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Severn Trent Water Limited

Strategic Report
For the year ended 31 March 2017

Our Vision
Our vision is to be the most trusted water company by 2020, delivering an outstanding customer
experience, best value service and environmental leadership.

Our Purpose
Our purpose is to serve our communities and build a lasting water legacy.

Our Strategy

We aim to achieve these by meeting our strategic goals:
Embed customers at the heart of all we do

Drive operational excellence and continuous innovation
Invest responsibly for sustainable growth

Change the market for the better

Create an awesome place to work

Our Values
While ensuring we live our values:
e We put our customers first

e We are passionate about what we do

o We act with integrity

e We protect our environment

e We are inspired to create an awesome company
What we do

Our purpose is to serve our communities and build a lasting water legacy. We do this by providing clean
water and waste water services and developing renewable energy solutions through our business
Severn Trent Water.

The primary markets we focus on
¢ Wholesale operations and engineering
¢ Household customer services

About us
One of the largest 10 regulated water and waste water businesses in England and Wales. We provide
high quality services to more than 4.5 million households and businesses in the Midlands and Wales.

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

Key Facts
Turnover Litres of drinking water supplied each day
£1,556.1m 1.85bn
Underlying profit before interest and tax Litres of waste water treated per day
£512.8m 2.6bn
Profit before interest and tax Employees
£540.4m 5,827

Average during 2016/17
Households and businesses served
4.5m

Alternative Performance Measures are defined in Note 3 to the financial statements on Page 107



Chairman’s statement
CONTINUED PROGRESS

Group turnover
£1,556.1m
2016: £1,523.6m

Group underlying profit before interest and tax
£512.8m
2016: £498.5m

Group profit before interest and tax
£540.4m
2016: £499.5m

Group underlying profit before interest and tax up 2.9% year on year

Focus on operational improvement
Net Reward £47.6m in 2012/13 prices pre tax

Fellow shareholders, this past year has been a successful one for Severn Trent. We are building on
delivering a fast start to Asset Management Plan 6 (‘AMP6’) and have seen excellent operational and
financial performance. These strong results are built on the hard work of your management team in
striving to deliver the best possible service to our customers and consistent returns to shareholders.

Strength in times of turbulence

The macro-economic environment of the past year has been turbulent, largely due to Brexit and the US
election. Our Company has been relatively sheltered from the impact of these, and has continued to offer
strength and stability. Our focus on delivering high quality service to customers and benefits to
shareholders is showing significant results.

AMPG6 has allowed a platform for there to be winners in a world of incentivisation and we have fully
embraced this approach, driving operational performance higher, completing the year with excellent
delivery of customer Outcome Delivery Incentives (‘ODIs’) of £47.6 million. Customer ODIs are

making us think differently to ensure we continually improve the service we provide to our customers and
this is helping us to achieve a step-change in, for example, sewer flooding performance.

Our waste water business has been at the frontier of sector efficiency and we have made strides in
aiming for upper quartile performance in water and retail. Whilst this is a multi-year journey our progress
so far is encouraging. Achieving upper quartile in all three areas will improve the service and experience
we offer to our customers and enhance the returns we can make in the next regulatory period.

We continue to review the suppliers we work with to support us in delivery efficiencies. This means we
have stronger relationships with contractors who are now more aligned with the way we work.

As regulation evolves we must continually look for ways to adopt and enhance our competitiveness and
we have been successful in embracing new markets. Earlier this year we announced the completion of
our acquisition of Dee Valley Water, a neighbouring water only company which operates in Wrexham,
Chester and the surrounding areas. We welcome both Dee Valley Water's customers and staff. The
integration of Dee Valley’s operations is progressing well, and represents an exciting opportunity for us
to deliver better service to all of our customers. Dee Valley’s and Severn Trent’s customers will benefit
from sharing best practice from both businesses. The combined Severn Trent group will also benefit
from a separate Welsh water licence and a stronger voice for our Welsh customers.
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We have been successful in establishing Waterplus — our ground-breaking joint venture with United
Utilities — in the non household retail market, which opened to competition in April 2017.

Our regulator has signalled that further competition, for example in the opening up of the water
resources and bio-resources markets, will be considered in the coming years and we believe we will be
in a strong position to respond to these opportunities.

This is an exciting time to be an engineer at Severn Trent; innovation in research and development is
enabling further operational excellence, and we’ve reached major milestones in improving the resilience
of our water network during the year. The first of two new reservoirs has been brought into service at
Ambergate, where we are replacing and increasing the capacity of storage at the site.

We have also seen the breakthrough of the 1.8 km Bleddfa tunnel boring element of the Birmingham
Resilience Project. | personally visited the Elan Valley during the year to see the great work being carried
out, which will secure the supply of water to Birmingham for the next 100 years.

I know | speak for all our employees when | say that, at Severn Trent, we take pride in our
environmental, societal and governance credentials. We are making continued strategy progress on our
renewables agenda.

Self-generation of energy is the right thing to do for the environment and makes good financial sense for
Severn Trent. We are now generating the equivalent of 34% of our energy needs and are on track for
our target of 50% by end of AMP.

Delivering returns

We delivered strong financial performance this past year and | am pleased to announce that total Severn
Trent Water Group turnover increased by 2.1% to £1,556.1 million, while underlying PBIT increased by
2.9% to £512.8 million and reported PBIT increased by 8.2% to £540.4 million.

Investing for the benefit of customers

We are committed to investing for the benefit of customers and are pleased to have made progress in
our plans to invest the £120 million we announced last year in enhancing water quality, assistance to
vulnerable customers, and security.

Innovation in research and development is enabling further operational excellence and over the course
of AMP6 we are investing over £3,000 million in our assets for the future of our network. We are also
committed and on track to invest £190 million in our renewables business.

Our colleagues

The strong operational and financial performance delivered this year is the result of the hard work and
dedication of my colleagues and reflects incentives being firmly aligned with Company objectives.

| am also proud to report our progress on diversity. Our Board is now 44% female and the executive
team 60%. However, we recognise that there is more work to be done to ensure that our leaders and our
workforce are representative of the customers we serve, so we remain focused on increasing the
numbers of women in operational leadership positions; women and BAME (Black, Asian and Minority
Ethnic) people in engineering positions; and BAME people in technical operator positions.

Severn Trent has been voted as a Top 100 Apprenticeship Employer 2016 and we have been ranked
24th globally in the Equileap Gender Equality Global Report and Ranking. We were also regional
winners in the National Apprentice awards.

During the year we bade farewell to two Board members and welcomed two more to the Board of Severn
Trent. Martin Lamb and Gordon Fryett stepped down after many years of great service and we
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welcomed Kevin Beeston as our Senior Independent Director and Dominique Reiniche as a
Non-Executive Director.

Looking forward

Being a part of the regulatory debate ensures Severn Trent is prepared for any changes on the horizon.
We also believe that this helps ensure continuity and consistency in delivery. With two years of AMP6
now having passed we have started looking at the next regulatory period and driving to be in the right
position now.

We begin our customer consultation shortly and want to continue to be shapers and changers of the
regulatory world in which we operate.

There is much more to do. However, we are both ambitious and confident of achieving all the
expectations of our stakeholders.

Andrew Duff,
Chairman




Market and industry overview

The water and waste water industry

The water and waste water industry in England and Wales is made up of 17 regional suppliers, who
between them serve around 50 million household and non-household customers. Ten of these
companies, including our regulated business, Severn Trent Water Limited, provide both water and waste
water services. The remaining seven provide water only.

The challenges facing our industry

Since the industry was privatised in 1989, it has delivered real improvements for customers. The
companies have invested hugely in their networks, found smart new ways of working and become more
efficient. For example, since the mid 1990s industry-wide leakage is down by 35% and in the last 10
years sewer flooding is down by 75%, while 99.97% of drinking water and 98.6% of bathing waters now
meet European Union (‘EU’) standards.

However, the industry still needs to tackle some major challenges in the coming years. First, customers’
expectations are continuing to increase and we need to continue to improve the experience we deliver.

People expect to be able to interact with their water companies at a time that’s

convenient for them, using the channels they prefer. That's why Severn Trent wants to lead in digital, so
we can serve customers 24 hours a day and make best use of channels such as social media

and webchat.

We also need to make sure our assets can withstand whatever the future may bring. Climate change is
likely to cause more periods of drought and flooding, so the industry needs to ensure it can provide

its services, no matter what the weather is like. Severn Trent’s plans commit us to making our network

more resilient, to cope with greater extremes in our climate. For example, our £300 million Birmingham
Resilience Project will protect the water supply for the UK’s second largest city.

Although the industry has invested more than £108 billion since privatisation, it still needs to repair and
replace sewers, pipes and other assets that in some cases are more than a century old. During our
current five year plan, Severn Trent will invest over £3,000 million in our assets, so the next generation
can benefit from even better services.

We also need to cope with a growing population. The Office for National Statistics estimates that the
population of England and Wales will increase by over 9 million people by 2040. At the same time,

the government is looking to significantly increase house building over the next few years. All of this
means that more homes and businesses will need our services. We have to invest carefully, to ensure
we can meet those needs.

We are delighted to have received Utility of the Year from the Home Builders Federation in October
2016.

As we’re working to overcome these challenges, we also need to keep bills affordable for customers,
especially for those on the lowest incomes, and ensure we have the money we need to fund our
investment over the long term. This will allow us to deliver for customers and create value for investors.

The industry’s regulatory framework
The Government’s approach to our industry is set by the Department for the Environment, Food and
Rural Affairs (‘Defra’) in England and the Welsh Government in Wales.

Ofwat is the industry’s economic regulator. This means it sets limits on the prices we can charge our
customers over five year AMP cycles. This financial year was the second of AMP6, which runs from
April 2015 to March 2020.



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

e The Drinking Water Inspectorate (‘DWI’) independently checks that water supplies in England
and Wales are safe and that drinking water quality is acceptable to consumers.
Its work includes testing water quality, ensuring companies make the changes necessary to
improve, developing new regulations to further improve water quality, and science and policy.

e The Consumer Council for Water (‘CCW'’) speaks on behalf of water consumers in England and
Wales. It advises consumers and takes up complaints on their behalf.

e The Environment Agency (‘EA’) allows us to collect water from reservoirs, rivers and aquifers and
return it to the environment after it's been used by our customers and treated by us.

¢ Natural Resources Wales is the environmental regulator in Wales.
It oversees how the country’s natural resources are maintained, improved and used now and in
the future.

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

e The Health and Safety Executive helps us to reduce the health and safety risks faced by our
employees, customers and visitors.

The continuing evolution of regulation

Ofwat’s last review of the industry’s pricing was in 2014. That price review resulted in the most important
changes in the industry’s economic regulation since privatisation. It gave customers a much

stronger voice in determining companies’ plans and introduced Outcome Delivery Incentives (‘ODIs’),
which encourage companies to deliver what customers want using performance-related rewards

and penalties. Ofwat also encouraged companies to look at the whole life costs of their assets, rather
than separately looking at how much to invest in them and how much they cost to run. This total cost is
known as Totex. Companies also have stronger incentives to become even more efficient.

The next price review is in 2019 (‘PR19’) and Ofwat has already begun to shape its approach. In May
2016, it published its Water 2020 framework, which set out how it proposes to regulate the sector

at PR19. This included increasing the number of price controls, to allow it to look at companies’ cost
bases in more detail and promote competition in areas such as water resources and bio-resources, as
well as using the Consumer Price Index to index prices rather than the higher Retail Price Index.

Much of the industry’s investment is funded by borrowing, so interest rates can have an important effect
on companies’ costs. In September 2016, Ofwat published its proposals on the cost of debt. This would
automatically adjust prices for customers if interest rates are different from those Ofwat assumed for new
debt. In December 2016, Ofwat outlined how ODIs could be made better in PR19. The proposal could
include larger rewards for companies that perform well, with larger penalties for companies who fall
short. Ofwat is expected to publish a consultation on its approach to the next price review in the summer
of 2017.

The most significant change to regulation in this AMP has been the introduction of retail competition for
non-household customers in England, from April 2017. This allows businesses and other non-household
organisations to shop around for the best deal in water supply. We have responded by creating the
Waterplus joint venture and making the necessary changes to our systems and processes to allow our
wholesale water business to supply retail water providers (see page 26).

In the longer term, the household retail market could also be opened to competition in England. The UK
Government has said it first wants to see how retail competition works for non-household customers
before making any decisions.

Contributing to the regulatory debate
We believe it's important that we put forward our views about how regulations should develop and we
have a long track record of helping to shape the future of our industry.



We remain very supportive of the general direction of Ofwat’s proposals. We’ve embraced ODls, so
we're well placed as Ofwat looks to refine how they work. In April, we released the latest in our series of
Charting a Sustainable Course publications, which sets out how we believe incentives can be

made to work better at the next price review for all stakeholders, including customers. This builds on
Ofwat’s own consultation document.

We’'re also in favour of moves towards trading in bio-resources (a by-product of the sewage treatment
process) and water resources. We're already exploring the potential for trading bio-resources with
other water companies, and we see this area as an exciting opportunity for us and our customers.
Trading water resources is a longer term prospect, which could provide a relatively low cost and
environmentally friendly way of sharing water across regions. However, we also consider that any
changes to how water is supplied need to form part of a wider package of measures including reducing
demand for water.

How our customers and the external environment influence our strategy
Our strategy for AMP6 is designed to meet the challenges posed by our changing environment and
regulation:

e Our strategy embeds customers at the heart of all we do. This ensures we continue to meet their
needs as they evolve.

e Operational excellence and continued innovation help us to deliver the service customers rely on,
while ensuring we keep bills affordable for all, both now and in the future.

e |tis essential that we have a resilient, well-maintained network, which can meet the demands of a
growing population and a changing climate, which is why we’re investing responsibly for
sustainable growth.

¢ Changing the market for the better means ensuring we help shape changes to regulations and
are well prepared for the opportunities and challenges it brings.

e Delivering on all of the above requires us to have inspired, talented and engaged people, which is
why we’re creating an awesome place to work.




Chief Executive’s Review
DELIVERING RESULTS

Liv Garfield, Chief Executive

Two years into the current regulatory period I'm pleased that, with the superb help and support of all my
Severn Trent colleagues, we are becoming a truly customer focused business that continues
to invest in our future and deliver strong and sustainable financial performance.

As a business we want to be the most trusted water company by 2020, and our customers have told us
that means delivering an outstanding customer experience with the best value service and showing true
environmental leadership.

In the last year we have made progress in all three areas but of course there is always more to do.

On customer experience we have made great progress in delivering against our agreed Customer
Outcome Delivery Incentives (ODIs). For example, this year on two measures that customers care
about most we have reduced supply interruptions by 17% and cases of external sewer flooding by 23%
against our regulatory targets.

We have achieved this while making sure that we continue to offer the lowest average combined water
and waste water bills in Britain, as well as increasing our commitment to support those customers
most in need.

To help us focus on continuing to deliver best value service in the future we have worked hard to identify
further efficiencies and have increased the targeted Totex savings by £100 million to £770 million.
Making these savings will help us towards our further ambitions to be upper quartile in performance and
cost in retail, water and waste.

Turning to environmental leadership, we are proud of the fact that we have had sector leading
performance for two of the last four years. Furthermore, on renewable energy we are now generating
the equivalent of 34% of our energy needs and are on track to self-generate 50% by 2020.

| would love to take this public opportunity to welcome our new customers and colleagues from Dee
Valley Water. This strategic acquisition helps us grow our business and bring in new skills and
expertise to the wider company. We look forward to continuing to integrate our two businesses over the
coming months.

Consistency and progress
To make sure that we make the right progress through this regulatory period to becoming the most
trusted water company, we use our strategic framework as our route map to success.

This framework focuses on five strategic objectives that we believe can deliver all of our ambitions, the
five are: embed customers at the heart of all we do; drive operational excellence and continued
innovation; invest responsibly for sustainable growth; change the market for the better; and create an
awesome place to work.

Taking each of the five in turn, let me share some thoughts on how we are doing in each area.

Embed customers at the heart of all we do

We are proud of the fact that for the second year we have outperformed against the commitments
(‘ODIs’) that our customers most care about. Our customer service and operational improvements have
contributed to customer ODI rewards of £47.6 million. On top of the reduction in external sewer
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floodings and supply interruptions, we have also sustained our improved performance on category 3
pollutions and leakage against our regulatory targets. Although we have seen tremendous progress
across many aspects of the business this year, there is more we can do to improve customer
experience. Whilst the number of customer complaints have declined since the start of the AMP there
remains more scope for further improvements. As such we are taking a more active approach to
reducing problems occurring in the first place. For example, we have worked with customers to come up
with a re-designed bill which is easier to understand.

As we look to make contact easier and more efficient, we now have around a third of our customers
using our 24/7 digital self-service, and we have also designed a new, easier to navigate customer
website.

We are passionate about affordable bills for all and remain committed to supporting customers who most
need our help. Through a range of schemes we have delivered our ‘Help When You
Need It’ target that supported over 50,000 customers who were struggling with their payments.

Drive operational excellence and continuous innovation

We are improving the productivity of our workforce, through better devices, connectivity and apps. We
are using digital technology and innovation to reduce risks through real-time water quality measurement
and insight, along with active network modelling that helps us act quickly and reduce the number of
bursts and cases of premature asset deterioration. We have continued to refine our use of sensors and
improved analytics to prevent flooding and pollutions, as well as diagnosing and resolving jobs more
effectively.

We have embraced research and development as a key enabler for operational excellence, and a great
example of our innovation leadership is our world-leading phosphorous removal trials. Being leaders in
this field is helping us save £10 million in this AMP.

Invest responsibly for sustainable growth

We promised to leave no stone unturned in the pursuit for Totex efficiencies during the year, and through
the tremendous work of our colleagues to seek better ways to run the business, we have identified an
additional £100m of efficiencies. This takes the total forecast efficiencies for this AMP to £770m (at
2012/13 prices). Of this £770m, we've been able to announce that a further £70 million of Totex
efficiencies have been locked in over the last six months, building on the £540 million we’d

previously announced, and taking the total amounts locked in to £610 million. We are adamant that the
search does not stop here however. We will continue to seek opportunities throughout the business to
drive further efficiencies for the benefit of our customers and our shareholders.

To help deliver improved customer service and a more efficient and resilient network, Severn Trent will
be spending around £1,400 for every property in our region over the course of AMPG6.

This year we have also taken steps to focus on to our core business with the acquisition of the Dee
Valley Water Group. We have welcomed our colleagues from Dee Valley Water, which serves 125,000
properties, into the Severn Trent family, and we will spend the summer working through the integration of
our two businesses. This acquisition is a natural fit, and we are enjoying learning new skills from each
other as we look to collectively improve the customer experience.

Our role as custodians of our network for customers today and for future generations is right at the heart
of our strategy. During the year we have seen great progress on the Birmingham Resilience Scheme,
our largest ever asset-creation programme. Critical milestones such as the Bleddfa bypass have now
been completed and we have also embarked on a large programme of customer engagement to support
the next stage of the programme. We have also successfully met all DWI and EA obligation dates.
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We have delivered some important milestones in our renewables plan, including the completion of our
second food waste anaerobic digestion plant at Roundhill, Staffordshire.

We believe good businesses are socially responsible businesses and supporting our local community is
central to our values. Highlights include the delivery of 12,000 water efficiency home checks to help
customers save money, educating 167,024 people on sewer misuse and water efficiency and being
recognised by the Drinking Water Inspectorate as industry leaders for our innovative approach to
catchment management.

Change the market for the better
At the start of April 2017, we saw the opening of the non-household retail market and | am pleased with
the future prospects of Waterplus, our joint venture with United Utilities.

We have engaged with all of our colleagues across the business to make sure they understand the new
ways of working in this new world of competition, and our focus on being a fantastic wholesaler for all
retailers operating in our region.

| was also very pleased that we have been recognised by our regulators for providing information to our
customers and stakeholders that they can trust. We are one of only three companies to receive ‘self-
assured’ status in Ofwat’s annual review.

Create an awesome place to work

When [ first joined the company | was struck by the hard work ethic and helpful nature of our colleagues.
Having this culture as our foundation has helped us bring to life a customer-centric approach to
everything we do.

As a team we are passionate about creating an awesome place to work and invest huge time and
energy into our people plans. We were pleased to see our overall engagement score rise three
percentage points, and continue to track above the global benchmark for employee engagement.

We have been building the required skills and capabilities for the future through the recruitment of record
levels of apprentices and graduates, nearly trebling our intake of apprentices and doubling our
graduate intake in 2016.

We are also focused on leadership and technical development across the whole organisation, and have
delivered around a 20% increase in training days this year. We continue to recognise our colleagues’
performance with a collective bonus scheme that encourages focus on key areas which benefit all of our
stakeholders; health and safety, customer ODIs, and financial performance. Last year’s “Bonus reveal”
was a wonderful employee engagement moment.

| am also pleased that we have brought greater certainty to our pension schemes with £122 million of
further deficit recovery payments by the end of AMP6, including an additional £42 million over previous
commitments.

As we look to serve our communities and build a lasting water legacy, we recognise the importance of
the communities in which we operate and how central they are to local life. Our volunteering scheme
Community Champions is proving super popular with over 100 events planned and over 1,000 of our
people signed up to take part in making a real difference to the communities in which we operate.

That completes my review of how we are doing against our Strategic Framework, after a busy but
progressive year. | trust you have found it helpful.
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Delivering returns

Before we take a look at the year ahead | am pleased to share that our hard work has resulted in strong
levels of outperformance for customers and returns for our investors. In this past year we have
performed well in all three areas which make up our allowed return on regulated equity (RORE).

I have mentioned our delivery of customer ODIs and Totex efficiencies, and James Bowling, our Chief
Financial Officer, discusses our financial performance, which continues to improve, in more detail in his
review.

We achieved RoRE of 11.0% this year, up from 8.4% last year. This is a very strong result which is the
testament to the drive and focus of my colleagues, and it reflects the strong financial and operational
health of our company.

Outlook

We remain committed to delivering high service levels to our customers in the year ahead, both as a
sector leader on customer ODIs and also while improving customer experience. As an example, our
2017/18 employee bonus has been adapted to help us drive down complaints as well as deliver against
our safety, customer ODI and financial targets.

With draft determination submissions for AMP7 due in September 2018, we are working hard and
collaboratively across all our teams to prepare the best possible plans which benefit all our stakeholders.

We are actively engaging with our customers to co-create the future business plans which we put
forward as we prepare for the next price review.

Ofwat have also indicated that there will likely be further opening of the market to competition, in water
resources and bio-resource trading. We firmly believe we have many strengths in these areas and
are setting ourselves up for success.

So we have much to look forward to, and | relish working with my colleagues across the business as
collectively we look to put customers at the heart of everything we do, and build trust with all of our
stakeholders. Thank you for your ongoing support.

Liv Garfield
Chief Executive




How we are achieving our strategy
Our strategy has been in place for two years and we're
making significant progress towards achieving our goals.

Embed customers at the heart of all we do

What we said we would do in 2016/17
- Refresh online experience for customers

- Expand personalised service and vulnerable
customer offering

- Improve customer contact centre effectiveness
through cross-skilling our agents

- Expand proactive customer communications

Our progress in 2016/17

- Outperformed on commitments customers care
most about (see operational excellence below)

- Offered lowest combined bills in Britain and helped
50,903 customers with their bills

- Engaged with 167,024 customers through our
education programme

Drive operational excellence and continuous innovation

What we said we would do in 2016/17

- Continue towork on our energy profile, both usage
and generation

- Continue to focus on improving information to drive
better customer outcomes

- Continue to perform strongly on Customer ODlIs for
asecond year running

Our progress in 2016/17

- Achieved better outcomes for customers on
external sewer flooding, interruptions to supply and
leakage, through targeted investment and using
information about our network to proactively address
potentialissues

- But, we received 14,461 water quality complaints,
which is above our target of 10,995

Invest responsibly for sustainable growth

What we said we would do in 2016/17

- Careful management of our investment programme,
todeliver high value projects on cost and on time

- Selected investments in new technology, to enhance
customer delivery or reduce costs

- Further investment in technology to generate energy
from sewage sludge and food waste

Our progress in 2016/17

- Achieved key milestones with major resilience
schemes - the Birmingham Resilience Project and
Ambergate reservoir

- Invested in technology such as real time
bacteria detection

- Worked with supply chain to develop innovative
approaches to delivering capital programme
more efficiently

Create an awesome place to work

What we said we would do in 2016/17

- A further 300 Team Managers will have completed
the Awesome Leaders Programme by the end of
July 2016

- We will double our intake of graduates and
apprentices in 2016, to build our talent pipelines
for the future

Our progress in 2016/17

- More than 400 managers completed the Awesome
Leaders Programme

- Doubled our graduate intake and tripled our
apprentice intake

- Received national recognition for our
apprentice scheme

- Used innovative approaches to attract candidates
from more diverse backgrounds




- Launched new website, expanded our contact
channels, trialled extended opening hours and
increased proactive customer contacts

- Created a care and assistance teamto support
vulnerable customers

- Improved contact centre effectiveness through new
customer management portal

- Improved process control at our major water treatment
works through our Operational Effectiveness Programme

- Maintained outstanding performance on
coliform detection

- Continued to achieve strong
environmental performance

- Made further progress on reducing energy use

- Sustained our improved performance on reducing
category 3 pollutions against our regulatory target

- Continued to promote catchment management to
protect our water sources from pollution

- Reduced Group carbon emissions by 8%, although we
did not achieve our 0Dl target

- Achieved FTSE4Good accreditation
- Made good progress in investing in renewables

- Introduced a campaign to help employees suffering
mental healthissues

- Recognised by the Hampton-Alexander Review for
leading gender diversity performance in the FTSE 100

- Delivered around 20% moretraining days than the previous
year and introduced new operational and technical training

- Achieved higher engagement scores above the global

company benchmark in our employee survey and had
anincreased response rate

Areas of focus for 2017/18
- Make a step change in customer experience

- Continue to deliver on the things that matter most
to our customers to achieve a substantial reward of
around £23 million in customer ODIs

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

Areas of focus for 2017/18

- On track delivery of our plans to be upper quartile for
Retail, Water and Waste

- On track delivery of upper quartile financing position
by the end of 2019

- Continue to provide environmental leadership as
evidenced by EA 4* status

- Develop the profitability of our US and UK Business
Services operations

Areas of focus for 2017/18

- On track to deliver on our PR14 commitments and
make appropriate targeted investments for the future

- Integrate and deliver the benefits of the Dee Valley
acquisition, combining the strengths of the two
companies to create a strong Welsh entity focused on
delivering local priorities

Areas of focus for 2017/18
- Deliver a step change in our safety performance
- Improve the wellbeing of our colleagues

- Deliver a further upliftin our employee
engagement scores

- Progress our talent agenda

- Berecognised as an upper quartile wholesaler to the
new non-household retail market

- Provide an industry leading experience for property
developers and customers who need new water and
waste connections

- Deliver budgeted benefits from implementing ten
innovation projects and ten digital projects, and
developing a sustainable pipeline and process
for innovation

- Drive innovative developer solutions to deliver
a step-change in the new connections service
to customers

- Reduce the number of water quality complaints

- Complete and transition Competing to Win to
business as usual

- Generate the equivalent of 38% of our energy needs
from renewable sources

- Achieve material improvements in some of our key
Enterprise Risk Management risks

- Continue to strive for the most diverse and inclusive
business with increasing numbers of Black, Asian
and Minority Ethnic [[BAME’) talent in our business

- Further improve employee engagement by resolving
the top 10issues identified by our employees




ODIs and KPIs

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

Progress against our

Outcome Delivery Incentives

1. Embed customers at the heart of all we do

Internal sewer flooding

Actual
901

External sewer flooding

Actual
5,801

Minutes without supply

Actual
1013

Rewa rd) Penalty
989

Reward Penalty
7452 7,548

Rate of Reward/Penalty [per incident)

£42,820'

Why we measure it

To ensure we do everything we can to prevent flooding
of customers’ homes or businesses. It is one of our
customers’ most important priorities.

Progressin the year

We are reporting a performance of 901 internal
incidents, ahead of our committed performance level
of 989 incidents.

Rate of Reward/Penalty [per incident]

977G

Why we measure it

To ensure we do everything we can to prevent flooding
of customers” homes or businesses. It is one of our
customers’ most important priorities.

Progressintheyear

We are reporting a performance of 5,801 external
incidents, ahead of our committed performance level
of 7.548 incidents.

2. Drive operational excellence and continuous innovation

Improvements to river water quality
Actual
15

Number of category 3 pollution incidents
Actual
301

Reward Penalty
14

Rate of Reward/Penalty [per minute]

£1.10m

Whywe measure it

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

Progressin theyear

We interrupted customers’ supplies for an average of
10.13 minutes (10m 8s) in 2016/17. We are ahead of our
performance commitment of 12.2 minutes.

Successful catchment management schemes

Actual
0

-

Penalty/Reward

——

Revs}a rd Peﬁalty
374 457

|
-

Penalty/ Reward Reward Ca p
1

Rate of Penalty/Reward [per unit}

£150,000!

Why we measure it

We have statutory obligations to deliver, but our
customers told us that we should do more where we
can. This performance commitment ensures we meet
our obligations and drives us to deliver more where it
is possible.

Progressin the year
There were 15 individual points completed in 2016/17,
and we are on track for our end of AMP target.

3. Invest responsibly for
sustainable growth

See our Regulated Water and Waste Water
performance review.

Why we measure it

Minimising the impact our activity has on the
environment is a key concern for our customers.
This performance commitment ensures we drive
to improve performance in this area.

Progressin theyear

We are reporting 301 category 3 incidents against

a committed performance level of 402; this is 101
ahead of target and 73 incidents ahead of our reward
dead-band of 374 incidents.

Rate of Penalty/Reward (per scheme)

£1.03m'

Whywe measure it

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

Progressin theyear

We have made progress increasing our internal
resources and agreeing a suite of performance
indicators to demonstrate successful engagement and
change in practice. As planned, no schemes have been
fully delivered during 2016/17. Schemes are on track to
be delivered in 2018/19.

4. Create an awesome place to work

Lost time incidents per 100,000 hrs worked

Severn Trent Water Limited

O. 22 2015/16: 0.25



SIM - Customer experience

Not yet defined by Ofwat

Complaints about water quality

Actual
14,461

Tl—

Reward Penalty
9,992 11,800

83.61sIM score

Whywe measure it

Providing good quality service to our customers is key
and the Service Incentive Mechanism ('SIM’) provides us
with a regular opportunity to understand our performance
and implement initiatives to improve the quality of service
we provide, but also delivervalue for money.

Progress in the year

We have seen improvements in quantitative areas of
our business although we have been inconsistent in
our qualitative performance which has meant that we
have reported a SIM score of 83.61 for 2016/17 which is
behind our original upper quartile target.

Asset Stewardship - coliform failures
Actual
b

Rate of Reward/Penalty [per complaint)

£900'

Why we measure it

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

Progressin the year

In 2016, the number of drinking water quality
complaints increased from 13,941 to 14,461, so
we did not achieve our committed performance
level of 10,995.

Leakage
Actual
432

Peﬁaﬂy
7

Reward/Penalty
439

Rate of Penalty

£463,000'

Whywe measure it

The presence of coliforms in our drinking water is
unacceptable sowe continually monitor ourworks
to ensure they are not being detected.

Progressin the year

During 2016 we detected coliforms at five water
treatment works sites, which is better than our
committed performance level of seven or fewer
works with coliform detections.

Severn Trent engagement score improvement?

Rate of Reward/Penalty [per megalitre per day)

£123,000'

Why we measure it

Customers see leakage as a waste of a key resource;
our customers want us to reduce our level of leakage
as a priority.

Progressin the year

Our outturn position for 2016/17 was a total

of 432 M/day ahead of our committed performance
level of 439 Ml/day.

3 percentage points

Progress against
our financial KPIs

Group turnover

£1,5956.1m

2015/16: £1,523.6m

Group underlying PBIT

£512.8m

2015/16: £498.5m

Notes

11n 2012/13 prices after tax.

2 New engagement index used for the Group since
2015/16 to support benchmarking and gain better
insight about us as an employer.

Key

Actual
Severn Trent Actual Performance 2016/17



Operational Review
Litres of drinking water supplied each day
1.85bn

Kilometres of sewerage pipes in our network
93,727

Households and businesses served
4.5m

Generating returns

As described on page 7, Severn Trent Water’s business works within five year planning cycles known as
AMPs. Ofwat determines the prices we can charge our customers during each AMP, allowing us to earn
a return on our asset base (known as the Regulatory Capital Value or RCV), to fund our investment
programme and cover our operating costs. Our prices and asset base are adjusted by inflation each
year. In certain circumstances, for example if there is a material change in costs for reasons beyond our
control, we can request a price review during the AMP.

On 15 February 2017 Severn Trent Water completed the acquisition of Dee Valley Water, which is the
licensed water undertaker for Wrexham, Chester and the surrounding areas. It has been supplying
water to its community for more than 150 years. Dee Valley Water supplies drinking water to
approximately 125,000 domestic and business customers in northeast Wales and in northwest Cheshire.

The performance commentary for the year ended 31 March 2016/17 which follows on pages 18 to 29
relates solely to Severn Trent Water.

The acquisition of Dee Valley Water was completed approximately six weeks before the end of the

reporting year and did not have a material impact on the Group’s financial performance for the period
being reported.
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Our business model

The resources and relationships critical to our success

Water is collected

We pay the Environment
Agency and Natural Resources
Wales for the water we collect
from reservoirs, rivers and
underground aquifers across
our region.

Waste water is treated and
returned to the environment
Waste water is carefully
screened, filtered and treated
inour 1,013 sewage treatment
works to meet stringent
environmental standards.

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

water system.

Water is cleaned

Our 123 groundwater and

21 surface water treatment
works clean raw water to

the highest standards making
it safe todrink.

Waste water is collected
Our 93,727 km of sewers and
pumping stations collect
waste water from homes
and businesses from outside
properties and drains.

Cleanwater is distributed

A 49,048 km network of pipes
and enclosed storage
reservoirs bring a continuous
supply of clean water right
toour customers' taps.

Customers enjoy our services
We serve 4.5 million businesses
and households with a safe,
reliable supply of water and
collect waste water 24 hours
aday, 365 days a year.

Investment and maintenance

------- Associated risks

We aim to perform each stage of our work as efficiently and effectively as possible, so we meet the
needs of customers and other stakeholders such as our regulators. The work we do enables us to meet
45 performance commitments we’ve agreed with Ofwat, several of which are unique to us. Of these, 33
customer ODIs reward us if we do the right thing for customers, by improving services and

being more efficient, or penalise us if we don’t. These customer ODIs incentivise us to do better in the
areas that are most important to our customers. We also look to use innovative processes and
technology, so we continually improve the way we work. During 2016/17, we earned a total reward of
£47.6 million out of a potential reward of £70 million, and were the best performing company based on
Ofwat’s published results for 2015/16.

The amounts we invest in improving and maintaining our networks, together with the costs of running our
operations, form our total expenditure or Totex. This year’s customer bills take account of some of
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our Totex and the remainder is added to our RCV, allowing us to earn a return on it in future years. We
look to make savings against the Totex assumed in our final AMP6 plan, which was approved by Ofwat.
Over the course of AMP6, we’ve identified £770 million of Totex efficiencies, which will see us save £360
million against our final determination. We've committed to reinvesting £120 million of this to benefit
customers in three important areas: water quality, security and vulnerable customers.

Investment and maintenance

Included within our Totex is a wholesale capital programme totalling £539.6 million in 2016/17, which is
an average of £1,400 per connected property. We spent this money in a range of areas, including our
two major resilience schemes, as well as continuing to upgrade and renew our network and assets.

We fund this capital programme through customer bills. We generate profits through being efficient and
borrowing from capital markets.

Our critical resources and relationships

Customers

We have 4.5 million household and business customers, in an area stretching from the Bristol Channel
to the Humber, and from mid-Wales to the East Midlands. Our customers are at the heart of all we do
and they were heavily involved in developing our plans for AMP6, to ensure we focus on the areas they
value the most. We provide our customers with around 1.85 billion litres of high quality drinking water
every day and treat around 2.6 billion litres of waste water, which we clean and return to the system.

Employees

To be the most trusted water company, we need great people. We therefore look to attract, develop and
retain talented people, and to bring the next generation into the industry through our graduate

and apprentice schemes. We recognise the benefits of div