principles:
e Robustassurance—we operate athree-lines of defence model, targeted at areas of greatest risk.

e Ownership and accountability —we have clear lines of ownership for both the delivery of
performance, and the accuracy of the data provided.

e Effective governance-provided by our Board, Audit Committee, Disclosure Committee and with
additional challenge provided by the Water Forum.

e Transparency and public accountability —we publicly reporton our performance, and hold
ourselves to accountwhere we do not meet our commitments.

Inthis section we provide an overview of each principle.

3.1.1 Robust assurance

We have anestablished approachtointernal controls and related assurance. We operate the ‘three lines of
defence model’ shown inTable 1 below, which distinguishes between firstline processes and controls, second
lineoversightand thirdlineindependent assurance.
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Table 1: Three lines of defence model

Line Functions Purpose Typical Activities

1a Business operations: Responsiblefor the e Provisionofsourceinformationand
reporting of reporting
performance. e Monitoringandimproving performance

where required
e Definingand documenting
methodologies and processes

1b Embedded first line:  1stline of defence for e In-depth quality checks and reviews
ensuringhighqualityand e  Assistwith production of required
robustsubmissions documentation
2 Independent second  2"dlineof defence e Ensure adequate 15tlineundertaken
line: ensuringthat 1stlinehas e  Quality checks and reviews of systems
undertaken its duties and controls

e Coordination ofassuranceactivities
between 1°tand3rd

3 Independent Provideindependent e Review application of methodologies
challenge: challenge of levels of and processes and ultimate integrity of
Internal Audit, external assurance provided by the data
assuranceproviders, firstandsecondline e Review completeness and
Customer Challenge appropriateness of assurance
Groups (Water Forum, framework (Internal Audit)
CCWater) e Providechallengeon specialistareas

(i.e. Water Forum on vulnerability and
affordability)

Assuranceis ayearround activity for us and firstand second lineactivities are undertaken throughout the year
givingus visibility of potential riskareas. For areas identified as higher risk, or where we have specific reporting
obligations (e.g.financial accounts), we employ external third lineassuranceatrelevantpoints duringthe year,

much of which is broughttogether and culminatesinouryear-end financial and performancereporting.

Section 3.2 sets out where we proposeto employ third lineassurancethis year (2017/18),and inthe light of

the risks identifiedinsection 1.

3.1.2 Ownership and accountability

Strong personal and collective ownershipis critical for ensuringthe accuracy of information we produce,
drivingimprovements and holding ourselves to account. Regularinternal performance reporting to our
Executive Committee (weekly and monthly) and Board (at every meeting), and half-yearly performance
reporting to the Water Forum reinforces this culture of ownership and accountability. Every year we refresh
our complianceframework to ensure that individual accountabilities are assigned to our regulatory and
statutory obligations. And we operate a rigorous process of sign-off for our performance data — sign-off by the
data owner, the responsiblesenior manager and finally theaccountabledirectorinadditionto our Board
governance arrangements (see below).

Our three lines of defence assurance model ensures that there is clear separation of accountabilities between
those responsiblefor delivery of a performance commitment or a regulatory/statutory obligation and those
responsiblefor ensuringthe integrity of that data. This delineationis mirroredin our governance

arrangements.
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3.1.3 Effective governance

As a publiclylisted company we have committed to comply with reportingrequirements under the UK
Corporate Governance Code, and the UKLA Listings Rules, Disclosure Guidanceand Transparency Rules. We
continue to adhere to the principles setoutin Ofwat’s ‘updated assessmentof monopoly water companies’
governance arrangements’2 publishedinJune 2015.

Our assuranceplans provide for governance of our performance commitments and other external reporting
with a clear delineation of accountabilities.

e The Board’sroleis to meet its obligationstothe company’s stakeholders. It reviews performance in
the light of the company’s strategic objectives and business plan commitments — ensuringthat any
necessary correctiveactionis taken.

e The Board’s Audit Committee assists theBoardindischargingits responsibilities for the integrity of
the company’s financial statements, the assessmentand effectiveness of internal controls and risk
management systems, and the effectiveness of internal and external auditors.

e The Board’s Disclosure Committee oversees the company’s reporting obligations under the
Companies Act 2006, the UK Corporate Governance Code and the UKLA Listing, Rules, Disclosure
Guidanceand Transparency Rules.

e The Water Forum provides independent external challenge of both our performance againstour
commitments and the information we provideon it.

3.1.4 Transparency and public accountability

Since 2008 we have had a Continuous Disclosureand Communications policy. This sets outour commitment to
earn the trust of our customers and stakeholders by being open in our communications and performance
reporting.

Our communications arebased ontransparency, integrity, accessibility and timeliness. Each year we publish
Annual Report and Accounts for Severn Trent Plc and Severn Trent Water Ltd and an Annual Performance
Report againstour regulatory performance commitments for the latter.

This year we will continueto hold ourselves publicly toaccountwith the publication ofa new Annual
Performance Report which will incorporate Ofwat’s additional reporting requirements for Cost Assessment.
We also publisha summary version of our Annual Performance Report followingfeedback from our customers

that they prefer to read a summary than the full report.

2 http://www.ofwat.gov.uk/wp-content/uploads/2015/11/pap_pos20150615boardleadership.pdf
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Section 3.1 setsout ouroverall approach to assurance. In this section we setout our proposed assurance planfor2017/18. It does not detail every assurance
activity thatwe carry out during the year, particularly using first and second line defence, but rather focuses on the key areas ofrisk identified in section 2
as wellaswhere wehaveestablished third-line assurance processes (for example, audit of statutory accounts) that wepropose to continue.

Some of the activities arealready underway butwe welcome views as to whether such activities should be continued/will be sufficientin future years.

Table 2: Established assurance processes

Charges scheme
including access prices

We have established processes to ensurethat our charges scheme is
consistentwith chargingprinciples and our revenue caps. With the
opening of the non-household retail market lastyear, we publish non-
primarycharges inlinewith our primary charges scheme.

External third lineassurance of tariffs model and
application.

External third linereview for ‘margin squeeze’ and
methodology of charginginputs and principles.

Third lineassuranceundertaken by Internal Audit of data

inputs.
Statutory and The continuation of established processes to auditour accountsinline e External thirdlineauditof accountsinlinewith agreed
regulatory accounts with statutory and regulatory requirements. procedures.

Annual Performance
Report

This reportis the principal way thatwe will document our annual
performance and hold ourselves publicly to account. The report will
includeinputs from other areas covered by this assuranceplan (e.g.
financialaccounts)andrequiresome forecasts of performance. Itis
important that we present informationina fairand balanced way that
is accessibleto our broad range of customers and stakeholders.

External third lineassurance of data, performance forecasts
(and methodologies) andthe presentation of information
Water Forum review of the presentation and dissemination
of information

Annual report to
CCWater

On a quarterlyand annual basis, we submitoperational performance
data to CCWater for a number of measures including customer
complaints, sewer flooding, pressureand supplyinterruptions. The
majority of this datais directly from our performance commitments
(PCs) reporting. For example, the written complaintdata submitted to
CCWater forms a part of the Service Incentive Mechanism (SIM) and is
subjectto internal and external year end assurance. For measures that
are not a partof our performance commitments, we provide
appropriatesecond lineassurance.

Where data is derived from performance commitments e.g.
SIM, itis subjectto the same assuranceas noted below.
Where data is not derived from performance
commitments, second lineassuranceis undertaken.
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Operational
Performance Standards
(OPS) and Market
Performance Standards
(MPS)

On a quarterly basis, we arerequired to submita number of key
performance indicators to the market operator, MOSL who then
publishes theinformation on their website. This informationis used by
retailers, Ofwatand MOSL to ensure that wholesalers aredeliveringa
competitive and fair serviceto all customers inthe market. Next year,
failureto meet MPS SLAs will alsoresultina financial penalty for the
company.

Third linereview by Internal Audit of outputs

Table 3: Third line assurance processes for 2017-18 driven by statement of risks, strengths and weaknesses

Performance
commitments and
customer ODIs

Inour own assessment,andinour stakeholders’view, all performance
commitments area priority area given the immaturity/complexity of
some performance commitments and the potential impacton
customers, environment and market confidence. Risk-based targeted
assurancewillbeundertaken at both halfand full year (to identify any
issues well inadvanceof final end of year reporting). Further ‘deep
dives’may be appliedto areas of greater riskidentified athalf-year
review and duringthe year.

External third linereview of methodology

External third linefaceto face review of methodology
application

External review of reported performance figures
Additional deep dives into key customer priorities and
emerging areas of process risk fromhalf-year review

PR19

This year PR19 becomes a business critical activity as itdetermines our
business planfor the next AMP period (2020-2025).We aimto submit
a planthatis classified by Ofwat as ‘exceptional’. Delivery of this
requires robustassurance plansgiven the scope of data, researchand
engagement requirements set out inthe draft Ofwat methodology.
Prior to the main PR19 submission nextyear, there area number of
earlier submissionsthatrequirethe same robustassuranceapproach.

Comprehensive PR19 Assurance framework designed by
Complianceand PwC. This has been approved by our Audit
Committee.

All areas will besubjectto a minimum of second line
assuranceincluding reviews of data, methodology and
processes.

Higher risk or high materiality areas will besubjectto
additional third lineassurance (via a mixture of external
assurers, specialistgroups and Internal Audit)

Water resources
management plan
(WRMP)

This document sets out how we planto meet our customers’ need for
clean water both now andinthe future, taking into accountthe
changingimpacts of climate change and population growth. Ofwat
have set out the approach they expect companies to followin
completing the submission and have outlined specific requirements for
assurance,includinga signed Board assurancestatement.

External third lineassurance of data, methodologies and
the presentation of information

Independent challengefrom external stakeholders - Natural
Resources Wales, Environment Agency
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Delivery of water
quality improvements

As demonstrated by our research, this area remains a high priority for
customers and external stakeholders such as the DWI. Our risk
assessmenthas alsoassessed someobligations relating to water
qualityas highriskinterms of accountability and processes.

Regular programme monitoring through embedded Water
Quality Steering Group

Reporting of risks andissues through both ‘cleanestwater’
and ‘upper quartile’ programmes

Annual reporting of water quality measures to DWI subject
to thirdlineassuranceforany ODIs with second line
assurancefor all other measures.

New connections
charging

New regulatory requirement to publisha chargingschemefor new
connections.Process will be aligned to our Charges Scheme process,
whichis alreadysubjecttothird lineassurance.

External third lineassurance of charging model, data inputs
andapplication of chargingprinciples.

Market Information
(Bioresources and
Water Resources)

To helpthese markets grow successfully,itis importantthatcustomers
and potential market participants cantrustour costs areaccuratein
these areas for activities such as demand management, treatment,
transportand other ‘search costs’.We will supportthese new market
areas andensure our datais accurateand has hada third linereview
before publication.

External third lineassurance of data, methodologies and
the presentation of information
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We welcome customer and stakeholder comments on section 3 ofthis document —our draft
assurance plans.

In particular, we would welcome views on whether our proposed plansufficiently addresses theareas of risk
identifiedinsection 2.1.2, ifthere are any gaps, or alternativelyif our approachis disproportionateto the risks
identified.

We welcome your responses by 19 January 2018.
We will publish our finalassuranceplans in February 2018.

Responses can be sent to:

Or by postto:

Strategy and Regulation
Severn Trent Water Ltd
PO Box 5309

Coventry

CV3 9FH

Insome instances we may want to make the responses we receive publiclyavailable. Pleaseletus know ifyou

would likeyour response to be kept confidential.
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