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WHAT DO WE MEAN BY PERFORMANCE DRIVEN, SUSTAINABILITY LED? 

 
Our Strategy to be ‘performance driven, sustainability led’ acknowledges our relentless drive to deliver 
the operational and financial performance that our stakeholders expect, in a sustainable way, and we 
believe this is achieved when you balance the long‑term interests of all stakeholders. 

We provide essential services to over 4.7 million households and businesses in our region. We are 
one of the eleven regulated water and waste water businesses in England and Wales. Our regulated 
business serves a diverse region stretching across the heart of the UK, from the Bristol Channel to the 
Humber, and from Cheshire to the East Midlands.  

We serve a diverse range of customers with different cultures, interests and experiences. Our region 
includes some of the most affluent areas of the country as well as some of the most deprived. We 
have more urban conurbations than any other water company, yet we serve predominantly rural 
counties and communities. It’s a region which is characterised by, and benefits from, its diversity. In 
providing our water and waste water services, we always look to contribute social and environmental 
value for the long-term benefit of our stakeholders. 

Through the investment and operational decisions that we have made over time, and those we are 
making today, we are ensuring that our business is performance driven and sustainability led, now and 
in the long term. 

 
 

Highlights 
 
 

1. Average employees during the year.

Turnover 

£1,965.9m (2021/22: £1,808.9m)  

 

Litres of drinking water supplied each day 

2 billion litres  

Profit before interest and tax 

£482.7 (2021/22: £490.8m) 

Litres of waste water treated per day 

2.8 billion litres 

Households and businesses served 

4.6 million 

 

Employees1 

6,998 



Severn Trent Water Limited 
Strategic report  
For the year ended 31 March 2023 

 

4 

 

OUR STRATEGY 

INTRODUCTION TO OUR STRATEGY 

We are guided by our Purpose – ‘taking care of one of life’s essentials’ – which forms the foundation 
on which we can build meaningful and long-standing relationships with our stakeholders. Our Values – 
‘Having Courage’, ‘Embracing Curiosity’, ‘Showing Care’ and ‘Taking Pride’ – underpin our Purpose 
and reflect the deep connection that we have with the stakeholders we serve. And our Strategy – 
‘performance driven, sustainability led’ drives us in everything we do. What makes Severn Trent 
unique is our ability to consistently deliver sector-leading operational performance in a way that has a 
positive sustainable impact.  

Our Strategy to be ‘performance driven, sustainability led’ acknowledges our relentless drive to deliver 
the operational and financial performance that our stakeholders expect. We believe this is achieved 
when we strike the right long-term balance between our customers and communities, the environment 
we depend on, our workforce and our investors. Success is not about putting any one outcome or 
stakeholder’s need at the heart of our business; success can be found through striking the right 
balance between the four strategic pillars outlined in our Strategy. Our Strategy is an ambitious 
evolution from an already successful business position, rather than a revolution. From Outcome 
Delivery Incentives (‘ODIs’) delivery to net zero programmes, catchment management approaches to 
Get River Positive river pledges and societal ambitions, our Strategy captures and pushes forward our 
ambitions to date. 

Read more about how the Board considered stakeholders when developing our Strategy in our 
Section 172 Statement. 
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THE WATER SECTOR 

There are 17 regional businesses supplying water services in England and Wales. These businesses 
serve over 50 million household and non-household customers. Of these, eleven also provide waste 
water services, including Severn Trent Water Limited. 

 
Working with our regulators and stakeholders 

We are subject to regulation of our price and performance by economic, quality and environmental 
regulators, as outlined below. 
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OUR PRICE REVIEW REGULATORY CYCLE 

Every five years, our economic regulator, Ofwat, reviews water and waste water companies’ business 
plans. These business plans cover the following five-year period and include the impacts on customer 
bills. 

As part of each price review, companies are asked to submit their business plans, which set out their 
investment proposals, performance improvement commitments and the potential impacts on customer 
bills for the coming Asset Management Plan (‘AMP’). Later this year, we will submit business plans for 
Severn Trent Water Limited for the latest price review (‘PR24’),  covering the period 2025-30 (‘AMP8’). 
Ofwat’s Final Determinations for PR24 will be issued by the regulator next year. The final methodology 
provided us with the regulator’s guidance on expectations for our business plans. 

 

While our PR24 business plans are currently still being developed, they will lay out our 
ambitions in the following key areas: 

 

CUSTOMERS 

In developing our business 
plans for PR24, we have 
embarked on our most in-depth 
customer engagement activity 
and research programmes to 
date. As a provider of one of 
life’s essentials, we gain 
insights from our everyday 
interactions, which help give us 
a rich understanding of the 
issues that are most important 
to our customers. 

For the first time, we have 
undertaken open challenge 
‘Your water, your say’ sessions 
on our proposed business  
plans, which deepened our 
understanding of the issues 
most pertinent to our customers 
and enabled open discussion 
on our future ambitions. 

We know our customers want 
us to go beyond providing a 
resilient water supply, 
balancing supply and demand, 
providing clean drinking water 
and taking waste water away. 
Our customers want us to make 
a positive impact on their 
everyday lives and their 
communities. 

 

 

 

 

AFFORDABILITY 

Households are facing the most 
acute cost of living pressures 
for decades. This is why 
ensuring our bills are affordable 
for all our customers – including 
the most vulnerable – is central 
to our plans, as well as 
ensuring we retain fairness 
across future generations for 
some of our longer-term plans. 

Struggling to pay a water bill 
can be an indication of other 
issues in a customer’s life, so 
we are working with partners in 
local communities to identify 
those who may need some 
extra help. 

In November 2022, we 
launched our Societal Strategy 
– with the aim of helping 
change the lives of 100,000 
people in our region over the 
next ten years. This is part of 
our commitment to help tackle 
the underlying causes of 
poverty and improve life 
chances for people within our 
region. We also announced in 
May 2022, as part of our 
Affordability Strategy, a £30 
million package of additional 
financial support in response to 
the cost of living challenges. 

RESILIENCE 

Reliable supplies and services 
depend on a reliable 
infrastructure. But to us 
‘resilience’ is a broader issue 
than just having good-quality 
pipes, reservoirs and treatment 
works, which we are committed 
to investing in already. 

It means being operationally 
resilient, so our people are 
sufficiently well trained to carry 
out the tasks we need them to 
do, both in a steady state and 
in an emergency. 

And it means being financially 
resilient, with a stress-tested 
capital structure to maintain an 
investment-grade rating for our 
regulated business and the 
appropriate equity strength to 
effectively manage risks. 

It also means having corporate 
resilience, with the right 
governance processes to 
ensure that we are fair and 
transparent at all times and 
recognised as a responsible 
and trusted business by 
society. 

We are rightly regarded as a 
public service company, and 
we’ll do everything in our power 
to deliver a service that the 
public and our people can be 
proud of. 
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Planning for the long term 

Long-term, adaptive planning is an integral part of how our organisation works. We are first and 
foremost driven by our Purpose – ‘taking care of one of life’s essentials’ – and to continue to deliver 
outcomes for the benefit of all our customers, wider society and our investors, we need to be able to 
adapt to a broad range of future trends and challenges. 

Demographic, climate, environmental, societal and economic change can be difficult to predict, but 
understanding the potential impacts of such changes is vital to ensuring we can continue to deliver 
resilient, affordable water and waste water services for generations to come. We have already issued 
a consultation on our draft Water Resource Management Plan (‘WRMP’) and our final Drainage and 
Wastewater Management Plan (‘DWMP’) was published in March 2023. These plans set out how we 
will respond to these trends and challenges. 

As part of PR24, Ofwat has asked each company to submit a Long-Term Delivery Strategy (‘LTDS’) – 
out to 2050. The LTDS for Severn Trent will form part of our overall PR24 proposal and will outline the 
path we plan to take in delivering our long-term strategic aims, while also recognising that we will need 
to adapt our path to reflect the impact of broader ‘macro’ challenges on reaching our end destination. 
Our plans for AMP8 are a key stepping stone to delivering our longer-term strategic goals and 
ambitions. 

 

Responding to customer needs today 

We are not just waiting for the submission of our business plans to make the tangible changes our 
customers and stakeholders expect. Last year, we announced our Get River Positive river pledges, 
Societal Strategy and Affordability Strategy, and have already started to make progress on delivering 
on our aims. Their continuing delivery will also be a key part of our overall PR24 and longer-term 
plans. Through engaging with our stakeholders through the PR24 process, we are ensuring that our 
plans reflect the needs of today’s customers, and generations of customers to come. 

 
 

What happens next?  

Ofwat’s timetable for PR24 is as follows; 

 

Date Milestone 

2 October 2023 Submission of business plan to Ofwat 

November 2023 Engagement with the EA, NRW, CCW and the DWI on the submitted 
business plan 

May/June 2024 Draft Determination  

December 2024 Final Determination  
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CHAIR’S STATEMENT 

 

OPTIMISM THROUGH A CHALLENGING YEAR 

The last 18 months have been some of the most challenging in our history and many of those 
challenges are continuing – with high inflation driving increases in energy costs for customers 
and companies alike, and the continued impact of geopolitical events. Our customers and the 
communities we serve are not immune from this and, as such, this year’s Annual Report will 
shine a light on the focus we have applied to supporting those affected by affordability 
pressures both now and in the long term. 

 

Our Strategy, Purpose and Culture 

As outlined in my report last year, our Purpose – taking care of one of life’s essentials – forms the 
foundation on which we can build meaningful and long-standing relationships with our stakeholders, to 
enable us to play our part in society positively and proactively. Our Values – Having Courage, 
Embracing Curiosity, Showing Care and Taking Pride – underpin our Purpose and reflect the deep 
connection that we have with the stakeholders we serve.  

During the last year, the Board spent time considering the Company’s Strategy, to reflect where the 
business is today while clearly outlining the ambitions we have for the future. We considered long-term 
value generation for our stakeholders – including our customers and communities, the environment we 
depend on, our workforce and our investors – with a focus on the long term. 

At the heart of our Strategy is a desire to be performance driven and sustainability led, reflecting 
Severn Trent’s ability to deliver consistently sector-leading performance in a way that has a positive 
sustainable impact. Our Strategy acknowledges our relentless drive to continue to deliver the financial 
and operational performance that our stakeholders expect and we believe is achieved through 
balancing the long-term interests of all stakeholders. 

 

Listening to our stakeholders 

Listening to our stakeholders this year, it is clear that two main issues remain front of their minds – 
affordability and river health. We continue to listen carefully to understand their concerns on these two 
important topics in order to review and refine our approach and deliver maximum benefits to our 
stakeholders.  

We know that an increasing number of households in our region are experiencing affordability 
pressures, pushing a higher proportion of households into water poverty (customers who spend more 
than 5% of their income, after housing costs, on water). In last year’s report, I wrote about our 
Affordability Strategy, launched in May 2022, and I have been moved and encouraged by the 
meaningful support that we have provided to our customers and communities throughout the year. 
You can read about our progress in Liv’s report. 

We know that we need to do more to address the long-term drivers that perpetuate poverty in our 
society. That’s why we launched our ten-year Societal Strategy in November 2022, aimed at helping to 
change the life chances of 100,000 people in our region. This sector-first initiative will realise a number 
of important benefits for all stakeholders – and particularly our customers. 

Our Societal Strategy was developed with an emphasis on shaping and improving the lives of people 
in our communities, by focusing on the underlying causes of water poverty. Our ambitious ten-year 
vision will help tackle poverty throughout our region, working with hundreds of schools to offer 300 
annual work experience placements for children, 10,000 hours of free skills and employability training 
in communities, and ‘pop-up’ academies that will reach thousands of individuals – all supported by a 
network of local partnerships.  

River health also remains a critical priority for our stakeholders. In last year’s report, I wrote about the 
way in which we responded to the heightened focus on this important issue. Both the Board and 
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Executive Committee remain committed to making a positive impact on the environment and the 
communities we serve, and recognise that, as a sector, there is more we need to do to help the 
region’s rivers be the healthiest they can be. In March 2022, we announced our commitment to ‘Get 
River Positive’; establishing five river pledges and we continue to oversee progress against each of 
these pledges at every Board meeting. This year we have delivered significant improvements in river 
quality – reducing our Reasons for Not Achieving Good Status (‘RNAGS’) from 24% to 16% and 
average storm overflow activations to 18 in 2022, ahead of the regulator’s 2025 target of 20 
activations. 

We published our first Get River Positive Annual Report in March 2023 which outlines the good 
progress we have made since the launch of our five river pledges.  

The last year has also seen increased scrutiny of the environmental performance of the sector as a 
whole, and resultant focus on Executive Director remuneration. We are committed to making a positive 
impact on the environment and the communities we serve, and recognise that, as a sector leader, we 
need to take a proactive role in protecting and enhancing our environment. Whilst we have 
consistently focused on connecting remuneration to environmental outcomes, we recognise the 
strength of external opinion on the performance of the sector and made further changes to our Annual 
Bonus Scheme during the year to strengthen the focus on environmental performance – increasing 
the weighting of environmental measures within our annual bonus plan to 20%. For 2023/24 we are 
going even further and increasing the weighting to 30%. Three-quarters of our potential Executive pay 
is variable in nature, based on stretching targets that are reviewed annually by the Remuneration 
Committee, ensuring that our Executives are only rewarded for strong performance. You can read 
more in the Directors’ Remuneration Report. 

 

Looking after our people 

When meeting our people throughout the year, it is clear that they take the responsibility that comes 
with providing our essential service seriously. Their passion and commitment is evident, especially 
when responding to extreme weather events to limit the impacts on our customers and adapting to 
unforeseeable incidents. I would like to convey my thanks to our people for the passion and dedication 
they apply to all they do; their commitment is inspiring. 

The vast majority of our colleagues, their friends and families, are also our customers and live in the 
communities we serve. As such, some of the challenges experienced by our customers (such as the 
effect of increased cost of living from food, fuel and energy bill rises) are also felt by our people. We 
continue to do everything we can to help support them – and our range of employee benefits has been 
enhanced during the year – including launching two new benefits to help with childcare costs and 
advice and support for those taking care of an older dependant. We also offer meaningful 
contributions to employee healthcare, through financial support for elective treatments, access to a 
24/7 GP service and our Employee Assistance Programme. We continue to take pride in being a real 
Living Wage Employer, as well as welcoming 263 graduates and apprentices during the year. I 
attended our annual leadership event at Tittesworth Reservoir in September 2022, where the range of 
benefits available to all employees was discussed with our leaders and team managers to ensure  
these are being used to the greatest extent possible by our people. 

 

Running a business that goes hand-in-hand with nature 

In addition to the significant progress made on our Get River Positive river pledges, we have also 
made excellent progress on our Great Big Nature Boost programme during the year. In May 2023, we 
announced that we are extending and accelerating our commitment to improve biodiversity from 5,000 
hectares by 2027 to 10,000 hectares by 2025, at which point our work will account for 2% of the 
nation’s 2042 Nature Recovery Network target.  
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We were proud to be the Official Nature and Carbon Neutral 
partner of the Birmingham 2022 Commonwealth Games 
held over the summer – through offering drinking water to 
spectators, supplying critical infrastructure to the Games, 
providing 40 water bars, saving almost 500,000 plastic 
bottles from going to landfill, and continuing to plant our 
2,022 acre legacy forest. Our people made a meaningful 
contribution to the Games and I was humbled to observe 
their significant contribution during my own shifts at a water 
bar. Our contribution to the Games is a wonderful example 
of our community-focused approach to sustainability. 

We were also delighted to be placed 58th by Corporate 
Knights as one of the world’s most sustainable companies 
and in August 2022 we received ‘Advancing’ tier status from 
the Carbon Trust. We recognise that we are only partway 
on our journey. We continue to develop new ways of 
delivering our essential services and identify innovations 
that support the delivery of our sustainability ambitions. 

 

 

A STABLE AND DIVERSE BOARD 

Maintaining a strong, diverse and value adding team, with 
a varied range of professional backgrounds, skills and 
perspectives, is always an area of focus for me. 
Succession planning is vital to ensure the Board has the 
necessary plans in place for orderly succession to both the 
Board and senior management positions, and can oversee 
the development of a diverse pipeline for succession. The 
Severn Trent Plc Nominations Committee and Board have 
applied particular focus to this important area over the last 
18 months and the recent internal Executive Committee 
appointments announced in February 2023 demonstrate 
the breadth and depth of the Executive talent pipeline that 
has been developed within the Severn Trent Water Group, 
including the development of senior leaders with potential 
to be future Executive Committee members. 

The diversity of our workforce is so important and I am 
proud of our progress on increasing gender and ethnic 
diversity on the Board and at senior leadership levels. 
Above all, we aim to have an inclusive culture – where 
everyone can be themselves at work, feel valued and 
contribute their best to make us more successful in all that 
we do. 

 

Resilient performance and sharing the rewards 

Against the background of a changing environment, it is more important than ever for us to maintain 
our sector-leading performance and continue delivering strong service to our customers. In December 
2022, Ofwat named Severn Trent in the leading category for both financial resilience and performance 
and expenditure for the second year running. We have been awarded EPA 4* for three consecutive 
years by the EA and are highly confident of achieving it for the fourth consecutive year for 2022. This 
would be a unique accolade in the sector and something we are incredibly proud of. 

Our aim is to deliver exceptional and consistent services to our customers at all times as well as being 
sector-leading in measures. I am pleased that we have delivered robust operational and resilient 
financial performance, and this year has been no exception, with around 80% of ODI measures green, 
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including leakage, pollutions and water quality complaints, resulting in a net reward1 of £53 million and 
PBIT for the year of £482.7 million. Liv and James provide further detail within their respective reviews.  

 

Focus on the long term 

We continue to deliver a strong operational performance for our customers and the Board is focused 
on the long-term challenges facing the sector, ensuring robust risk management, prioritisation and 
decision making around the investment needed to make a positive sustainable impact. 

The Board spent a significant amount of time considering key long-term programmes that are 
inextricably linked to the environment during the year, such as our Drainage and Wastewater 
Management Plan, Water Resources Management Plan, the Water Industry National Environment 
Programme, and our PR24 submission – including our Long-Term Delivery Strategy. The Board has 
placed particular emphasis on ensuring that we have resilient long-term plans in place that consider 
the impacts of population growth, drought, our environmental obligations and climate change 
uncertainty so we can continue to deliver our essential services for customers now and in the long 
term whilst also transitioning to a net zero world. 

A key area of focus for the period ahead is positioning the business for success during the next 
regulatory period. Our draft business plans are well advanced, following widespread customer 
engagement, rigorous independent challenge and rich discussion in the boardroom. Our PR24 plan 
will be submitted to Ofwat in October 2023. We are positioned well to implement our plans over AMP8 
and beyond, safe in the knowledge that our teams have the talent, skills and, above all, commitment to 
enable us to deliver for our customers.  

Against a backdrop of rising expectations on companies both within and outside the water sector, we 
are working even harder to drive further performance improvements through the rest of this AMP and 
into the next and, in doing so, create long-term value for the mutual benefits of our customers and 
communities, shareholders, the environment and our people. 

 

 

Christine Hodgson 

Chair 

 

1 Our FY23 ODI outturn and percentage meeting or ahead of  regulatory target (or within penalty deadband for 

compliance measures) include in year (including C-MeX and D-MeX) reward earnings of  £35.8 million and £17.5 

million, for work and milestones already delivered in relation to end of  AMP ODIs (excluding PCC). ODI values 

for Customer Measure of  Experience (‘C-MeX’) and Developer Measures of  Experience (‘D -MeX’) are calculated 

based on published industry data. A def initive value will be published by Ofwat later in the year. Value of  £53 .3 

million is quoted pre-tax and in 2017/18 prices unless otherwise stated. 
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CHIEF EXECUTIVE’S REVIEW 

WE ARE DRIVING OUR PERFORMANCE FORWARD AND LEADING WITH SUSTAINABILITY IN 
ALL THAT WE DO 

I’m pleased to present my Chief Executive’s Review for 2022/23, sharing my personal 
highlights for the year and providing you with an update on our performance over the last 
twelve months. 

Whether it’s the growing impact of climate change, unparalleled energy costs, or broader 
macroeconomic uncertainty, this year has been a true test of our resilience as a company. I’m 
incredibly proud of our proven ability to continue delivering on our promises for our customers and the 
environment, alongside a robust financial performance, in the face of such a challenging year. 

Our resilience and performance provide a strong foundation from which we can do even more for the 
communities we serve and the environment on which we depend. I’m pleased to report strong 
progress against our commitments in these areas, as well as setting out a new Societal Strategy, 
which I wholeheartedly believe has the ability to change the life chances of some of the most 
vulnerable people in our region. 

Our Purpose of ‘taking care of one of life’s essentials’ forms the foundation of our relationships with 
our stakeholders and is critical to our long-term success. Our people connect with our Purpose, and 
our outstanding engagement scores demonstrate the strength and depth of this connection. As 
outlined in Christine’s report, a key focus for the Board this year has been reviewing our Strategy and 
considering the long-term value generation for our stakeholders – including our customers and 
communities, the environment, our workforce and our investors – each of whom want consistency in 
delivery of our Strategy, with a focus on the long term. 

Our Strategy is to be performance driven, sustainability led. Consistently executing this Strategy will 
deliver outstanding performance in a way that has a positive, sustainable impact. 

 
Delivering for customers in a changing climate 

Our teams work around the clock delivering a brilliant service for our customers to keep clean water 
flowing into homes and businesses, and take away and recycle waste water. Quite rightly, our 
customers expect this service to continue 24/7, and I’m proud of the work we’ve achieved to minimise 
the impact of climate change experienced by our customers this year. 

We’ve hit or exceeded our targets on c.80% of  our performance commitments, earning an  
outperformance reward of £53 million, despite the weather challenges faced this year which have 
impacted a number of measures. As we look ahead to AMP8, when our comparative position will be 
even more important, our whole business is focused on pushing our performance even further. 

Keeping clean water flowing  

We have invested a significant amount of time and resource into strengthening the resilience of our 
water networks over the past few years. We’ve brought more assets online to strengthen our network, 
improved flexibility to enable us to get water to the right places at the right time, and created an in-
house Network Response Team – 135 people and 42 tankers dedicated to getting our customers back 
on supply as quickly as possible. All of which really paid off this year. 

The summer of 2022 was one of the hottest and driest since records began. At its peak, we were 
producing an extra 450 million litres of clean water a day. The resilience of our network, combined with 
the incredible support from our customers in response to our extensive demand management 
campaigns, meant we were able to keep the water flowing, navigating the summer conditions with no 
enforced Temporary Usage Bans (‘TUBs’, also known as hosepipe bans). 

In common with many other companies, we’re also feeling the effects of climate change in winter. In 
December 2022, our region experienced a sharp cold snap followed by a rapid thaw. These 
temperature swings can have a severe impact on our pipes, causing a higher number of bursts. The 
last time we experienced such an event was the Beast from the East in 2018 and I’m really pleased 
that the work we’ve done since then meant that the interruption to our customers’ supply was reduced 
by 93%. 
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Never has it been clearer that water is a precious resource and one that we all need to take care of, 
and I’m delighted with the sustained progress on our leakage journey, hitting our target for the 
eleventh year out of the last twelve, despite the significantly higher number of bursts we’ve faced 
following a challenging winter. We’re fixing over 3,000 leaks a month and we’ve reduced the time it 
takes for us to reach a leak by 30% since 2020.  

We’ve also accelerated our meter roll-out, installing over 100,000 meters this year alone, taking our 
metering coverage on household customers to 61%. Alongside reducing bills for many of our 
customers, this also gives us much greater visibility and insight into our network. This is especially the 
case for smart meters, which we’re rolling out in Coventry and Warwickshire and through which we 
have already been able to collect valuable data on consumption and other trends. Given the success 
of our smart meter campaign, I was particularly pleased to receive approval from Ofwat to accelerate 
the roll-out of an additional 250,000 meters ahead of AMP8.  

Our leakage rate is better than the average for Europe, but we know that we can, and must, go further. 
We have committed to reducing leakage by 50% by 2045 (from a three-year rolling average baseline 
set in 2019/20) and the work we’re doing now places us firmly on track to achieve that goal. 

 

Focused on waste to create a better environment 

We have once again met 100% of our environmental measures and are highly confident that we will 
achieve the highest possible 4* rating in our annual Environmental Performance Assessment (‘EPA’) 
for 2022 by the EA, making it four consecutive years – something no other company has ever 
achieved. 

We are proud of our total pollutions performance, which has seen a year-on-year improvement of 
5.4%, resulting in our best ever year on serious pollutions. While we’re proud of  our continued 
improvements in this space, we recognise that any pollution is unacceptable and we are striving to 
halve our total pollutions by 2025. As part of this ambition, we are focused on reducing asset failure 
through a rigorous maintenance programme and improved event response times, supported by the 
ongoing installation of 40,000 sewer sensors and the establishment of our new in-house Waste 
Network Response Team, inspired by learnings in our water business. 

One cause of pollutions is blockages in our network, and we’ve been successful in driving these down 
by 20% compared with the end of AMP6 through a relentless focus on data, sewer cleansing and 
customer education on the causes and impact of sewer misuse. While we have met a number of our 
key waste measures, we have incurred a penalty this year on external sewer flooding, where we 
missed a stretching target that reflects our historical sector-leading performance. The extreme 
fluctuations in rainfall we’ve experienced this year have been a key driver of our performance, with our 
region experiencing only 14% less rainfall than average despite the prolonged dry summer. We have 
also experienced a deterioration in some of our key performance drivers and are reviewing our 
delivery model on our waste infrastructure, including the insourcing of critical teams, such as planning 
and scheduling. We expect to continue to be a strong performer on this measure compared with the 
sector, but our customers rightly expect more of us and we are working hard to drive the required 
improvements to meet our target. 

 

There for our customers when they need us most 

We have delivered c.90% of our customer performance commitments, and I am particularly pleased to 
see a 16% reduction in customer complaints compared with last year as we continue to improve our 
service offering. We continue to take steps forward in our Customer Measure of Experience (‘C-MeX’) 
and Developer Measure of Experience (‘D-MeX’) journeys to ensure we can answer our customers’ 
queries at point of contact, and keep customers informed. 

This year we launched a new ‘Intelligent Kickouts’ process, which uses customers’ historical 
consumption data to track and identify changes in their water usage and proactively engage with 
them, before their bill is issued. We have designed 30 different communication journeys to ensure 
customers receive the right information, at the right time, in the right way. In the six months since we 
launched our new process, we have proactively engaged with almost 10,000 customers, helping them 
to manage their consumption, reducing contacts from customers and identifying an additional 14,000 
litres of private-side leakage a day, with zero complaints from customers. 
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Of course, alongside delivering the best service possible, we want to be there for our customers when 
they need us most, and right now many are struggling with overwhelming pressures associated with 
the increased cost of living. Last year, we announced a package of financial support worth £30 million 
to allow us to support 315,000 customers – the biggest support scheme any company in our sector 
has ever offered.  

We’re proud to continue to offer one of the lowest bills in the country, at an average of £1.15 per day, 
and we’ve committed to growing our bill by less than inflation for 2023/24, as we don’t want anybody 
to fear their water bill. Through our affordability schemes, we can offer any customer who needs it up 
to 90% discount off their bill, taking the water bill off  their worry list. We are financially supporting over 
237,000 customers and are on track to help 315,000 customers by 2025. While we don’t wish to see 
anybody in a situation where they need our help, we take comfort in knowing that we still have the 
capacity to support many more should they need it. 

But financial support is a short-term solution, and we want to go much further, to make a genuine 
difference in the communities we live and work in. That’s why we announced our Societal Strategy in 
November 2022 our commitment to help support 100,000 people out of poverty by 2032. This is a 
huge commitment and one we don’t take lightly, and we have robust plans in place to deliver this 
support. 

 

Get River Positive – one year on 

Although we have long been a sector leader in environmental performance, as measured by both 
Ofwat and the EA, when listening to our stakeholders it is clear that river quality remains high on their 
list of priorities. We fully recognise that there is more we can do when it comes to the health of rivers in 
our region and I’m delighted to report that, one year on from the launch of our Get River Positive river 
pledges, we’ve made a huge amount of progress. 

We’ve already significantly reduced the impact of our operations on the rivers in our region, having 
reduced our share of the RNAGS in our region by a third, now down to under 16%. We’ve committed 
to reducing that number to zero by 2030, and we still have plenty of work to do, but I am pleased to 
see such a strong start. 

The permitted operation of Combined Sewer Overflows (‘CSOs’) is an essential part of  managing our 
network, and while they contribute only a small proportion of RNAGS (around 3%), we nonetheless 
recognise the need to reduce the frequency at which they activate. I’m really pleased to see the 
average annual number of activations has reduced from 25 in 2021 to 18 in 2022. 

We’ve accelerated the rollout of Event Duration Monitors (‘EDMs’) across our c.2,400 CSOs providing 
us with 300 million data points a year through which we can better understand our network and drive 
the right interventions. This includes work to improve weir levels, investment in screens and dedicated 
teams on specific assets. In addition, our dedicated team of River Rangers has carried out thousands 
of riverside inspections to provide additional sampling and monitoring data to better inform our plans.  

Our longer-term projects are also progressing well. Through our £566 million (2017/18 prices) Green 
Recovery Programme, we are improving 50 km of river to move two stretches of river towards bathing 
quality by 2025. We have installed 76 monitors, providing data on river health. We have carried out 
climate change simulations and ground investigations ahead of us installing infrastructure solutions, 
and we are trialling ozone disinfection technology to treat our waste water to the highest possible 
standards. 

We know that the quality of the land across our catchment can make a real difference to river health, 
so I am delighted that we have exceeded our target of improving the biodiversity of 5,000 hectares of 
land four years early, having already delivered over 7,700 hectares. We know we can maintain 
momentum on this important work, so we have doubled our target, and now expect to deliver 
improvements to the biodiversity of 10,000 hectares of land over the course of AMP7. 

Each and every person in our organisation is playing their part in transforming the rivers in our region, 
and we’re passionate about the work we’re doing. Our Get River Positive river pledges are now built 
into our Annual Bonus Scheme, meaning everybody in the Company is incentivised on achieving 
these vitally important targets. 
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Taking care of our people 

I truly believe that the things that make Severn Trent special are our culture and our people – they go 
above and beyond every day, pushing our performance further and doing more for our customers and 
communities wherever they can.  

The strength of our culture is reflected in our engagement scores, which are once again in the top 5% 
of global utilities, with our overall score of 8.4 out of 10 in our latest survey in November 2022 – our 
best ever. 

Diversity and Inclusion also scored highly at 8.9 out of 10, and we were delighted to be named a top 
25 employer by Stonewall this year. Notwithstanding this fantastic progress, we know this is an area 
where we can do even more, to ensure we create a workplace where everyone can bring their whole 
selves to work, fulfil their potential and perform at their best.  

Our commitment to internal development and progression was evidenced recently when we 
announced the planned retirement of James Bowling, our Chief Financial Officer of eight years. While 
really sad to be losing James, I was incredibly pleased to see that the strength of our succession 
planning and talent management processes resulted in two of my direct team taking up exciting new 
roles, plus an internal promotion to the Severn Trent Executive Committee. 

Of course, while we’re focused on ensuring that Severn Trent is a truly brilliant place to work, with 
opportunities to develop and succeed, our people also need to feel financially secure and taken care 
of, particularly in the face of the current economic climate. Our people benefit from a broad and 
thoughtful package of benefits – from help with childcare costs and advice and support on taking care 
of an older dependant, to meaningful contributions to elective treatments, and access to a 24/7 GP 
service and Employee Assistance Programme. 

Our people go above and beyond for Severn Trent, and we are absolutely committed to doing the 
same for them. 

Thanks and outlook 

I am, as ever, enormously grateful to my wonderful colleagues who work tirelessly to take care of one 
of life’s essentials, living and breathing our Values – Having Courage, Embracing Curiosity, Showing 
Care and Taking Pride in everything that they do. 

My thanks go to my exceptional management team for their continued passion, dedication and 
leadership, which is absolutely essential to our continued success. And I am grateful, too, for the 
stewardship, support and challenge from Christine and the Board. 

I would like to thank James for everything he’s done for Severn Trent and all the support he has given 
to me personally. His fantastic work ethic, wise counsel and intellect have been invaluable. James has 
been instrumental in driving the success of Severn Trent since his appointment in 2015 and he leaves 
us well positioned for the future. I am also delighted that Helen Miles will be his successor. She is a 
highly experienced and commercial CFO with a detailed understanding of the water sector and a 
proven track record of exceptional delivery. I look forward to continuing to work with her on the  
opportunities ahead in her new role. 

The past year has once again shown just how resilient we are as a business, whether operationally, 
financially, or indeed culturally. Through the most challenging times, this stable platform has provided 
the foundation from which we can identify opportunities to step forward and contribute even more to 
our society. But we know we can always do more and we will continue to listen to our wide range of 
stakeholders to understand where we can push further. 

In the year ahead, we’ll be driving forward the first stage of our ten-year Societal Strategy, making 
further sizeable steps towards our goal of causing no harm to rivers by 2030 and delivering key 
milestones towards our net zero by 2030 commitments. We’ll be doing all of this while forming our plan 
for the five years to 2030, ensuring that it enables us to continue to deliver the right outcomes for all of 
our stakeholders for many years to come. 

 
Liv Garfield 
Chief Executive
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OUR PERFORMANCE AND KEY PERFORMANCE INDICATORS 

 

Outcome Delivery Incentives (‘ODIs’) provide financial payments to 
water companies from customers for performing beyond their committed 
levels of service (‘outperformance payments’) or from companies to 
customers for performing below their commitments (‘underperformance 
payments’). In order to aid stakeholders’ review of this report, including 
how our ODIs and other operational Key Performance Indicators (‘KPIs’) 
link to our Strategy, key stakeholders and remuneration policies – each 
KPI has been labelled using the icons below. We hope this addition 
enhances the transparency of our reporting for stakeholders and we 
welcome feedback on this new approach. 

Consistent with previous reporting, some ODIs do not form part of the 
suite of KPIs reported in this report. Performance of all our ODIs is 
reported in our separate Severn Trent Water Annual Performance 
Report published in July, which can be found on the Severn Trent Water 
website. 

 
 
 



Severn Trent Water Limited 
Strategic report  
For the year ended 31 March 2023 

 

20 

 

DELIVERING OUTCOMES OUR CUSTOMERS CARE ABOUT 

Our services are an essential part of everyone’s lives. We take this responsibility seriously and 
strive to keep water flowing and take waste water away, whilst working with customers to 
manage demand. This commitment is reflected in the continued positive momentum in our 
performance. 

The significant investment in our network has bolstered our resilience, which is demonstrated 
by our ability to maintain service delivery for our customers, throughout the challenging 
conditions observed during the year. 

 

WATER ALWAYS THERE 

We’ve nearly halved drinking water quality complaints in six 
years  

Our significant investment over the last few years has driven 
sustained improvements in our water quality complaints 
performance. This year marks our sixth year-on-year improvement 
– a reduction of 8% on the prior year and a 48% reduction in 
complaints since 2016/17. Looking ahead, further investment is 
planned for AMP8, including installation of additional water quality 
monitors, to provide greater insight on our network and, where 
required, implementation of targeted interventions to drive further 
performance improvements for customers. 
 

Notwithstanding this excellent progress, our performance on the 
Compliance Risk Index (‘CRI’, the DWI’s measure of risk to water 
quality) has deteriorated this year. Our indicative CRI score for 
2022 was 5.65 (2021: 2.43). Our work to understand bacteria within 
our processes, using online flow cytometry, which provides live 
data on water safety, has enabled us to deliver improvements at 
our distribution service reservoirs.  

We have implemented a dedicated improvement plan, CRISP 
(‘Compliance Risk Index Sustainability Plan’), with the objective of 
eradicating high-impacting events in our water network and 
addressing bacteriological risk at water treatment works. We are 
confident that we have the right plans in place to improve 
performance and have already made a positive start to the financial 
year. 
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Working hard to reduce supply interruption events 

Reducing supply interruptions remains a priority given the 
direct impact on our customers. We are pleased that our 
significant investment over the past few years has helped us 
deliver our best in-AMP performance at 9 minutes and 10 
seconds; however, we are disappointed to have missed our 
stretching target. 

The sector was impacted by a freeze thaw event in December 
2022. Such events have potential to cause significant 
customer impact and it was pleasing that learnings from the 
2018 freeze thaw event enabled us to improve our 
performance by 93% this year. Similarly, the significant 
investment in our water network and culture of continuous 
improvement enabled us to navigate the prolonged hot, dry 
weather conditions in 2022 with no enforced TUBs and 
improved service delivery for customers compared with 
similar events of this nature. 

The growth of our Network Response Team has been a key driver of our positive performance, with 
more teams out in the field, minimising the time our customers go without supply. Our Academy 
facilitates the continual training and upskilling of our colleagues, improving our effectiveness and 
helping us to learn from each event we resolve.  

 

On track to deliver a 15% leakage reduction 

Alongside our supply interruptions activity, we have also been 
working hard on our supply capacity. We are particularly proud of 
our leakage performance, having achieved our target for eleven out 
of the last twelve years, putting us on track to reduce leakage by 
15% by 2025 and 50% by 2045 (from a three-year rolling average 
baseline set in 2019/20). We are pleased to have delivered a c.2% 
reduction this year, and a 9% reduction since 2019/20.  

To improve leakage performance, we’re fixing over 3,000 leaks a 
month and bolstering our teams to reduce the time taken to fix 
leaks by a third. This activity has seen us employ more gangs and 
distribution service technicians. 

Our leakage activity is supported by our smart meter programme. 
Smart meters enable us to proactively identify potential leaks, 
mitigating risks to customers’ properties and crucially helping 
customers to save money on their water bills, all whilst reducing 
our overall level of leakage. We have accelerated our activity this 
year, with over 293,000 meters installed already this AMP. Our 
ongoing work with customers to reduce their demand also 
continues to yield positive results.  

 

Working in partnership with our customers to reduce demand 

Good progress has been made to achieve our goal of adding 93 Ml/d of additional water supply at 
peak capacity (as part of our Green Recovery Programme), providing increased resilience to hotter, 
drier summers and winter freeze thaw events, and driving further performance improvements for 
customers.  

We maintain a positive, continuous dialogue with our customers – directly engaging with them on 
demand management through our water efficiency programme. With the help of our customers, our 
aim is to achieve per capita consumption of 122 litres per day by 2038 and 110 litres per day by 2050 
against our current performance of 138 litres per person, per day. 

Our water efficiency programme has delivered a number of customer benefits this year, including 
water efficiency advice through over 18,800 home visits; installing 100,108 water meters and offering 
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free and subsidised watersaving devices to customers. Our teams 
engage with thousands of customers every year to make them aware 
of how they can save water and reduce their bills, educate them on the 
sewage treatment process and share the way in which we are 
reducing our carbon footprint to help protect the environment. 

Alongside this direct customer engagement, our dedicated schools 
programme helps educate children living in our region. Last year, we 
continued our programme of school visits, delivering assemblies, 
workshops and classroom sessions, and utilising our interactive 
Wonderful Water Tour vehicles. The ‘digi-bus’ and ‘experi-bus’ 
introduce children to everything water and waste water related using 
virtual reality and hands-on water activities, such as fixing leaks, water 
quality sampling and sewer misuse exercises. At the end of our 
sessions, we ask children to pledge their commitments and we 
collected over 122,000 behavioural commitments this year. 

 

Customer experience 

We have significant focus on our customers’ experience when dealing with us. Our ambition is to 
ensure that all customer queries are dealt with in a timely manner and deliver an outstanding 
experience for all.  C-MeX, Ofwat’s measure of customer experience, places the same weighting on 
the perceptions of all of our customers as on those who contact us. This year, our C-MeX score 
ranked ninth in the sector. We recognise there is more to do ensuring we can answer our customers’ 
queries at point of contact, and keeping customers informed. 

We continue to offer our customers a multichannel offering and have seen a growth year on year in 
customers visiting our website for information and paying their bills online. Our digital first strategy 
focuses on ease, efficiency and experience. This model helps make sure our teams are available for 
customers when their queries are more complex across other channels. Our 2023/24 priorities focus 
on continuing to make interactions easy for customers, increasing point of contact resolution and 
keeping customers informed when this is not possible. We continue to perform well in developer 
services, with our D-MeX score ranking third this year. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Reducing Demand 

During the 2022 hot weather period, we directly engaged with customers across a range of channels – 
including text message, email and social media channels. We focused on behavioural change 
initiatives to deliver and sustain demand reduction. The incredible support from our customers meant 
that we didn’t need to impose a TUB, otherwise known as a hosepipe ban, maintaining service 
delivery for our customers when they needed it most. 
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UPPER QUARTILE ON WASTE 

Every day, we take almost 3 billion litres of our customers’ waste 
water away, ready to be made safe to return to the natural 
environment. We have invested significantly in our waste operations 
over the last 30 years to deliver the services that our customers rightly 
expect and minimise our impact on the environment. We recognise 
that there is more we can do and we have a critical role in driving the 
improvements our customers expect. 

Our best ever year on serious pollutions performance 

We are proud of our total pollutions performance, which has seen a 
year-on-year improvement of 5.4%, along with an 8% increase in the 
proportion of pollutions self-reported this year. We are highly confident 
in achieving EPA 4* status by the EA for a fourth consecutive year.  

Reducing sewer flooding and blockages 

We recognise that not all our measures have performed to the level 
that both we and our customers expect. Sewer flooding remains a 
key focus, and despite our performance being one of the best in the 
sector, we have set ourselves some really stretching targets which 
unfortunately we have not delivered this year.  

Early investment in the AMP coupled with our active approach to 
maintenance has driven year-on-year improvements in our hydraulic 
flooding performance. However, with the extremes in weather and 
some areas of performance requiring improvement, we still have 
room to improve. We are tackling this challenge head on and have 
increased proactive investment during the year, targeting ‘at risk’ 
areas.  

We have insourced key functions such as our ‘blue light’ Network 
Response Team, giving us more resilience and flexibility in-house, 
while our work to optimise our planning and scheduling function has 
helped improve our response times, for example reducing the time 
taken to fix leaks by a third. 

We have also quadrupled the size of our Network Protection Team, 
which communicates directly with customers to educate on what can 
and cannot go into sewers, helping to prevent blockages. We are 
continuing to work in partnership with food service providers in our 
region to prevent oils, fats and greases from entering the network. We 
firmly believe that our performance led culture and desire to do the 
right thing set us up for success to tackle sewer floodings and bolster 
our sector-leading waste performance. 

 

OUR ‘BIN THE WIPE’ CAMPAIGN 

In April 2023, we announced our ‘Bin The Wipe’ initiative in support of 
a new campaign led by Water UK. 22% of people in the UK admit to 
flushing wet wipes down the toilet. This is the biggest cause of 
fatbergs that block sewage systems. By joining us on this campaign, 
our customers can help us protect the environment and prevent 
homes and businesses being flooded. This work complements our 
Get River Positive river pledge to support legislation to ban wet wipes 
that contain plastic and lobby for a ban on all wet wipes that are not 
‘Fine to Flush’. You can read more on our website. 
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RUNNING A BUSINESS THAT GOES HAND-IN-HAND WITH NATURE 

 

Our natural environment catches, holds, carries, and helps purify our water. And the climate 
drives many of our critical functions; from the filling of our reservoirs to the ways in which our 
customers use water.  

Our environment cannot be taken for granted and, as such, our Strategy to be ‘performance driven, 
sustainability led’ pushes us to deliver strong performance in balance with the long-term needs of our 
environment – not only because it’s the right thing to do, but because we see it as a fundamental 
opportunity to innovate, grow and create long-term value for our stakeholders. 

This section of our report sets out how our positive actions will ensure a sustainable water cycle, 
enhance the environment, mitigate climate change and ensure we are resilient to its impact – in line 
with our strategic pillar to run a business that goes hand-in-hand with nature. 

Our Net Zero Transition Plan and Task Force on Climate-related Financial Disclosures (‘TCFD’) are 
clearly labelled to aid readers of this report. 

 

We are delighted that our biodiversity approach has been recognised externally, including at the 
Responsible Business Awards, where we were the winners of the Biodiversity Champion Award. We 
also won a partnership award at the Chartered Institute of Ecology and Environmental Management 
Awards. 

 
Great Big Nature Boost 

In 2020, we announced our Great Big Nature Boost, one of the 
biggest nature projects in the UK, to boost nature across 5,000 
hectares of land in our region by 2027 and to plant 1.3 million 
trees. 

We are proud to have exceeded our biodiversity target four years 
early, and in May 2023, we announced that we will be extending 
and accelerating our commitment to improve biodiversity by 
doubling our target to 10,000 hectares by 2025. This now means 
our work will account for 2% of the nation’s 2042 Nature Recovery 
Network target. 

Working with the Woodland Trust, we have planted almost 230,000 
trees this year, taking us over halfway towards our 1.3 million 
target by 2030. This is a wonderful example of the associated 
benefits of our biodiversity ambitions, as these trees will also 
provide natural protection against the worst effects of climate 
change, as well as enriching the natural environment of the 
communities we serve. 
 

WORLD’S FIRST NET ZERO WASTE WATER TREATMENT HUB 

As part of our investment to develop the world’s first net zero waste 
water treatment hub, working together with international partners, 
we were pleased to be awarded £10 million from the Ofwat 
Innovation Fund to deploy innovative new technologies developed 
in collaboration with our global partners. This innovative and 
collaborative project will integrate new technologies and innovations 
to trial at scale, providing a carbon neutral blueprint for all 
companies within the sector. Being a net zero sector leader means 
we will be able to share our learnings globally to benefit our sector 
and our planet. 
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A YEAR ON FROM THE COMMONWEALTH GAMES 

 

We were proud to be the 
Official Nature and 
Carbon Neutral partner 
of the Birmingham 2022  
Commonwealth Games 
held in July and August 
2022 – by providing 
critical infrastructure to 
the Games, with 40 
water bar stations, 
saving almost 500,000 
plastic bottles, and 
continuing to plant our 
2,022 acre legacy forest. 
This activity supported 
the Games’ ambition to 
be the most sustainable 
ever. 

 

Alongside these 
activities, our people, 
customers and 
communities worked 
together to create 72 
Tiny Forests, one for 
each Commonwealth 
nation, in urban areas 
across our region, 
delivering a lasting 
legacy for the 
Commonwealth Games 
and creating inspiring 
outdoor classrooms for 
children to learn first 
hand about nature and 
the environment for 
many years to come. 
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GET RIVER POSITIVE 

River quality remains a critical priority for our stakeholders. Our region’s river health is not just 
essential to the communities we serve, but also to the success of our business. We are 
committed to making a positive impact on the environment and recognise that, as a sector, 
there is more we need to do to help our region’s rivers be the healthiest they can be.  

In March 2022, we announced our commitment to ‘Get River Positive’; establishing five river pledges. 
We provide an update on each of these pledges on the next page. 

Through our significant investment, this year has seen us deliver significant improvements in river 
quality, reducing our share of RNAGS (Reasons for Not Achieving Good Status) in our region to 16%. 
We have reduced the number of RNAGS that Severn Trent is responsible for from 960 to 870 this year 
and we are committed to driving this down to zero by 2030. We want our stakeholders to hold us to 
account on issues of importance to them and we published our first Get River Positive Annual Report 
this year, which outlines the progress we have made since the launch of our river pledges – ensuring 
that all of our stakeholders have access to the facts so they can form a balanced opinion. 
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CARING FOR PEOPLE IN OUR REGION 

Showing care is one of our Values and we want that to shine through whenever we meet people in 
our region. We know that our sector-leading performance is made possible thanks to our dedicated 
people. The vast majority of our people, and their friends and families, are also our customers, who 
live in the communities we serve. This section of our report sets out how we are taking positive 
action to deliver our strategic pillar to care for people in our region. 

 
Helping our own people to thrive 

Our people are fundamental to taking care of one of life’s essentials and we believe our culture is what 
makes us special. Our teams are passionate about the positive role they can play in helping customers and 
communities thrive and they want an environment where everyone can feel comfortable to bring their whole 
self to work.  

Keeping our people safe and well 

We believe passionately that no one should be hurt or made unwell by what 
we do, and our people have done a great job of keeping themselves, and 
those around them safe, with a total of 16 Lost Time Incidents (‘LTIs’) this 
year (2021/22: 19), our best ever performance. Though 16 of our colleagues 
getting hurt while working is still too many, since we refreshed our strategy 
in 2018/19, we have seen consecutive year-on-year improvements, giving 
us confidence that our strategy will continue to drive improvements in our 
future performance. 

Employee support 

We continue to raise awareness of the different types of support available to 
employees. Over the last few years, we have trained over 2,570 of our 
employees in some form of Mental Health First Aid, and 36% of our current workforce have received mental 
health training. We now have over 390 active Mental Health First Aiders and Champions, who wear a 
yellow lanyard to be easily identifiable and available to provide in-the-moment support. Our series of mental 
health podcasts have also kept discussions going and encouraged us all to keep talking.  

We recognise that in-house support may not be the right answer for everyone, and as such we continue to 
promote the support available via our Employee Assistance Programme (‘EAP’). This is a service provided 
by Vita Health, available 24 hours a day for emotional, legal or career support. It is also available to 
spouses or partners, and any dependants between the ages of 16 and 25. 

We are mindful of the effect that the increasing cost of living is having on our employees, and we continue 
to do everything we can to help support our people. At our annual leadership event held at Tittesworth 
Reservoir in September, we reminded all of our leaders and team managers of the extensive range of free 
benefits that are available to all employees. We were delighted to offer two new all-employee benefits 
during 2022. The first, launched in October, was our partnership with Seniorcare by Lottie, which provides 
free support in sourcing care for elderly or disabled family members. 

The second, launched in November, provides employees with a discount on nursery fees with Busy Bees 
nurseries, the UK’s largest nursery company, where employees can receive a 10% discount on fees, 
equating to a saving of more than £1,000 a year based on a child in full-time nursery care. 

 

HAWKSLEY PARK – NEW EXPERIENTIAL TRAINING ASSETS 

In March 2023, the Academy introduced two new experiential training assets:  

Hawksley House and the River Bown. These are a ‘training house’ and ‘training river’ which represent the 
assets, customers and environment we interact with and influence every day. Hawksley House enables us 
to train our people in a ‘real-life’ environment. We want learners to increase their curiosity on detecting 
leaks, show courage and care when interacting with customers and take pride in knowing every potential 
aspect of leakage has been investigated and resolved for our customers. 

Training on the River Bown involves a range of scenarios across water treatment, waste water recycling 
and water networks. The scenarios are based on a range of real-life experiences with the intention of 
making sure learners understand the impact of their actions, the importance of following procedures and 
undertaking problem solving, all while under the pressure of an event. The River Bown facility also deepens 
employees’ personal connections with the rivers we protect. 
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Listening to our people 

Providing opportunities for our employees to stay connected to the direction of 
the Company and be involved in business decisions is a key part of our 
culture, and we are always looking for new and different ways for the Board to 
engage with employees from across the business. You can read about how we 
have engaged with our employees throughout the year in our dedicated 
stakeholder engagement section entitled ‘Engagement in Action – Our 
colleagues’. 

 

Developing our people 

Our Academy opened in February 2021, supporting our ambition to be a 
socially purposeful company in all that we do, giving back to the communities 
we live and work in, and providing opportunities for people to  learn, develop 
and retrain with us in our industry. During the past year, over 22,700 learners have passed through its 
doors and we have hosted 765 learning events generating over 56,000 learning hours at our Academy. We 
have delivered over 71,000 hours against our 100,000 free employability training hours target by face-to 
face and virtual delivery and self serve online platforms. We have supported 17,900 people in our 
community and delivered 583 events. 

We recognise that everyone learns in different ways and that is why the Academy goes beyond classroom 
learning, using a combination of the latest technology, including virtual reality, simulation and online 
learning. 

As part of our Academy offering, we also facilitate mentoring and coaching, helping employees develop or 
giving them the chance to help develop others. We remain one of only three water companies who are fully 
accredited as an employer apprenticeship provider, meaning we can deliver our own in-house 
apprenticeship pathways for waste and water treatment and water networks. 

 

Future Leaders Programme 

Our six-month Future Leaders Programme is designed to help those who do not have line management 
experience develop their skills in a practical way so they can move into their first manager role within twelve 
months of completing the programme. Since its launch in July 2021, 112 colleagues have completed the 
programme, 80 of those having done so this year, with 38% having already been promoted to a line  
management position. 

 

New Manager Induction Pathway 

Throughout the year, our wonderful team at the Academy developed a digital pathway for new managers, 
helping to guide them through their first 100 days. It breaks down all they need to know into five headings: 
team; health safety and wellbeing; systems; performance; and process. The pathways link together learning 
content from across the business so that new managers have a single point of reference. The pathway is 
automatically assigned to new managers when they start and is available to all managers regardless of 
their tenure with the Company. 

 

Senior Management Development 

Having assessed the collective strengths and development areas of our Senior Management Team (‘SMT’), 
we have been hosting a series of masterclasses as part of our SMT Development Pathway. These sessions 
focus on a range of areas including: regulation; sustainability; financial management; coaching; and 
personal growth and development. The masterclass approach, run by SMT members for their peers, has 
received positive feedback. 
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Wonderfully You – providing a diverse and inclusive place to work 

At Severn Trent, we celebrate diversity and inclusion, and embrace individuals’ contributions, no matter 
what their age, gender, race, ethnicity, disability, sexual orientation, social background, religion or belief. 
Having a culture that enables individuals to truly be themselves is a vital part of our future success. 

Our Diversity and Inclusion (‘D&I’) strategy is included within our Sustainability Framework under the 
‘Helping people to thrive’ pillar. In September 2021, we launched ‘Wonderfully You’, our D&I ambition to 
ensure we continue to reflect the communities we serve. 

Success means we can feel comfortable that we are tapping into every available talent pool in our 
community, and that we can best serve our customers because we understand their needs. Our plans to 
achieve that include widening our outreach programmes so that we attract more applications from  
underrepresented groups, breaking down some of the historical stereotypes that might prevent people from 
considering certain career paths, and making sure that we have a level playing field at the selection stage. 

Our ambition for inclusion is to develop and maintain a fair working environment where everyone can 
succeed. We measure our progress through our annual engagement survey and monitor the parity or 
disparity between different ethnicities and genders. Reverse mentoring and our Employee Advisory Groups 
have also helped to give our employees a voice across the organisation so that we can educate each other 
about our differences and have a say in our company policies and procedures. 

Over the last year, we have continued to champion the voices of colleagues from diverse backgrounds, in 
part through our four Employee Advisory Groups for LGBTQ+, Ethnicity, Disability, and Women in STEM 
and Operations.  

As at 31 March 2023, our Executive Team comprised three female and six male members (33% and 67% 
respectively). 17 members (38%) of our senior leaders, including our executive team) were female and 28 
were male, including our executive team (62%). Female representation in the Company was 29.5% (2,135 
women), with male representation at 70.5% (5,105 men). Five members of our Board were female (56%) 
and four were male (44%). The table below sets out a gender breakdown of Directors, senior managers (as 
defined in the 2018 UK Corporate Governance Code and Companies Act 2006) and employees of the 
Company as at 31 March 2023. 

Our November 2022 employee engagement survey results (8.4) showed that we are still well ahead of 
benchmark on both engagement (+1.0 on global benchmark – putting us in the top 5% of energy and 
utilities companies) and our equality score (9.0) (+1.0 on global benchmark – putting us in the top 10% of 
energy and utilities companies). Females now score higher than males, at 8.5 compared to 8.4, but we 
have work to do on minority ethnic inclusion parity where there is still a gap. 

Gender Representation as at 31 March 2023 

 Directors Senior Leaders 
(including Executive 
Team) 

Graduates and 
Apprentices 

All Employees 

Male 4 (44%) 28 (62%) 199 (80%) 5,105 (70.5%) 

Female 5 (56%) 17 (38%) 49 (20%) 2,135 (29.5%) 

 

 
Senior Leaders Graduates / Apprentices All Employees 

White 42 93.33% 174 70.16% 5977 82.56% 

Ethnic Minority 1 2.22% 54 21.77% 818 11.30% 

Asian / Asian British 1 2.22% 34 13.71% 516 7.13% 

Black / African / Caribbean / Black British     10 4.03% 146 2.02% 

Mixed / Multiple ethnic groups     10 4.03% 127 1.75% 

Other ethnic group     0 0.00% 29 0.40% 

Not Stated 2 4.44% 20 8.06% 445 6.15% 
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Attracting and retaining diverse talent 

An inclusive environment is the foundation of a truly diverse organisation, with all of the rewards that 
brings. Our successful in-house recruitment model has proven beneficial, enabling us to continue to 
attract and retain quality talent. Our team of in-house recruiters is able to work directly with 
candidates, demonstrating our Purpose and culture first hand and attracting individuals who embody 
our Values. It has also ensured that our D&I ambitions remain a priority. 

Long term, one of our greatest opportunities to improve diversity is through our New Talent 
Programmes. While not all of our graduates and apprentices come straight from school, our work in 
schools and colleges is helping to improve the diversity of our intakes. 24.5% of our apprenticeship 
intake for 2022 were individuals from an ethnic minority background, almost double that of our last 
intake. 

Applications opened in 2023 for our biggest ever intake of 210 apprentices, with roles available right 
across our region, ranging from level two (equivalent to GCSEs) to level seven (equivalent to a 
degree) apprenticeships available in Operations, Commercial, HR, Customer Service, Business 
Administration and Engineering. Once our apprentices have successfully passed the programme, 
they’re guaranteed a permanent role with us.  

Jade Pearson, our New Talent Lead, said: “We’re really proud of  the continual growth of our 
apprenticeship programme, creating opportunities for people in our communities to gain the skills and 
knowledge that will lead them into a meaningful career and helping us deliver the best service and 
outcome for our customers and the environment”. Since 2014, over 590 apprentices have joined us at 
Severn Trent and 82% of these individuals are still with us. 

Our #10000BlackInterns programme was a huge success last year, with 61 placements and 44% of 
those gaining employment following their placement with us. In 2021, we announced that we had 
embraced the Government Kickstart Scheme with our ambitious plans to support 500 unemployed 16-
to-24 year-olds into employment with paid work experience and skills development. We are delighted 
that over 340 individuals chose to join us, 106 of which went on to gain full time employment with us. 
Of those 106 individuals, 69% are still with us at Severn Trent. 

Fairly rewarding our people 

We have been working hard to create a consistent framework which includes transparent pay ranges 
to support us in measuring our fair pay processes.  

In November 2022, we published our Gender and Ethnicity Pay Gap Report, highlighting a slight 
increase in the median gender pay gap between women and men, the first increase since we began 
publishing our report. The report shows a median pay gap of 9.4%, up from 9.1% in 2021/22, as it 
continues to be positively impacted by a high proportion of women within our management and senior 
management roles.  

At the same time, there has been a decrease in the mean gender pay gap from 3.8% to 2.9%, mainly 
due to small changes within our executive population. Severn Trent is proud to have such strong 
female representation throughout our Senior Management Team. We believe we have created an 
environment where women can thrive, develop their careers and act as role models to others looking 
to join the industry. 

Our total number of employees grew by 3.6%, with the number of women growing by 3.7%, and men 
by 3.5%. As the fastest growing quartiles were upper quartile for women, and the upper middle 
quartile for men; this also contributed to the lower mean gender pay gap this year. 

After five years of publishing our gender pay gap data, we are delighted to have published our very 
first combined Gender and Ethnicity Pay Gap Report in November 2022. Our ethnicity pay gap 
information sets out that our median gap is 4.1% and our mean gap is 5.7%. Around 94% of our 
employees have shared their ethnicity information and we continue to actively encourage all 
employees to share their data. 

The full Gender and Ethnicity Pay Gap Report can be found on the Severn Trent Plc website and 
further information regarding employee pay can be found in our Directors’ Remuneration Report. 
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Remuneration: The Company Remuneration section, in the Directors’ Remuneration Report, sets out 
the steps we take to make sure that our pay and reward framework, below Executive and senior 
management, is transparent in a way that is meaningful and useful for stakeholders. 

 

WELCOME TO OUR 2022 EMPLOYABILITY INTERNS! 

We are thrilled to have welcomed five new interns in September from Hereward College and Derwen 
College, to gain work experience and help develop their employability skills, whilst they complete their 
studies at college. These important partnerships enable us to support students with Special  
educational Needs and Disabilities, and make a huge difference to students’ futures. Around 16% of 
the working age population have a disability and the proportion of adults with a learning disability in 
paid employment has decreased over time, from 6.0% in 2014/15 to a low of 5.1% in 2020/21. 

 

CIPD AWARDS 

We are proud to have been recognised for our work by winning last year’s CIPD People Management 
Awards for ‘Best Employee Experience’, which included entrants from a range of high-profile 
organisations in the UK. We are also pleased to benchmark highly in the Tortoise Responsibility100 
Index across of range of employee-focused measures, ranking first in the ‘Good Business’ measures. 

 

A FORCE FOR GOOD FOR CUSTOMERS 

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

Our average combined bill for the year – around £1 a day – 
remains one of the lowest in the country, and we will continue to 
offer one of the lowest bills in AMP7. Even though our bills are low, 
some customers have difficulty paying and we make it clear to our 
customers that we don’t want anyone to struggle to pay. 

In May 2022, we announced a new £30 million affordability 
package allowing us to help a further 100,000 people to reduce 
their water bill by up to 90% through our social tariff. In August 
2022 we simplified the qualifying criteria and raised the household 
income threshold from £16,480 to £18,278. By 2025, our financial 
support schemes will be supporting about 315,000 or 6% of our 
customers, in line with the number of customers assessed as living 
in water poverty in our region. We are on track to support an 
additional 315,000 customers with 237,069 customers benefiting 
from support on their bills already.  

Engaging hard-to-reach, vulnerable customers 

We continue to use innovation to support our customers who are 
struggling. We have been working with the Consumer Council for 
Water and three other companies on the Ofwat Innovation Fund 
project ‘Supporting customers in vulnerable circumstances’. The 
pilot used behavioural science to improve engagement and, in 
December 2022, we launched the ‘Engaging hard-to-reach, 
vulnerable customers’ playbook to the sector, setting out our 
learnings. This is aimed at those who might not have the language 
or capabilities to contact us in a time of crisis when they need 
support. 

We are improving accessibility We are focused on being there for 
our customers – 24 hours a day, seven days a week – through 
whatever channel they choose. Throughout the year, we have 
continued to improve our online platform to ensure our digital offer 
continues to meet our customers’ changing needs and provide the 
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best experience possible for them. Earlier in the year, we introduced the capability to allow our 
customers to switch to a meter via our website and, since October 2022, over 10,000 customers have 
used this service. We have continued our focus on improving the content and the design of our 
website to make the customer journey smoother.  

Care Leavers Scheme 

Our new Care Leavers Scheme helps young adults leaving the care system by putting them directly 
onto our social tariff for the first twelve months. We currently offer the Scheme in eight Local 
Authorities, and are actively working to extend it to all Local Authorities in our region. Our ambition is 
to broaden the support we offer to this group beyond financial support, including offering employability 
training.  

 

SUPPORTING VULNERABLE CUSTOMERS 

We now have more than 7.7% of our customers signed up to our Priority Services Register (‘PSR’), an 
increase of 35% on the prior year. Our PSR ensures those who need additional support are prioritised 
during an incident so we can provide them with bespoke communication and a personalised service. 
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CREATING OPPORTUNITIES IN OUR COMMUNITIES 

 

Improving employability 

We care deeply about our communities and as a large employer we have a key role to play in skills 
regeneration in our region. We are now just over a year into our two-year commitment of offering 
100,000 hours of free employability support in our communities. 

Providing a variety of entry routes into our organisation is an important part of our employability 
strategy. For example, our New Talent Programmes provide an opportunity and structure for 
individuals at the start of their career or who wish to change career to gain skills for life that will lead 
them into a highly skilled, well-paid career. This year we have created our largest and most diverse 
range of programmes, including 210 apprenticeships and 53 graduate roles. This is reflected in the 
range of individuals that apply for our programmes, including our highest number of under 18s, a 
broader range of mature apprentices, and internal colleagues who wish to pursue a different career. 

We recognise the importance of reflecting the communities we serve and we are really encouraged to 
see that 33% of our new talent has joined us from social mobility cold spots this year. 

We know the main causes of water 
poverty are unemployment and low-
paid work, both of which can be 
prevented through meaningful work 
experience. Equipping young people 
with work experience reduces the 
likelihood of a young person 
becoming NEET (‘Not in Education, 
Employment, or training’) from 26.1% 
to 4.3%. This is why it is important for 
us, as a large socially purposeful 
employer, to continue to create and 
broaden the types of work experience 
placements we offer. We have 
revamped our employability offer from 
school age through to university. Our 
overarching ambition is that as 
students get closer to the job market, 
we transition them through from 
inspiration to attraction onto one of 
our new talent programmes, building 
a pipeline of diverse talent now and 
for the future. 

 

A YEAR OF RIVER RANGERS 

Our team of River Rangers celebrated their first anniversary in their role, dedicated to protecting rivers 
in Coventry and Warwickshire. 

The team of ten rangers covers the Severn Trent region and works closely with partners to focus on 
improving river health and boosting biodiversity along stretches of the Midlands’ rivers. 

As well as educating customers to prevent wipes and sanitary products from reaching rivers, the team 
carries out vital operational, monitoring and sampling activities that inform our understanding of the 
contributors to river quality and what’s needed to protect and improve them. In addition to our River 
Ranger Team, we launched our Get River Positive river pledges in March 2022 to provide a clear and 
actionable response to calls for a revival of rivers in England. We have committed that, by 2030, our 
operations will not be the reason for any stretch of river in our region to be classified as unhealthy. 
Severn Trent is currently responsible for 16% of reasons for rivers in our region not achieving good 
ecological status. We are working in partnership with the other parties contributing to the 84% to 
address this important issue. 
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SUPPORTING OUR SUPPLIERS TO BE THE BEST THEY CAN BE 

We believe that businesses with a strong social purpose can deliver better and more sustainable 
outcomes for all stakeholders over the long term. Valued partnerships and collaboration with our 
supply chain are an essential part of this, and we want everyone to support us in taking care of our 
customers, communities, colleagues and the environment around us. 

Fair pay and working conditions  

We are proud to be an accredited Living Wage Employer. We also contractually require suppliers to 
sign up to the real Living Wage. We are signatories of the Prompt Payment Code and are committed 
to paying suppliers on time and giving clear guidance on payment terms. We aim to pay 95% of our 
small suppliers within 30 days, in line with the Prompt Payment Code. For the payment practices 
reporting period ended 31 March 2023, the average time to pay for Severn Trent Water Limited was 
31 days. 

 

OUR COMMITMENT TO SUSTAINABLE PROCUREMENT 

In May 2023, we published our first Sustainable Procurement Statement setting out our formal 
commitment to embedding sustainability through procurement and supplier management, outlining our 
commitments, priorities, drivers and enablers, and our ambitions for the year ahead. 
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A DRIVER OF POSITIVE CHANGE 

The world we operate in and the needs of our customers and society continuously change. We seek 
to embrace the challenges and opportunities this presents, not only driving change in what we 
do, but also acting as a catalyst in our sector, our region and within the homes of the people 
we serve. This section of our report sets out how we are taking action to deliver our strategic pillar to 
be a driver of positive change, setting out our progress against our Green Recovery Programme. 
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OUR APPROACH TO CLIMATE CHANGE 

At Group Level, we are committed to the recommendations of the Task Force on Climate-related 
Financial Disclosures (‘TCFD’), providing our stakeholders with transparent information on climate-
related risks and opportunities that are relevant to our business. The below information includes a 
summary of our TCFD disclosures as outlined within our full TCFD disclosure which forms part of our 
Severn Trent Plc Annual Report and Accounts 2022/23. 

Our Severn Trent Plc Group TCFD disclosure is supported by our separate Sustainability Report (to 
be published in June), which includes wider detail on the progress we are making on our journey. Our 
Sustainability Framework is fully embedded into our overall strategy and draws together our 
Environmental, Social and Governance (‘ESG’) ambitions which are delivered as part of our business 
plan and strategy. 

When we launched our Sustainability Framework in March 2020, we committed to invest £1.2 billion in 
sustainability and report on our progress in a transparent and genuine way. The table below provides 
further detail on where the Severn Trent Group has invested and outlines our future investment plans 
to 2025. 

 

Our Ambitions Our Priorities  Investment to date  

Carbon and Climate Change Triple Carbon Pledge 
Science-Based Targets 
Climate adaptation 

£164 million  

Enhancing Nature Biodiversity 
Pollutions reductions 
River water improvements 
Catchment management 

£231 million  

Water Resources for the Future Leakage reduction 
Per capita consumption reduction 
Meter installations 
Interconnector investment 

£432 million  

Affordability and Accessibility Reducing water poverty 
Building our Academy 
Creating a Community Fund 
Increasing conservation 

£96 million  
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CLIMATE CHANGE GOVERNANCE  

Our Approach and Performance on Net Zero  

As a Group, we have committed to achieving net zero operational carbon emissions by 2030.  We also 
committed to generating or procuring 100% renewable energy and moving our fleet to 100% electric 
vehicles by 2030, where available.  This is known as our Triple Carbon Pledge. We have also set 
Science Based Targets to reduce Scope one and two emissions by 46% by 2031 in line with a 1.5c 
pathway, and for 70% of our supply chain (by emissions) to have set a Science Based Target by 
2026.   

  
OUR APPROACH TO CLIMATE CHANGE 

Mitigating and adapting to climate change remains a critical priority for us and, as such, forms a 
common theme through all of our strategic documents and plans, from our Corporate Strategy 
downwards. This ensures that every part of our organisation is focused on reducing our environmental 
impact and improving the sustainability and underlying resilience of our business. 

We are committed to the recommendations of the Task Force on Climate-related Financial Disclosures 
(‘TCFD’), providing our stakeholders with transparent information on climate-related risks and 
opportunities that are relevant to our business. Our fifth TCFD disclosure is provided on behalf of the 
Group and is presented in ST Plc ARA 2022/23.  Our TCFD disclosure is supported by our separate 
Sustainability Report (to be published in June), which includes wider detail on the progress we are 
making on our journey.  

These detail the outputs from the risks we have assessed, the potential responses to those risks, the 
investment options available, and the wider considerations that need to be taken into account when 
making decisions. These include affordability, nature and climate, and alignment to our strategic 
objectives, customer outcomes and statutory obligations. Ultimately, which investments are 
progressed is decided through the industry price review process. The water industry operates to five-
year business planning cycles, as part of a framework for economic regulation overseen by Ofwat. As 
part of these five-year periodic (or price) reviews, Ofwat reviews company investment proposals and 
sets revenue allowances sufficient to finance them. This statutory process therefore has an important 
bearing on companies’ investment plans, with many elements contingent on a successful submission 
to Ofwat. 

This includes our Net Zero Transition Plan for the Group and outlines how our strategy considers the 
best operational, technological and economic route to meeting our climate goals. We constantly 
review this as part of our net zero programme to ensure decisions reflect latest advancements and 
best practice. 

While we believe it will be possible to significantly outperform our SBT reduction target for Scope 1 
and 2 operational emissions by 2030/31, we show that it will not be a linear journey. The step change 
in effort and investment required between now and 2030 to deliver the next phase of reduction will 
require innovation at scale in the next 18 months, followed by a strong delivery programme in the 
second half of the decade. The additional challenge we will face along the way is implementing the 
required reduction interventions that not only cope with today’s demand, but the incremental demand 
on our business that comes from population growth, increased water quality standards and resilience 
of water supply. 

 

Greenhouse gas reporting method 
For Severn Trent Water we have been publicly reporting our emissions since 2002. Our GHG 
emissions are reported in tonnes of carbon dioxide equivalent (tCO2e), for the period 1 April 2022 to 
31 March 2023. We report our location based and market-based emissions separately and report on 
ten Scope 3 categories. We report using a financial control boundary and follow the practices set out 
by the Greenhouse Gas Protocol. 

 

Method for calculating process emissions 
We used the UK Water Industry Research (‘UKWIR’) standardised methodology for estimating 
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operational GHGs, Carbon Accounting Workbook (‘CAW’), to calculate our 2019/20 baseline. 
However, deeper insights led us to enhance our measurement practices, and over the last three years 
we’ve been running an industry-leading monitoring programme that shows our process emissions are 
substantially higher than the previous CAW estimations. Our method for estimating process emissions 
reflects guidance from the International Panel for Climate Change (‘IPCC’) which highlights the need 
to improve on broad emission factors by taking measurements at the facility-specific level. We are 
targeting effective monitoring at sites responsible for 42% of N2O and 40% of CH4 emissions and 
have met this target for N2O emissions. This data will give us an insight into long term seasonal and 
diurnal profiles as well as any variation caused by processes on site. This is the second year we are 
reporting our process emissions based on our own measured data, rather than a crude emission 
factor estimate. The emissions factors across our process emissions have increased as a result of our 
wider monitoring (to just below IPCC factors), which continues to confirm that emissions factors are 
substantially higher than the previous UKWIR CAW calculations. This method has been applied to our 
historical emissions. In addition, our monitoring has allowed us to capture new sources which were 
previously unreported.  
 

Assuring our data  
The GHG data we report is tracked internally during the year through the Corporate Sustainability 
Committee and reported to the Board. We have subjected our GHG data and processes to external 
assurance by Jacobs. They completed a full audit of our Scope 1, 2 and 3 data in line with the 
principles of the IS0 14064 International standard for GHG emissions and found our processes for 
reporting are consistent with reporting requirements the GHG Protocol. In addition, we achieved the 
Advancing Tier for the Carbon Trust pilot Route to Net Zero Standard – this certification recognises 
the progress of an organisation on its journey to net zero. This included assurance to the principles of 
IS0 14064-3 International standard for GHG emissions for our Scope 1 and 2 and a small portion of 
our Scope 3 data. We are in the process of verifying our 2022/23 footprint with the Carbon Trust to 
maintain our accreditation.  

 

Summary of performance 
Our Group emissions have fallen by 24% against a 2019/20 baseline for our SBT of 46% reduction by 
2031 on a 2019/20 baseline, driven predominantly by moving to 100% renewable electricity from our 
suppliers. Our Scope 1 emissions are broadly flat from last year. Our use of natural gas is higher due 
to the deployment of Thermal Hydrolysis sludge treatment process at an increasing number of sites, 
which produces better quality sludge digestate and more renewable energy, but requires high 
temperatures. This is balanced by a reduction in our process emissions, which continue to make up 
the majority of our Scope 1 emissions. Even though we are processing higher volumes of sludge, 
approximately 60% of our sludge is now being treated using advanced digestion (‘THP’, ‘APD’) which 
has approximately half the emission factor of traditional anaerobic digestion. For Scope 2, whilst we 
have used more electricity, we have benefitted from reduced grid emissions factors for location based 
factors. We also report the benefit of our 100% renewable green tariff as reflected in the market based 
emissions. 

Also shown in our avoided emissions table, is the carbon benefit of the renewable electricity which we 
export and biomethane we export to the grid. We generate renewable energy in our regulated 
businesses and continue to see growth in this area. We use the proceeds to invest in our research 
and development programme to reduce Scope 1 emissions.  

We have seen an increase in our use of sold product and associated emissions, due to changing how 
we account for our propane usage to inject biomethane into the national gas grid. The propane is 
required to ensure our renewable gas meets energy standards within the grid for metering purposes 
and we are seeking ways to reduce/replace the propane and improve our performance. 

 

 

Our generation of energy from anaerobic digestion within our Severn Trent Water business provide us 
with the opportunity to export renewable energy to the grid. This energy displaces natural gas and 
electricity that might have come from other sources. We estimate the benefit of these avoided 
emissions below versus average grid emissions factors for electricity and natural gas in the UK. 
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To align 21/22 with updates in methodology since publication the following changes have been made: 

1) 2063 tonnes have been removed from combustion fuel from the total as propane has been re-
classified as Scope 3.  We do not burn propane, our customers burn it when they burn the biogas 
which is why we have reclassified as Scope 3.  

2) The CAW process emissions has been revised as we have revised our treatment types. 

3) The process emissions number has been revised and backdated with new methodology.  

 

We report on our Group Scope 3 emissions in the Severn Trent Plc ARA and a subset of Scope 3 
emissions for STW in our STW APR. See our Sustainability Report for wider reporting on our Scope 3 
journey. 

 

 
2022/23  2021/22 

Scope 1    

- Combustion of fossil fuels on site 49,217  

                       
44,869 

 - Process emissions - CAW1 133,225   142,948 

 - (Process emissions) - Revised methodology2 339,979   342,908 

 - Transport fleet 17,203   16,702 

Scope 1 Total Emissions 3 406,399   404,478 

Scope 2 Emissions (Electricity purchased for own use) - Location 
Based3 145,861  

 154,592 

Scope 2 Emissions (Electricity purchased for own use) - Market 
Based 3 7  

 - 

Scope 1+ 2 - Location based 552,260   559,070 

Scope 1+2 - Market based 406,406   404,478 

Scope 3 Emissions (Business Travel) 947   615 

Scope 3 Emissions (Outsourced bioresource activities) 6,055   2,424 

Scope 3 Emissions (Electricity Transmission and Distribution) 13,343   13,681 

Total Annual Gross Operational Emissions3 (Location based) 572,605   575,790 

Total Annual Gross Operational Emissions3 (market based) 426,751   421,198 

1 The CAW has been our historical and industry standard reporting 
method for process emissions, so it is provided for transparency 
and comparison  

  

2 Process emissions based on our trial and monitoring data, see 
page 44 for more details  

  

3 These values use the revised process emissions numbers  
  

    

    

Avoided emissions (tCO2e)     

  

 2022/23  2021/22 

Estimated emissions benefit of the renewable electricity we export 29,093   33,961 

Estimated emissions benefit of the renewable biomethane we 
export 46,484  

 54,032 

Total 75,576  
  

87,993 
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REPORT ON ENERGY  

We continue to report our energy use and generation data to provide more detail on how we manage 
energy use. Below is data on our energy consumption and generation for the last five years across 
Severn Trent Water. This is source data for the carbon data and is tracked internally on a monthly 
basis. All data is collected from metered data for electricity and gas imports and exports. Biogas 
combustion information is calculated using assumptions based on metered data. 

Fuel use is reported based on financial records of fuel purchased. We have applied assumptions on 
standard calorific values to convert all liquid and gas fuel types to a common energy metric (‘GWh’) 
and data is reported for the period 1 April 2022 to 31 March 2023. All energy is used in the UK. 

We have been investing significantly in both saving energy and generating our own renewable energy, 
which is more important than ever and bolsters our resilience to increasing energy prices.  

We also report on our consumption of energy at Group level in our Severn Trent Plc Annual Report 
and Accounts 2022/23.  

 
Energy efficiency 

Energy became an even more important focus for us this year as prices rose to record levels. Our 
energy management policy and dedicated team and investment programme have enabled us to 
manage these pressures effectively during the year. We also established new communication 
campaigns focused on energy use management and expanded our flexibility approach to participate in 
the world’s first National Grid Demand Flexibility Scheme to mitigate price rises. 

This year we invested an additional £4.3 million in energy efficiency schemes and we have invested a 
total of £36 million over the last eight years. This includes proactive maintenance of our energy-
intensive assets, such as pumps and air blowers, and investment in improved controls and monitoring 
to reduce energy use. Our energy management policy and programme reflects best practice outlined  

in ISO 50001, the international energy management standard. To reduce our operational emissions 
further, we continue to focus on improving our energy efficiency to offset the additional demands of a 
growing population and greater treatment to improve water quality. Our long-term energy strategy is to 
increase the amount of renewable energy we generate and procure, to continue to focus on energy 
efficiency and to take advantage of incentives to use energy flexibly. 

Our total use of electricity rose this year, driven primarily by the drought conditions during summer, 
which required more water into supply, abstraction restrictions on our cheapest gravity sources and 
intensive reservoir recovery pumping over the winter period to prepare for the year ahead. This rise 
was mitigated by our energy efficiency activity and our like-for-like year end position on total electricity 
use is 2% lower, when removing the impacts of drought conditions. The figures below include the 
large quantity of renewable biogas from organic waste, which we generate from sludge and food 
waste and then either combust in combined heat and power engines or export to the national gas grid. 
Our import of gas has increased over the last three years, driven by the commissioning of new heat-
intensive sludge treatment processes and our deployment of combined heat and power (‘CHP’) 
generation fed by imported gas to mitigate high electricity costs. 

Our aim is that, by 2030, all energy that we use will come from a renewable source. That means it is 
either directly renewable or covered by a renewable-backed source of gas or electricity such as a 
Renewable Energy Guarantee of Origin (‘REGO’) or green gas certificate. Achieving this target will 
require electrification, which will result in an increase in our use of electricity in order to phase out the 
use of fossil fuels in our business. It will also mean an increase in use of biofuels and green hydrogen 
to replace diesel. 
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Energy type Source Units 2022-23 

Electricity Electricity Imported GWh 754 

Electricity Generated from renewable sources and Used on site GWh 151 

Electricity Generated from renewable sources and Exported GWh 12 

Electricity Generated from fossil gas and Used on site GWh 48 

Gas Fuels Gas Imported from the Grid GWh 233 

Biogas Generated and Combusted on site GWh 376 

Biomethane Generated and exported to the Grid  GWh 255 

Liquid Fuels Fuel used by plant (gas oil and diesel) GWh 24 

Fuel used by company fleet & company cars GWh 66 

Fuel used for business travel (personal cars) GWh 2 

Total Total Energy 
(i.e. annual quantity of energy consumed from activities for which the company is 
responsible, including combustion of fuel and operation of facilities) 

GWh 1,608 

Total Energy Imported 
(i.e. annual quantity of energy consumed resulting from the purchase of 
electricity and gas. No imports of heat, steam or cooling) 

GWh 1,080 

Normalised 
Metrics 

Total Energy per unit of revenue GWh/£m 0.82 

Energy Imported per unit of revenue GWh/£m 0.55 

Clean Water Electricity Use per unit treated kWh/Ml 718 
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CHIEF FINANCIAL OFFICER’S REVIEW 

We have delivered strong financial performance this year in the face of challenging external factors 

including: 

• Unprecedented wholesale energy prices; 

• Cost pressures on chemicals, other materials and licence fees; and 

• Additional operating costs during the exceptionally hot and dry summer and the freeze thaw 

event in December. 

 

The regulatory model set the inflationary uplift in this year’s tariffs from CPIH in November 2021. This 

lag meant our regulated revenue for the year included an increase of only 4.6% while inflation on key 

operating costs was significantly higher than this.   

 

Despite these challenges we have delivered PBIT of £482.7 million, broadly in line with the previous 

year (2021/22 £490.8 million).  

 

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

 2023 2022 Change 
 £m £m £m % 

Turnover 1,965.9 1,808.9 157.0 8.7 

PBIT 482.7 490.8 (8.1) (1.7) 

Net finance costs (355.3) (259.0) (96.3) (37.2) 

Gains  on financial instruments and impairment of loans 

receivable 61.6 52.8 8.8 16.7 

Profit before tax 189.0 284.6 (92.0) (33.6) 

Tax (33.3) (349.9) 316.6 90.5 

Profit for the year 155.7 (65.3) 221.0 338.4  

On 31 March 2022, the Company transferred its ownership of Hafren Dyfrdwy Cyfyngedig to Severn 

Trent Draycote Limited, the Company’s immediate parent, by way of a dividend in specie. The results 

for the year ended 31 March 2022 include a full year of Hafren Dyfrdwy. 

Further analysis of the changes in turnover and PBIT are set out in the section below. 

Net finance costs rose as higher inflation in the period increased the cost of our index-linked debt.  Our 

effective interest cost was 140 bps higher at 6.2% (2021/22: 4.8%); our effective cash cost of interest 

(which excludes the inflation uplift on index-linked debt) was lower at 3.0% (2021/22: 3.1%). 

We continued to benefit from the super deduction, which gives a 130% tax allowance in the year for 

qualifying capital expenditure. This, together with the higher finance costs, resulted in an adjusted 

effective tax rate of nil% (unchanged from nil% in 2021/22) and, as expected, no current tax payable 

relating to the year.  

In his 2023 Budget, the Chancellor introduced 100% first year capital allowances for qualifying plant and 

machinery for a three year period from 1 April 2024. As a result, we expect our adjusted effective tax 

rate to remain around nil while the allowance is in place.  

The tax charge of £33.3 million reflects our full effective tax rate this year of 17.6% (2021/22: 21.3% 

before exceptional deferred tax). In the previous year, the increase in the corporation tax rate to 25% 

from FY24 was reflected in our deferred tax provision and in an exceptional deferred tax charge to the 

income statement of £289.2 million. 
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Group profit after tax was £155.7 million (2021/22: a loss of £65.3 million as a result of the exceptional 

deferred tax charge) reflecting higher net finance costs from the impact of inflation on the cost of our 

index-linked debt.  

Our balance sheet remains strong. At 31 March 2023 our net debt was £6,875.0 million (2022: £6,065.8 

million) and our shadow RCV gearing, taking into account amounts that will be included in the RCV at 

the end of the AMP but which we have already incurred, is 60.2% (2022: 59.6%). Our regulatory gearing 

is 62.1% (2022: 61.9%), well below the sector average and close to Ofwat’s notional capital structure 

for AMP7. 

Our net pension deficit on an IAS 19 basis is £278.6 million (2022: £137.6 million). Gross liabilities 

decreased as the discount rate, which is based on the yield observed on high quality corporate bonds, 

increased and inflation expectations over the life of the liabilities decreased. Hedging assets moved 

broadly in line with the fall in liabilities, with other asset values affected by the higher yield environment 

in the second half of the year. The 2022 triennial actuarial valuation was agreed in November 2022, with 

an unchanged future funding plan. 

Operational cash flow was £703.2 million, (2021/22: £813.5 million). EBITDA was in line with the 

previous year, but pension contributions increased by £38.4 million as we paid two years’ deficit 

reduction contributions in the year and changes in working capital increased cash outflows by £61 million 

more than the previous year.  Cash capex was £652.2 million, up £73.9 million due to the increasing 

capital programme. Net cash outflow before changes in net debt was £597.3 million (2021/22: inflow of 

£222.8 million). 

Our RoRE for the year was 12.2%, 830 bps above the base return of 3.9%. Outperformance came 

mainly from our customer ODI rewards of £53 million, with around 80% of our measures in reward, and 

financing, reflecting our continued low cash interest cost and the impact of higher inflation in the year 

compared to Ofwat’s Final Determination assumption. 

Although in the current year we have seen an adverse impact from higher inflation on our operating and 

finance costs, in the longer term we expect to see the benefits through indexation of our RCV, revenue 

growth and lower gearing. 

Profit before interest and tax 

 2023 2022 Better/(worse) 

 £m £m £m % 

Turnover  1,965.9  1,808.9  157.0  8.7 

Net labour costs  (157.6)  (166.7)  9.1  5.5 

Net hired and contracted costs  (210.3)  (190.2)  (20.1)  (10.6) 

Power  (198.4)  (113.9)  (84.5)  (74.2) 

Raw materials and consumables  (97.3)  (67.2)  (30.1)  (44.8) 

Bad debts  (23.1)  (24.8)  1.7  6.9 

Other costs  (170.6)  (171.7)  1.1  0.6 

  (857.3)  (734.5)  (122.9)  (16.7) 

Infrastructure renewals 

expenditure  (233.2)  (198.2)  (35.0)  (17.7) 

Depreciation and amortisation  (392.7)  (385.4)  (7.3)  (1.9) 

PBIT  482.7  490.8  (8.1)  (1.7)  

Turnover was £1,965.9 million (2021/22: £1,808.9 million) and PBIT was £482.7 million (2021/22: 

£490.8million).  
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Turnover increased by £157.0 million with the main movements being: 

• An increase of £77.4 million for the annual CPIH uplift in tariffs, partially offset by reductions of 
£15.4 million from the ‘K’ factor for the year;  

• A £65.1 million increase representing the recovery, under the RFI mechanism, of lower than 
allowed revenue in 2020/21; 

• £35.0 million of in-year allowance for the Green Recovery programme;  

• £24.4 million additional energy generation revenue in our Bioresources business driven by higher 
wholesale energy prices; 

• An increase of £18.7 million in diversions income largely due to the increase in activity related to 
HS2 as expected.  This represents a recovery of costs incurred and is offset by an increase in 
infrastructure renewals expenditure; 

• Lower revenue from the Voids and Gaps Incentives Scheme (£4.7 million lower);  

• Lower revenues billed by other water companies on our behalf (£11.3 million) and other small 

differences (£6.4 million lower); and 

• Hafren Dyfrdwy revenue included in the previous year was £30.8 million. 

 

Net labour costs of £157.6 million were 5.5% lower year on year. Gross employee costs increased due 

to the annual pay award of 2.3% and an increase in FTE from the step up in the capital programme.  This 

was offset by higher capitalisation of employee costs and an £8.3 million credit related to a change in 

defined benefit scheme options developed with the Trustee. The new bridging pension option allows 

members who retire early to bridge the gap between their retirement date and the date when the state 

pension becomes payable, by taking more of their occupational pension up front, which has a positive 

effect on expected pension liabilities.  

Net hired and contracted costs increased by £20.1 million (10.6%). The increase is driven by higher 

tankering and jetting activity, more hired staff to support leakage reduction and improve operational 

performance, third party technology consultants and other contract management cost increases.   

Power costs were £84.5 million (74.2%) higher than the previous period although our weighted average 

wholesale price was about 30% less than the average market wholesale energy price. We benefitted 

from self-generation and favourable energy export in Bioresources. 

Raw materials and consumables increased by £30.1 million, due mainly to higher chemical costs. 

Bad debt charges decreased by £1.7 million and represented 1.7% of household revenue. Our cash 

collection in the year was lower as households felt the impact of cost of living increases. However, this 

impact was not as high as we provided for at the previous year end, leaving the overall charge broadly 

flat.  

Other costs decreased by £1.1 million, as higher Environment Agency abstraction and discharge 

consent fees and insurance costs were more than offset by the Hafren Dyfrdwy costs included in the 

previous year. 

Infrastructure renewals expenditure was £35.0 million higher in the year, reflecting the planned step up 

in the programme and activity related to HS2 referred to above. 

Depreciation and amortisation of £392.7 million was £7.3 million higher year on year due to new assets 

coming into service as part of our Water Framework Directive programme as well as a full year of 

depreciation on the advanced digestion and biogas-to-grid plants at Finham and Stoke Bardolph, partly 

offset by a saving of £8.1 million from Hafren Dyfrdwy’s depreciation cost in the previous year.     
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Return on Regulated Equity (‘RoRE’) 

RoRE is a key performance indicator for the regulated business and reflects our combined 

performance on totex, customer ODIs and financing against the base return allowed in the Final 

Determination. 

Severn Trent Water’s RoRE for the year ended 31 March 2023 and for the three years ended on that 

date is set out in the following table: 

    

2022/23 

% 

AMP7 to 

date 

%  

  

Base return   3.9    3.9   
Enhanced RoRE reward1   ‒    0.2   

ODI outperformance2   0.7    1.3   

Wholesale totex performance  ‒   ‒   

Retail cost performance  (0.1)  (0.2)  

Financing outperformance3  7.7   3.7   

Regulatory return for the year4   12.2   8.9   

 

1 Fast track reward taken over the first two years of AMP7. 
2 ODI performance includes in year ODI reward, PCC and forecast C-MeX and D-MeX outturn. 
3 Includes 0.7% for the variance on tax from the benefit of super deduction capital allowances. 
4 Calculated in accordance with Ofwat guidance set out in RAG 4.11, which excludes Ofwat’s 

AMP7 tax true-up mechanism. 
 

We have delivered RoRE of 12.2% in the year, outperforming the base return by 8.3% as a result of: 

• ODI performance of 0.7%, driven by strong performance across the majority of measures, with 
c.80% meeting or exceeding regulatory targets;  

• Our neutral totex position reflecting good cost control and efficient spend over a challenging 
year; and 

• Financing performance of 7.7%, driven by our AMP7 financing strategy that includes a relatively 
low level of index-linked debt and the tax benefit of super deduction capital allowances.  

  

Net finance costs 

Net finance costs for the year were £96.3 million higher than the prior year at £355.3 million. During 

the year we issued £1,351 million of new debt at rates consistently below the iBoxx index and our 

effective cash cost of interest (excluding the RPI uplift on index-linked debt and pensions-related 

charges) was 3.0% (2021/22: 3.1%). 

Average net debt increased 9.5% to £6,547.7 million (2021/22: £5,977.4 million) and higher inflation in 

the year increased the cost on our index-linked debt by £101.8 million. Our effective interest cost was 

6.2% (2021/22: 4.8%). 

Capitalised interest of £54.7 million was £20.5 million higher year on year, due to the higher effective 

interest cost compared to last year. 

Our EBITDA interest cover was 2.5 times (2021/22: 3.5 times) and PBIT interest cover was 1.4 times 

(2021/22: 1.9 times). See note 41 for further details. 
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Gains/losses on financial instruments 

We use financial derivatives solely to hedge risks associated with our normal business activities 

including: 

• Exchange rate exposure on foreign currency borrowings; 

• Interest rate exposures on floating rate borrowings; 

• Exposures to increases in electricity prices; and 

• Changes in the regulatory model from RPI to CPIH. 
 

We hold interest rate swaps with a net notional principal of £423 million floating to fixed, and cross 

currency swaps with a sterling principal of £98.3 million, which economically act to hedge exchange 

rate risk on certain foreign currency borrowings. 

We revalue the derivatives at each balance sheet date and take the changes in value to the income 

statement, unless the derivative is part of a cash flow hedge.  

Where hedge accounting is not applied, if the risk that is being hedged does not impact the income 

statement in the same period as the change in value of the derivative, then an accounting mismatch 

arises and there is a net charge or credit to the income statement. During the year there was a gain of 

£35.7 million (2020/21: £51.4 million) in relation to these instruments. 

Note 11 to the financial statements gives an analysis of the amounts charged to the income statement 

in relation to financial instruments. 

As part of our power cost management strategy, we have fixed the wholesale price for more than 95% 

of our estimated wholesale energy usage for 2023/24. 

 

Taxation 

We are committed to paying the right amount of tax at the right time. We pay a range of taxes, 

including business rates, employer’s national insurance and environmental taxes such as the Climate 

Change Levy as well as the corporation tax shown in our tax charge in the income statement.  

Further details on the taxes and levies that we pay can be found in our report, “Explaining our Tax 

Contribution 2022/23”, which will be made available at www.severntrent.com/sustainability-

strategy/reports-and-publications/tax/. 

The corporation tax charge for the year recorded in the income statement, before exceptional taxes, 

was £33.3 million (2021/22: £60.7 million) and we made net corporation tax payments of £7.8 million 

in the year (2021/22: £61.3 million received).  

Note 12 in the financial statements sets out the tax charges and credits in the year, which are 

described below. 

The current tax credit for the year was £0.5 million (2021/22: £7.1 million) and the deferred tax charge 

was £33.8 million (2021/22: £67.8 million before the exceptional charge arising from the change of 

rate).  

Our effective tax rate was 17.6% (2021/22: 21.3% before the exceptional charge arising from the 

change of rate), which is lower than the UK rate of corporation tax (19%), mainly due to permanent 

difference that arise from revaluation of Group's investments and the additional 30% deduction 

included in the super deduction, partly offset by deferred tax on temporary differences arising during 

the year charged at 25% (2021/22: higher mainly due to deferred tax on temporary differences arising 

during the year charged at 25%, partly offset by the permanent difference that arises from the 

additional 30% deduction included in the super deduction). 

http://www.severntrent.com/sustainability-strategy/reports-and-publications/tax/
http://www.severntrent.com/sustainability-strategy/reports-and-publications/tax/
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Our adjusted effective current tax rate was 0% (2021/22: 0%) (see note 41). 

UK tax rules specify the rate of tax relief available on capital expenditure. Typically this is greater in 

the early years than the rate of depreciation used to write off the expenditure in our accounts. And in 

the current year, this has been enhanced by the super deduction for certain for certain capital 

expenditure, which gives a 100% tax deduction in the year of spend plus an additional allowance of 

30%. 

The impact of this timing difference applied across our significant and recurring capital programme 

tends to reduce our adjusted effective current tax rate and corporation tax payments in the year. By 

the same token we make a provision for the tax that we will pay in future periods, when the tax relief 

on the capital expenditure has already been received and we receive no allowance for the 

depreciation charge arising on that expenditure. This is the most significant component of our deferred 

tax position. 

 

Profit for the year  

Total profit for the year was £155.7 million (2021/22: loss of £65.3 million). 

 

Cash flow 
 

  2023 2022 

  £m £m 

Cash generated from operations  703.2  813.5 

Net capital expenditure  (652.2) (578.3) 

Net interest paid  (201.4) (179.3) 

(Payments)/proceeds for swap cancellations  (11.1) 5.6 

Tax paid  (7.8) 61.3 

Free cash flow  (169.3) 122.8 

Dividends  (428.0) (150.0) 

Issue of shares  - 250.0 

Change in net debt from cash flows  (597.3) 222.8 

Non-cash movements  (211.9) (117.7) 

Change in net debt  (809.2) 105.1 

Debt disposed with Hafren Dyfrdwy  –  3.1 

Opening net debt  (6,065.8) (6,174.0) 

Closing net debt  (6,875.0) (6,065.8) 

  
  

 
 

  2023 2022 

  £m £m 

Cash and cash equivalents  4.0  77.8 

Bank overdraft  –  (7.7) 

Net cash and cash equivalents  4.0  70.1 

Loans due from parent company  154.5  226.2 

Bank loans  (689.4) (755.7) 

Other loans  (6,274.5) (5,525.9) 

Lease liabilities  (103.2) (108.8) 

Cross currency swaps  33.6 28.3 

Net debt  (6,875.0) (6,065.8)  
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Operational cash flow was £703.2 million (2021/22: £813.5 million). EBITDA was broadly in line with 

the previous year but increased pension contributions and higher working capital reduced cash flow. 

Net cash capex of £652.2 million (2021/22: £578.3 million) reflected progress on our core capital 

programme. 

Our net interest payments of £201.4 million (2021/22: £179.3 million) were higher than the previous 

year due to the impact of higher net debt with the effective cash cost of interest (which excludes the 

non-cash indexation charge on index linked debt) in line with the previous year.  

The benefits of the super deduction capital allowance and the impact of higher interest costs meant that 

we had no taxable profit in the year and therefore paid no corporation tax in relation to the year. Our net 

tax payments of £7.8 million related to previous years. In the previous year we received £61.3 million as 

a result of a refund of an intra-group overpayment in a previous year. 

In the prior year, our share issue raised net proceeds of £250.0 million. Our dividends paid increased 

reflecting our sustained strong performance on ODIs and the environment. 

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

increase of £597.3 million in net debt (2021/22: reduction of £222.8 million). 

At 31 March 2023 we held £4.0 million (2022: £70.1 million) in net cash and cash equivalents. 

Average debt maturity was around 14 years (2022: 13 years). Including committed facilities, our cash 

flow requirements are funded until November 2024. 

Net debt at 31 March 2023 was £6,875.0 million (2022: £6,065.8 million)). Shadow RCV gearing  was 

60.2% at 31 March 2023 (2022: 59.6%). 

The estimated fair value of debt at 31 March 2023 was £329 million lower than book value (2022: 

£1,039.3 million higher). The change in the difference between book and fair value is largely due to 

the impact of higher inflation expectations on the fair value of our index-linked debt. 

Our policy for the management of interest rates is that at least 40% of our borrowings should be at 

fixed interest rates, or hedged through the use of interest rate swaps or forward rate agreements. At 

31 March 2023 interest rates for 69% (2022: 67%) of our gross debt of £7,070.5 million were fixed; 4% 

were floating and 27% were index linked. We continue to carefully monitor market conditions and our 

interest rate exposure. 

Our long-term credit ratings are: 

 Long-term 
ratings 

Outlook 

Moody’s Baa1 Stable 
Standard and Poor’s BBB+ Stable 
Fitch BBB+ Stable 

 

We invest cash in deposits with highly rated banks and liquidity funds. We regularly review the list of 

counterparties and report this to the Treasury Committee. 

 

Pensions 

We have two defined benefit pensions arrangements. The schemes are closed to future accrual. 

The most recent formal actuarial valuations for the Severn Trent Pension Scheme (‘STPS’) was 

completed as at 31 March 2022. The agreement reached with the Trustee for the STPS, which is by 

far the largest of the schemes, included: 
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• Annual deficit reduction payments to be made until the year ending 31 March 2027, with a 
forecast1 payment of c. £40 million in the year ending 31 March 2024, increasing thereafter in 
line with November CPI. 

• Payments under an asset-backed funding arrangement of £8.2 million per annum to 31 March 
2032, which will only continue beyond 31 March 2025 if the Scheme’s assets are less than the 
Scheme’s Technical Provisions; and  

• Inflation-linked payments under an asset-backed funding arrangement, with a forecast1 payment 
of c.£28 million in the year ending 31 March 2024, potentially continuing to 31 March 2031, 
although these contributions will cease earlier should a subsequent valuation of the STPS show 
that these contributions are no longer needed. 

1 Index linked payment forecasts based on the Oxford Economics forecast CPI for the twelve 

month period to November 2023 

In June 2021 we executed a bulk annuity buy-in for the Severn Trent Mirror Image Pension Scheme, 

which represents around 4% of the Group’s defined benefit liabilities. Under the buy -in, the liabilities of 

this scheme will be met by an insurance policy and as a result the Group’s risk is substantially reduced. 

On an IAS 19 basis, the net position (before deferred tax) of all of the Group's defined benefit pension 

schemes was a deficit of £278.6 million (2022: £137.6 million). To calculate the pension deficit for 

accounting purposes, we are required to use corporate bond yields as the basis for the discount rate 

of our long-term liabilities, irrespective of the nature of the scheme’s assets or their expected returns.  

On an IAS 19 basis, the funding level decreased to 86% (31 March 2022: 95%). 

The movements in the net deficit during the year were: 

 

Fair value 

of scheme 

assets 

Defined 

benefit 

obligations 

Net deficit 

 £m £m £m 

At start of the period  2,595.3 (2,732.9) (137.6) 

Amounts credited/(charged) to income statement 72.8 (72.4) 0.4  

Actuarial gains/(losses) taken to reserves (899.5) 658.3 (241.2) 

Net contributions received and benefits paid (24.1) 123.9 99.8 

At end of the year 1,744.5 (2,023.1) (278.6) 

 

The income statement includes: 

• A past service credit of £8.3 million following a change in the STPS’s rules to allow members to 
take a higher initial pension on retirement in exchange for a lower pension from state pension 
age; 

• Scheme administration costs of £4.0 million; and  

• Interest on scheme liabilities and expected return on the scheme assets – together a net cost of 
£3.9 million 

 

Higher interest rate expectations increased the discount rate, which is derived from yields on high quality 

corporate bonds, by 200bps. Inflation expectations decreased by around 30bps since the previous year 

end. The impacts of these changes resulted in a net decrease in the scheme liabilities of around £731 

million. 

Changes to demographic assumptions to align with the 2022 funding valuation increased scheme 

liabilities by around £16 million. This was partly offset by an update to the most recent CMI data tables 

and also a weighting to allow for higher mortality experienced in 2021. 
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The actual outturn in the year for inflation and other assumptions increased scheme liabilities by £56 

million. 

Higher bond yields impacted the value of scheme assets, which decreased in value by £900 million 

more than the return included in the income statement in the year. 

Contributions paid to the STPS in the year included: 

• The amounts due under the asset-backed funding arrangements (£26.9 million); and 

• A deficit reduction payment of £34.7 million that was deferred from March 2022 to April 2022 and 
the payment due for the year ended 31 March 2023 of £37.8 million. 

There was also a payment of £0.4 million for MIPS running costs. 
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RISK MANAGEMENT 

OUR APPROACH TO RISK 

Severn Trent has a robust risk management framework in place to effectively identify, assess and 
mitigate risk. Our risk management framework enables us to meet our strategic priorities and optimise 
our risk exposure within our risk appetite. 

 
2022/23 risk positioning 

Since 2020/21, we have provided a risk update highlighting the challenges and opportunities we face 
as a business, with a greater focus on global events and effects of those events, both economically 
and on society, and geopolitical instability, including the conflict in Ukraine. 

Another key area of focus for this year has been the ‘cost of living crisis’ which has impacted many UK 
households as real disposable incomes fall. Inflation has soared, with a key driver being the rapid 
increase in energy costs, caused by a rise in the wholesale price of gas. Furthermore, the Bank of 
England has raised the base rate several times over the last year in an effort to control inflation. We 
recognise that it is a difficult time and it can be a real struggle for some of our customers and we have 
a number of customer support schemes that are helping customers who are struggling with the cost of 
living. 
 

Risk appetite statement 

No business is free of risk and to achieve our strategic priorities we often need to take calculated risks. 
We will, however, only take risks that are consistent with our Purpose, Values and Strategy, and are 
well understood, so that they can be managed effectively. 

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

Our regulated water and waste water business is a monopoly provider that is economically regulated 
and characterised by relatively stable, inflation-linked cash flows.  

Our risk priorities 

The Board has overall responsibility for determining the nature and extent of the risks Severn Trent 
takes and for ensuring that risks are managed effectively across the Severn Trent Water Group. In 
addition to managing the inherent risks associated with our business, we prioritise the following: 

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

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

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

– Our approach to financing is to take measured risk consistent with providing resilience and 
delivering sustainable outperformance for the best long-term value for our customers and 
shareholders. 

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

Our approach to risk management is designed to enable the business to deliver its strategic priorities. 
We have an established Enterprise Risk Management (‘ERM’) process and internal control framework 
that help us to identify, evaluate and manage risks to influence decision making. Our approach cannot 
eliminate all risk entirely, but ensures we have the right structure to effectively navigate the challenges 
and opportunities we face, and only take risks that are within our risk appetite. 

We operate a top-down and bottom-up model of risk management in line with the three lines of 
defence approach that ensures both a clear articulation of risk appetite, and a comprehensive and 
structured process of risk identification, assessment and management. Our risk management  
framework on the next page shows the parties involved in risk across Severn Trent. 

Top down 

The Board has overall responsibility for the oversight of risk and for maintaining a robust risk 
management and internal control system. The Board recognises the importance of identifying and 
actively monitoring all types of risk (e.g. strategic, reputational, financial, and operational risks) in the 
short, and longer term. The Board regularly receives updates on the threats, trends and challenges 
facing the business. 

The Severn Trent Plc Audit and Risk Committee supports the Board in the management of risk and is 
responsible for reviewing the effectiveness of the risk management and internal control framework 
during the year.  

The Executive Committee reviews strategic priorities and assesses the level of risk taken in achieving 
these objectives.  

The Strategic Risk Forum (‘SRF’) assists the Executive Committee, the Board, and the Severn Trent 
Plc Audit and Risk Committee to effectively oversee the risk framework and its processes of risk 
identification, risk assessment and risk mitigation to ensure that the Company meets its strategic 
priorities. 

This top-down risk process helps to ensure the bottom-up risk process, described below, is aligned to 
our current Strategy and objectives. 

Bottom up 

Operating in the water sector means risk management is embedded throughout our processes, from 
day-to-day asset operation and monitoring, medium-term deployment of capital investment to long-
term modelling of asset health, performance, and societal and environmental changes. 

Our strong continuous improvement culture ensures that risk discussions happen at all levels of the 
business, resulting in risks being identified, categorised, assessed and entered into the ERM system. 

Risk reporting 

The ERM process is operated by the Central ERM Team and underpinned by a standardised 
methodology and policies to ensure consistency.  

ERM Champions and Co-ordinators operate throughout the business, with support and challenge from 
the Central ERM Team, continually identifying and assessing risks in their business units and 
reporting on a quarterly basis. Standardised criteria are used to consider the likelihood and velocity of 
occurrence and potential financial and reputational impacts. 
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The potential causes, impacts and mitigating controls related to each risk are well documented. This 
assessment allows us to put in place effective risk response strategies to mitigate the risk to an 
acceptable level and, following governance checks, to remediate 
any defective controls or implement additional controls as required. 

Risk information from our Business Units is combined to form a 
consolidated view of risk across the Severn Trent Water Group. 
Our significant risks form our Group risk profile which is reported to 
the Executive Committee and SRF for review and challenge. This 
is then reported to the Severn Trent Plc Audit and Risk Committee 
and Board on a six monthly basis. The report provides an 
assessment of the effectiveness of controls over each risk and 
action plans to improve controls where necessary. 

Our recognised ERM risks are linked with our Licence to Operate 
process. This helps create a dynamic link and improves our risk 
reporting to the Board and Severn Trent Plc Audit and Risk 
Committee. Additionally, our ERM risks have been mapped against 
our business model and we have linked risk causes with 
recognised climate drivers where the likelihood could be 
exacerbated by a different climatic future. 
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OUR PRINCIPAL RISKS 

The Directors have carried out a robust assessment of the Principal Risks facing the Company, 
including those that would threaten its business model, future performance, solvency, or 
liquidity, to identify risks that could: 

– adversely impact the safety or security of the Group’s employees, customers and assets; 

– have a material impact on the financial or operational performance of the Group; 

– impede achievement of the Group’s strategic objectives and financial targets; and/or 

– adversely impact the Group’s reputation or stakeholder expectations. 

 
This list does not comprise all the risks that the Group may face, and they are not presented in order 
of importance. The nature and profile of these risks are updated each year to reflect the changing risk 
landscape.  

There may be additional risks that emerge in the future, and we undertake regular horizon scanning to 
identify and report these to the Board. 

Our Principal Risks reported in 2022/23 are detailed on the following pages and each individual 
Principal Risk includes: 

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

– the risk exposure level movement at year end; 

– a risk update; and 

– key risk indicators are used as a metric for measuring the probability of an event and its 
consequences. They reflect the level of risk exposure, and the effectiveness of key controls. 

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

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

Emerging Risk management ensures potential risks are identified, with budget plans evaluated and 
stress tested as if they were to materialise. Our processes aim to identify new and changing risks at an 
early stage and analyse them thoroughly to deduce the potential exposure to Severn Trent. 

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

We closely monitor Emerging Risks that may, with time, become either complete ERM risks, 
incorporated into the existing corporate risk reporting process, have potential to be superseded by 
new Emerging Risks, or cease to be relevant as the internal and external environments in which we 
operate evolve. The Directors have carried out a robust assessment of the Company’s Emerging 
Risks and consider the following to be risks that have the potential to increase in significance and 
affect the performance of the Group. 
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VIABILITY STATEMENT AND GOING CONCERN 

Assessment of current position and long-term prospects 

The Directors’ assessment of the Group’s current financial position is set out in the Chief Financial 

Officer’s Review from page 50. Important aspects of that assessment that are most relevant to the 

assessment of viability are: 

• The Group’s shadow RCV gearing is 60.2%, close to Ofwat’s assumed gearing of 60% for the 

notional company on which the regulatory allowances for this AMP are based; 

• The Group has sufficient cash and available facilities to fund its financial commitments, including 

returns to debt and equity investors, operating and capital expenditure until November 2024; 

• The Group’s credit ratings from three agencies (S&P, Moody’s and Fitch) are 2 notches above 

the investment grade base level and are stable; and 

• The defined benefit pension deficit increased to £279 million in the year. The triennial valuation 

as at 31 March 2022 was completed during the year and the contributions remained unchanged. 

The Company is a regulated long-term business characterised by multi-year investment programmes 

and relatively stable revenues. The water industry in England and Wales is currently subject to economic 

regulation rather than market competition and Ofwat, the economic regulator, has a statutory obligation 

to secure that water companies can (in particular through securing reasonable returns on their capital) 

finance the proper carrying out of their statutory functions. Ofwat meets this obligation by setting price 

controls for five-year Asset Management Plan (‘AMP’) periods, including mechanisms that reduce the 

risk of variability in revenues from the regulated business in the medium term by adjusting future 

revenues to balance over or under recovery compared to the original plan. 

AMP7 runs to 31 March 2025 and the Company has developed its plans to deliver the operational and 

financial performance set out in Ofwat’s determination. We have based our assessment of prospects for 

the next two years on these plans.  

When considering the Group’s prospects beyond 2025, it is necessary to make assumptions about the 

price review process for the period 2025 – 2030 (PR24), which will take place in 2024. 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; 

• The Company’s financial structure, which is close to the Ofwat notional capital structure; and 

• The Company’s plans for AMP7, the successful execution of which would deliver benefits to all 

stakeholders and financial incentives that would help to further strengthen our financial resilience 

in the period beyond 2025. 

We have significant investment programmes, largely funded through access to debt markets. Our 

strategic funding objectives reflect the long-term nature of the Company’s business and we seek to 

obtain a balance of secure long-term funding at the best possible economic cost. Our Treasury Policy 

requires us to maintain sufficient liquidity to cover cash flow requirements for a rolling period of at least 

15 months in order to limit the risk of restricted access to capital markets. Our Group Treasury Team 

actively manages our debt maturity profile to spread the timing of refinancing requirements and to enable 

such requirements to be met under most market conditions. The weighted average maturity of debt at 

the balance sheet date was 14 years. 

We have an established process to assess the Group’s prospects. The Board undertakes a detailed 

assessment of the Group’s strategy on an annual basis and the output from this assessment sets the 

framework for our medium-term plan, which we update annually.  
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Our medium-term plan reflects the Group’s prospects and considers the potential impacts of the principal 

risks and uncertainties. We perform stress tests to assess the potential impact of combinations of those 

risks and uncertainties. The plan also considers mitigating actions that we might take to reduce the 

impact of such risks and uncertainties, and the likely effectiveness of those mitigating actions. 

Period of assessment 

The Board considered a number of factors in determining the period covered by the assessment. The 

long-term nature of our principal business, together with relatively stable revenues and a model of 

economic regulation that places a duty on the regulator to secure that water companies can finance the 

proper carrying out of their functions, support a longer period of assessment.  

However, the changing nature of regulation of the Water industry and the uncertain geopolitical and 

macroeconomic outlook increase the uncertainty inherent in our financial projections. We have an 

established planning and forecasting process and the Board considers that the assessment of the 

Group’s prospects is more reliable if based on an established process. Our latest medium -term plan 

extends in detail to the end of the AMP7 period in 2025, with less detailed projections looking beyond 

this. 

A longer period of assessment introduces greater uncertainty because the variability of potential 

outcomes increases as the period considered extends. 

Bearing in mind the long-term nature of our business; the enduring demand for our services; our 

established planning process; and the changing nature of the regulation of the Water industry in England 

and Wales, the Board has determined that seven years is an appropriate period over which to assess 

the Group’s prospects and make its viability statement this year. 

Assessment of viability 

In assessing our future prospects, we have considered the potential effects of risks and uncertainties 

that could have a significant financial impact under severe but plausible scenarios. The risks and 

uncertainties considered were identified in the Group’s ERM process, which is described from page 59, 

and from the key assumptions in the financial model.  

While we have estimated the size of each of the severe but plausible scenarios described below, we 

have grouped scenarios with similar impact types together and performed stress testing for the scenario 

with the greatest impact. Where the scenario occurs at a point in time, we have assumed that it occurs 

at the point in the plan with the lowest headroom. 

The risks and scenarios tested are described below. 

Risk assessed Severe but plausible scenario Stress test applied 
Due to the nature of our 
operations we could 
endanger the health and 
safety of our people, 
contractors and 
members of the public 

Serious injury, ill health or death of 
employees, contractors or members 
of the public as a result of what we 
do 

An extreme one-off 
event  
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Risk assessed Severe but plausible scenario Stress test applied 

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

Catastrophic breach of a large raised 
reservoir (>25,000 cubic metres)  
 
Service failure leads to increased 
operating expenditure or failure to 
meet performance commitment 
targets 

An extreme one-off 
event  
 
Totex 
underperformance in 
each year of the 
forecast 
 
ODI penalty in a single 
year  

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

An extreme breach in a sludge 
lagoon at a large sewage treatment 
works 
 
Service failure leads to increased 
operating expenditure or failure to 
meet performance commitment 
targets 

An extreme one-off 
event  
 
Totex 
underperformance in 
each year of the 
forecast 
 
ODI penalty in a single 
year 

We do not meet the 
needs of our customers 
or anticipate changing 
societal expectations 
with the level of 
customer service we 
provide 

Our customer performance is well 
below their expectations across a 
range of measures 

ODI penalty in a single 
year 

Key suppliers cannot 
meet contractual 
obligations causing 
disruption to capital 
delivery and/or critical 
operational services  

Significant increase in capital 
programme costs 
 
Service failure leads to increased 
operating expenditure or failure to 
meet performance commitment 
targets 

Totex 
underperformance in 
each year of the 
forecast 
 
ODI penalty in a single 
year 

Our critical technology 
capabilities are not 
maintained due to cyber 
threats or system 
failures, impacting the 
services we deliver 
through our key 
infrastructure assets or 
core systems 

A cyber attack results in a critical 
loss of personal data leading to 
regulatory action 

An extreme one-off 
event  
 

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

A breach of law or regulations 
results in a significant one-off 
penalty 

A financial penalty 
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Risk assessed Severe but plausible scenario Stress test applied 

We fail to fund our 
defined benefit pension 
obligations sustainably 

Increasing pension deficit leading to 
higher deficit reduction contributions 

Increased pension 
contributions 

 

We also applied stress tests relating to economic factors: higher and lower inflation (including deflation); 

and higher interest rates, and a combined scenario taking into consideration totex underperformance, 

ODI penalties and a financial penalty. 

The amounts of the stress tests applied were: 

Stress test applied Amount modelled 
An extreme one-off event A one-off impact of £250 million at the point in the forecast 

with the lowest headroom 
 

Totex underperformance An increase in totex of £250 million in each year of the 
forecast 
 

ODI penalty A penalty of £275 million in a single year 
 

Financial penalty A penalty of £160 million in a single year (c 6% of 
turnover) 
 

Increased pension 
contributions 

Contributions increase by £34 million per annum 
 

Combined scenario An increase of totex of £250 million in each year, 
an ODI penalty of 1.5% in one year, and 
a financial penalty of £250 million in one year 

Higher inflation for three 
years 

10% spike in CPIH followed by two years at 5% 
 

Lower inflation in each year Decrease of 2% in CPIH 
 

Deflation for two years CPIH of -1% 
Higher interest rates New debt financed at 2% above the iBoxx index 

 

 

We assessed the impacts of the scenarios on our financial metrics, credit metrics and debt covenants. 

Where the result of the stress test indicated more than a limited impact, a risk of a downgrade of credit 

rating or a breach of a bank covenant, we considered what mitigating actions would be available and 

whether they would be sufficient to mitigate the potential impact of the stress test. 

The table below sets out the potential impacts of the stress tests and the mitigating actions that would 

be available to address the impacts. 
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Stress test applied Potential impacts on 
viability without mitigating 
action 

Mitigation available (see below) 

An extreme one-off 
event 

Increased gearing and 
deterioration in credit metrics 
that, without mitigating action, 
might lead to a downgrade in 
ratings although still at 
investment grade. 

Engage with ratings agencies to 
discuss the short-term nature of 
the impacts. 
 
Manage liquidity by temporarily 
reducing working capital. 
 
Close out derivative financial 
instruments in asset positions to 
generate cash. 
 
Consider new sources of funding, 
including hybrid debt. 
 
Reprofile capital programme to 
ease short-term pressure on 
ratings. 
 
Consider reducing dividend in the 
year or for a number of years. 

Totex 
underperformance 

Increased gearing and 
deterioration in credit metrics 
that, without mitigating action 
might lead to a downgrade in 
ratings although still at 
investment grade. 
 
Headroom against debt 
covenants significantly 
reduced. 

Cost reduction programme 
focused on reducing discretionary 
expenditure to support 
profitability.  
 
Manage liquidity by temporarily 
reducing working capital. 
 
Close out derivative financial 
instruments in asset positions to 
generate cash. 
 
Consider new sources of funding, 
including hybrid debt.   
 
Consider reducing dividend in the 
year or for a number of years. 

ODI penalty The penalty would flow 
through revenue two years 
after the performance 
commitment was breached. 
 
Increased gearing and 
deterioration in credit metrics 
that, without mitigating action, 
might lead to a downgrade in 
ratings although still at 
investment grade.  
 

Accelerate recognition of 
accumulated ODI rewards not yet 
taken. 
 
Engage with ratings agencies to 
discuss the short-term nature of 
the impacts. 
 
Manage liquidity by temporarily 
reducing working capital. 
 
Consider reducing dividend in the 
year. 
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Stress test applied Potential impacts on 
viability without mitigating 
action 

Mitigation available (see below) 

Financial penalty Deterioration in credit metrics 
that, without mitigating action, 
might lead to a downgrade in 
ratings although still at 
investment grade. 
 

Engage with ratings agencies to 
discuss the short-term nature of 
the impacts. 
 
Manage liquidity by temporarily 
reducing working capital. 
 
Consider reducing dividend in the 
year. 

Increased pension 
contributions 

Deterioration in credit metrics 
that, without mitigating action, 
might lead to a downgrade in 
ratings although still at 
investment grade. 
 

Manage liquidity by temporarily 
reducing working capital. 
 
Close out derivative financial 
instruments in asset positions to 
generate cash. 
 
Consider new sources of funding, 
including hybrid debt. 
 

Combined scenario Significant reduction in 
profitability and cash flow. 
 
Significant increase in 
gearing leading to risk of 
downgrade below investment 
grade in credit rating and 
breach of covenants. 

Engage with ratings agencies and 
banks to discuss the impacts on 
ratings and covenants. 
 
Manage liquidity by temporarily 
reducing working capital. 
 
Close out derivative financial 
instruments in asset positions to 
generate cash. 
 
Cost reduction programme 
focused on reducing discretionary 
expenditure to support 
profitability. 
 
Reprofile capital programme. 
 
Consider reducing dividend in the 
year or for a number of years. 

Higher inflation in 
one year 

Short term adverse impact to 
profit, and cash. 
 
However, in the longer term 
higher inflation increases 
revenue and RCV leading to 
higher profits and lower 
gearing. 

Engage with ratings agencies to 
discuss the short-term nature of 
the impacts. 
 
Manage liquidity by temporarily 
reducing working capital. 
 
Close out derivative financial 
instruments in asset positions to 
generate cash. 
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Stress test applied Potential impacts on 
viability without mitigating 
action 

Mitigation available (see below) 

Lower inflation in 
one year 

Pressure on PBIT and cash 
in the year following the low 
inflation year (that may 
sustain in future years). 
 
Increased gearing and 
deterioration in credit metrics 
that, without mitigating action 
might lead to a downgrade in 
ratings although still at 
investment grade. 
 
Pressure on gearing 
covenants. 
 

Engage with ratings agencies to 
discuss the short-term nature of 
the impacts. 
 
Cost reduction programme 
focused on reducing discretionary 
expenditure to support 
profitability. 
 
Consider reducing dividend in the 
year or for a number of years. 
 

Deflation for two 
years 

Pressure on PBIT and cash in 
the year following the low 
inflation year (that may 
sustain in future years). 

Increased gearing and 
deterioration in credit metrics 
that, without mitigating action 
might lead to a downgrade in 
ratings although still at 
investment grade. 
 
Pressure on gearing 
covenants. 

Engage with ratings agencies to 
discuss the short-term nature of 
the impacts. 
 
Consider new sources of funding, 
including hybrid debt. 
 
Cost reduction programme. 
 
Consider reducing dividend in the 
year or for a number of years. 
 

Higher interest rates Reduction in profitability. 
 
Deterioration in credit metrics 
that, without mitigating action, 
might lead to a downgrade in 
ratings although still at 
investment grade. 
 

Engage with ratings agencies to 
discuss the impacts and the 
regulatory true-up mechanism 
that would mitigate the impacts in 
the longer term. 
 
Cost reduction programme 
focused on reducing discretionary 
expenditure to support 
profitability.  
 
Manage liquidity by temporarily 
reducing working capital. 
 
Consider reducing dividend in the 
year or for a number of years. 
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The mitigating actions available are described in more detail below: 

Mitigating action Details 
Engage with ratings agencies 
and banks  
 

While ratings agencies and banks apply formulaic 
calculations as part of their ratings and covenant 
assessments, judgment is also applied. Where a 
threshold for a particular rating is breached or a covenant 
ratio not met, a downgrade might not be applied or a 
temporary covenant waiver might be granted if  the 
agency/bank considers the situation to be temporary and 
likely to reverse in the near future. 

Manage liquidity by 
temporarily reducing working 
capital 
 

We would seek to accelerate collection of amounts 
receivable with particular focus on overdue accounts. We 
would work with our suppliers to negotiate longer credit 
terms where appropriate. 
 

Cost reduction programme 
 

We would review discretionary expenditure to identify 
costs that could be avoided or reduced without a 
detrimental impact to customer service. 
 

Reprofile capital programme  
 

By deferring elements of capital expenditure, we could 
mitigate the impact of significant events on our cash flow 
and smooth the effect on key ratios over a number of 
years, reducing the size of the impact in any one year. 
 

Close out derivative financial 
instruments in asset positions 
 

Derivative financial assets such as swaps can be closed 
out with the agreement of the counterparty, generating 
cash in the short term. 

Consider new sources of 
funding, including hybrid debt 
 

The Group has access to a wide range of capital markets 
and maintains a diverse range of funding sources. 
However, there are instruments that we do not currently 
use that would be available when more traditional funding 
was not. Hybrid debt instruments are a form of debt that 
has some of the characteristics of equity, for example a 
bond that features an option to convert to equity.  
 

Consider reducing dividend 
in the year or for a number of 
years 
 
 

Our dividend policy for requires the Board to ensure that: 
Dividends will not impair the ability of the Company to 
finance the Appointed Business. 
Dividends will take account of service delivery for 
customers and the environment over time. 
Dividends will reward efficiency and the effective 
management of risks to the Appointed Business. 
 
Where payment of a dividend would impair the Group’s 
financial resilience the Board would reduce or defer 
payment of dividends until financial resilience was 
restored. 

 

In selecting which mitigating actions to apply, we would seek to balance the interests of all stakeholders 

and, in particular, would prioritise mitigating actions that would not lead to a breach of our commitments 

to customers. 

We have significant funding requirements to refinance existing debt that falls due for repayment during 

the period under review and to fund our capital programme. Under all scenarios considered, the Group 
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would remain solvent and have access to sufficient funds in normal market conditions. Our Treasury 

Policy requires that we retain sufficient liquidity to meet our forecast obligations, including debt 

repayments for a rolling 15-month period. 

In making its assessment, the Board has made the following key assumption: 

• Any period in which the Group is unable to access capital markets to raise finance during the 

period under review will be shorter than 15 months. 

 

On this basis, the stress tests indicated that none of these scenarios, including the combined scenario, 

would result in an impact to the Group’s expected liquidity, solvency or debt covenants that could not 

be addressed by mitigating actions and are therefore not considered threats to the Group’s viability. 

Governance and assurance 

The Board reviews and approves the medium-term plan on which this viability statement is based. The 

Board also considers the period over which it should make its assessment of prospects and the viability 

statement. The Audit and Risk Committee supports the Board in performing this review. Details of the 

Audit and Risk Committee’s activity in relation to the Viability Statement are set out in the Audit and Risk 

Committee report within the Severn Trent Plc Annual Report and Accounts 2022/23. 

This statement is subject to review by Deloitte, our external auditor. Their audit report is set out from 

page 137.  

Assessment of viability 

The Board has assessed the viability of the Company over a seven-year period to March 2030, taking 

into account the Company’s current position and principal risks.  

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 2030. 
 

GOING CONCERN STATEMENT 

In preparing the financial statements the Directors considered the Company’s ability to meet its debts 

as they fall due for a period of one year from the date of this report. This was carried out in conjunction 

with the consideration of the Viability Statement above.  

The Directors have reviewed the cash and committed facilities available to the Group alongside a cash 

flow forecast extending beyond the period considered for this going concern statement. The Directors 

have considered the potential impacts, in the period of one year from the date of this report, resulting 

from the scenarios described in the viability statement set out above.  

The Directors are satisfied that the Group will have sufficient funds to continue to meet its liabilities as 

they fall due for at least twelve months from the date of approval of the financial statements, and that 

the severe but plausible downside scenarios considered indicate that the Group will be able to operate 

within the amount and terms (including relevant covenants) of existing facilities.  

On this basis the Directors considered it appropriate to adopt the Going Concern basis in preparing 

the financial statements. 
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Stakeholder Engagement  
We are focused on driving long-term sustainable performance for the benefit of our customers, shareholders, and wider stakeholders. 

This section provides insight into how the Board engages with our stakeholders to understand what matters to them and further inform the Board’s 
decision making and the actions taken as a consequence. You can read more in our formal Section 172 Statement (‘s.172’) on pages 95 to 97, which 
sets out our approach to s.172 and provides examples of decisions taken by the Board, including how stakeholder views and inputs have been 
considered in its decision making. The principles underpinning s.172 are not only considered at Board level, they are part of our culture. They are 
embedded in all that we do and impacts on stakeholders are considered in the business decisions we make across the Company, at all levels, and 
strengthened by our Board setting the right tone from the top. Pursuant to the Companies Act, this information is incorporated by cross reference in the 
Governance Report from page 100. You can also read more in our separately published Sustainability Report which can be found on our website. Our 
Engagement in Action section showcases some of the exciting opportunities we have had throughout the year to engage with our key stakeholders. We 
welcome any feedback from our stakeholders. 
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OUR CUSTOMERS 

We have a relentless focus on improving service delivery for customers. Our continuous engagement 
with them ensures that we are truly able to understand what matters to them and deliver further 
improvements in service. 

Combining insights from our programme of engagement, the below section outlines issues of 
importance to our customers and signposts where you can read more about the steps we have taken 
to address them: 

Customer priorities: 

• Providing clean, safe drinking water and an affordable service, alongside supply reliability, 
customer education and protecting the environment. 

• Environmental concerns: around seven in ten customers agree climate change is already 
having an impact and customers expect us to have plans in place to meet these challenges 
and prevent disruption to their service. Informed customers are willing to invest in resilience, 
climate change and protecting and improving the environment. However, in a less informed 
setting, customers are increasingly likely to prioritise low bills over PR24 investments. 

• The increasing cost of living, with financial anxiety evident even amongst those who are not 
financially vulnerable. New categories of vulnerable customers are emerging, and whilst we are 
a leader in affordability support, we recognise there is more to do to increase awareness of 
these schemes and remove psychological barriers to seeking support. 

• The majority of customers are satisfied with their water company and consider that the 
company has a good reputation. Customers want increasing honesty and transparency, and 
reassurance that we are focusing on, and investing sufficiently in, those areas in which we are 
performing less well. Customers welcome more information about how the way we are funded, 
investment and how customers’ interests are protected by regulators. 

 

Understanding and supporting customers’ diverse needs 

We greatly value customer insights and have a programme of continuous customer research to 
monitor and understand customer views and perceptions. We conduct customer surveys and a six-
monthly social barometer survey exploring customers’ societal concerns and their priorities for the 
future. In addition, we use TapChat, an online research panel of around 7,000 customers, to 
undertake regular ad hoc surveys, discussions and communications tests. As part of our research, we 
also commission ad hoc quantitative and qualitative research, including that specifically for price 
reviews. Our PR24 research comprises a mix of surveys, focus groups, deliberative workshops and in-
depth interviews. This includes research with those in vulnerable circumstances and those without 
internet access. This research is focused on answering the following questions: 

– What are our customers’ needs and priorities? 
– How can we ensure that our service is affordable and accessible for everyone? 
– How, where and when should we invest to meet customers’ and communities’ long-term 

needs? 
– What value do customers place on service improvements? 
– Is our plan acceptable and affordable? 

 

Understanding customers’ views In April 2023, we hosted our first ‘Your water, your say’ session, 
allowing our customers and other stakeholders to pose questions about issues that are important to 
them, including priorities for the future, in a public environment. 

We were delighted to have over 100 attendees, including customers, regional stakeholders, other 
water companies, Expert Challenge Panel members and our regulators, join us virtually for the event. 
You can read more about the outcomes of the session on our website. 
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OUR COLLEAGUES 

 

We are immensely proud of our culture; it is something we work on every day and is 
demonstrated by every colleague across the business. We reinforce our culture through the 
initiatives and interventions that we put in place as a company. 

Employee voice means different things to different people and, as such, multiple initiatives are needed 
to achieve effective outcomes. We have a combination of collective and direct employee feedback 
mechanisms that focus on two-way inclusive dialogue across the business. All of these 
communication and engagement mechanisms are well established, well utilised and cover the full 
breadth of the organisation.  

 
Engagement with our Company Forum 

Providing opportunities for our employees to stay connected to the 
direction of the Company and be involved in business decisions is a 
key part of our culture. Our Company Forum facilitates this in a 
structured way. According to a recent survey by Tortoise, we are 
one of only 38% of organisations in the FTSE100 who have this in 
place. 

The Company Forum meets four times a year and attendees are 
invited from Trade Unions, all leadership levels, the Executive 
Committee and Board. Through this Forum, we engage with 
employees on all ways of working. It is jointly chaired by the Director 
of Customer Operations and the Joint Secretaries of our two main 
Trade Unions (Unison and GMB). Board Directors are invited to 
attend and participate at meetings and, over the last twelve months, 
Christine Hodgson, Sharmila Nebhrajani, Gillian Sheldon and John 
Coghlan, as well as Liv Garfield, have attended meetings, to listen 
to the discussions and to talk about their areas of responsibility and 
interests. 

The agenda is wide-ranging and topics for discussion this year have 
included working time and fatigue, an overview of the occupational 
health contract tender and ongoing dialogue on company-wide 
initiatives such as our Societal Strategy, diversity and inclusion, and 
new talent. There are also regular updates on company 
performance, year end results, and all large change programmes. 

The Company Forum consistently feeds back on the value it gets 
from Board member attendance and the Trade Union national 
officers highlight how different this is to the experience that they 
have in other organisations. 

Engagement with Business Forums and Local Forums 

In order to reach all parts of the business and tailor conversations relevant to those areas, we hold 
local forums chaired by area business leaders to discuss performance, health and safety, successes 
and areas of concern. To act as a bridge between the Company Forum and Local Forums, there are 
Operational and Customer Business Forums. They meet to discuss business updates and to resolve 
matters that cannot be solved at a local level. 

There is also a separate Health and Safety Company Forum and Severn Trent Services has its own 
non-unionised employee forum. Engagement with all employees Creating, developing and growing the 
right communication and engagement channels for our employees is kept under continual review. 

Some forms of communication, such as line manager relationships, are well established; however, we 
continue to run regular line manager training, especially for new managers, as we recognise the 
crucial role that manager behaviours, in particular visibility and trust, play in encouraging an active 
employee voice. Likewise, the approach and format of local team meetings is an important factor in 
creating an open dialogue with the team. The monthly Team Talks encourage this discussion and 
provide consistency and structure as part of a wider team agenda. 
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Yammer is well used across the business, particularly in operational areas, allowing employees to 
showcase work and start discussions on work-related topics. AskLiv provides a route for individuals to 
raise questions to the CEO and Senior Management Team that colleagues are unable to find an 
answer to elsewhere. The encouragement of open dialogue is complemented by top-down 
communications in the form of the OnTap intranet news and the Weekly ‘News Splash’ magazine-style 
round-up of key news articles. 

 

All employee engagement events 

We know that coming together and taking time to connect to our Strategy and ambitions is important 
to our colleagues, and drives engagement and curiosity amongst our teams. We take pride in 
delivering engaging collaborative leadership events year on year, bringing our leaders together to 
build networks and make links to our performance opportunities. 

In September 2022, we held our leadership events at Tittesworth Water, with over 900 attendees from 
across the business. Sessions focused on PR24, the launch of our Societal Strategy and the 
promotion of our Company benefits offering. The event was hugely engaging, with over 95% of 
colleagues saying that it was a positive use of their time, and that they were confident of being able to 
communicate the messages to their teams. To ensure that the messages reached across the whole 
organisation, a cascade ‘Team Talk’ pack was provided for managers to use with their employees.  

We also hold Long Service Awards and annual ‘Awesome Awards’ to celebrate individual and team 
achievements. 

 
Ask HR Roadshows 

During the year, our Ask HR Roadshows visited and attended multiple sites and team meetings to 
help our colleagues get their questions answered in a more convenient way which can often help 
resolve their queries quicker. The sessions allow us to listen and give employees and teams an 
opportunity to air any issues or concerns they have while building deeper relationships across sites. 

Doing the Right Thing (‘DTRT’) and our ‘Speak Up’ approach  

It is important that our colleagues have the right processes in place to raise concerns should they 
need to. Whistleblowing procedures are in place for all Severn Trent Water Group companies to deal 
with any allegations of breaches of DTRT. 

We remain committed to providing an open and transparent ‘Speak Up’ environment to foster a culture 
where employees have the confidence to speak out about issues that concern them. All employees 
have access to independent psychological support and legal advice through our Employee Assistant 
Programme, and we regularly communicate and increase awareness of all whistleblowing routes, 
including our confidential Safecall ‘Speak Up’ line. 
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OUR COMMUNITIES 

 

We work hard to make our water wonderful and keep our millions of customers ‘on tap’ every day. But 
there is more to Severn Trent than that. We think it is important to give back to the communities where 
our customers and people live. Not because we have to, but because we think we should. Whether 
that means caring for the environment, supporting the next generation, or just making our region a 
better place to live, we want to make a positive difference in our communities. 

Findings new ways of working and working in partnerships 

Our partnerships, such as local authorities, regulators, charities, community groups and schools, are 
fundamental to how we are increasing our support to our customers.  

We have written to the Chief Executive of every local authority in our region to offer help with 
identifying households that might need support, building on the work we have been doing with several 
local authorities in our area to help them allocate the funding available from central Government  
through the Household Support Fund, allocating some to ease water bills. Through our work with local 
authorities, we have also secured additional grants being paid directly to customers. 

We have been working with Coventry City Council and Birmingham City Council to help transition 
households identified as financially struggling onto one of our financial support schemes. As part of 
our programme of partnership working, in September 2022 we partnered with Nottingham City Council 
to bring together advice and support agencies for customers including St. Ann’s Advice Centre (debt 
advice), Green Doctor (energy efficiency experts) and Nottinghamshire Energy Partnership (delivering 
projects that tackle fuel poverty). 

At the same time, we have been working with the Department for Work and Pensions to proactively 
identify customers in need and, where possible, move customers directly onto one of our support 
schemes. We regularly visit foodbanks, community centres and outreach centres to raise awareness 
of the support we provide and to engage with vulnerable customers. We are monitoring the ‘Warm 
Hubs’ initiative as another potential venue for engaging with customers and those struggling 
financially. This enables us to engage with hard-to-reach customers, including family and friends of 
those who most need help. We assist customers in the completion of applications for our financial 
support schemes. 

We announced our Societal Strategy in November 2022, which is similarly built on long-term 
collaboration with local authorities, community groups and schools. In the first implementation area of 
East Birmingham, we have aligned our strategy with the local authority’s East Birmingham Inclusive 
Growth Strategy. We are already working with 26 partners, mostly charities and community groups, on 
delivering 10,000 hours of free employability training in communities. We are also working with 
schools to provide work experience to 300 young people every year, rising to 500 by 2032, in social 
mobility cold spots. We will also work with other organisations to understand and remove the barriers 
that could prevent children undertaking work experience, such as affordability and transport. 

 

Severn Trent creates 100 new Water Saving Champions 

In September 2022, we recruited 100 new temporary Community Water Saving Champions across 
Leicestershire and Derbyshire to help make homes water efficient. Our new Champions are all making 
a positive difference in local communities at pop-up events and by talking to customers in their 
neighbourhoods, helping to advise people on how to save money by reducing water consumption, 
which can in turn help reduce water and energy bills. Our Champions will also provide information on 
our support schemes that customers can access if they are struggling to pay their bill, as well as free 
products that will help reduce water use. 

 

 
Uniting to cut carbon by 1 million tonnes per year 

In September 2022, we announced our pioneering global partnership with Aarhus Vand (Denmark) 
and Melbourne Water (Australia) to work together to reduce our carbon emissions by around a million 
tonnes every year and to lead the green transformation of the sector. 
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Through this world-leading collaboration, we will build upon our collective experience, expertise and 
innovation capabilities on key projects such as: 

– transforming our Strongford sewage treatment facility into a Net Zero hub; 
– developing new techniques and international standards to measure and record nitrous oxide 

and methane releases from waste water treatment sites; 
– identifying ways to enhance waste water treatment sites with green technology while reducing 

emissions to net zero; and 
– maximising the use of renewable, sustainable resources at treatment facilities. 

 

Suppliers and Contractors 
 
Our investment plans for AMP7 and AMP8 will require a resilient and highly engaged supply chain. 
Supplier engagement is essential to our plans and promotes a shared culture of trust to share  
knowledge and expertise to find the right solutions for our customers, ensure continuous sustainable 
development and develop responsible business strategies. Our enduring relationships with our 
suppliers help us to reduce the risks we face as a business, for the benefit of our wider stakeholders, 
particularly our customers and communities. 

Supplier engagement is integral to our success 

We deliver this through our partnership with the Supply Chain School, in-person Supplier Summits, 
supplier onboarding events, one-to-one engagement, training events and dedicated supplier 
communications. Through these channels, we make sure that what we, and our customers, expect is 
relevant and appropriate to the suppliers’ activities and their environmental and social impact. 

AMP8 Supply Chain Engagement Day  

We have an array of hugely exciting projects and AMP8 schemes aimed at improving our network and 
service and, more importantly build resilience to protect and enhance the water supply for our region, 
both now and in the future. A key factor of success is working collaboratively and creatively with our 
supply chain to deliver new solutions to overcome the challenges. So we have been engaging with our 
capital supply chain early. 

On 10 March 2023, we brought together over 80 of our suppliers, sharing with them our ambitions and 
priorities for AMP8 and where they can play a part in delivering our shared successes. The agenda for 
the day included future challenges and innovation (including energy prices, climate change and  
ffordability), early visibility of our AMP8 investment programme and how early engagement can help 
us identify new ways of working and create a strong foundation upon which new opportunities and 
collective success can be realised. The event was a brilliant success and received overwhelmingly 
positive feedback from suppliers. 

Engaging on modern slavery 

Collaboration is key to identifying and addressing modern slavery, so we actively engage with other 
organisations to gain insight and maintain best practice. We entered our second three-year 
partnership with Slave-Free Alliance in 2021, which has been instrumental in our approach and in the 
progress we have made in identifying and mitigating modern slavery risk. We continue to sit on the 
Steering Group of Utilities Against Slavery, formerly known as the Utilities Modern Slavery Working 
Group. The working group continues to grow, with over 24 utilities organisations actively participating. 
In 2021, we also partnered with the Supply Chain Sustainability School, which provides access to a 
wide range of learning resources, including dedicated modern slavery awareness training for all 
organisations within the Severn Trent Water Group’s supply chain. 

Having outperformed our ambition to ensure 60% of our high-impact suppliers were risk assessed for 
modern slavery, we decided to evolve our approach in view of the Ukraine conflict, cost of living crisis 
and labour shortages being observed within the construction sector, issues that directly increase the 
risk of modern slavery occurrence in our supply chain. In collaboration with our strategic partner, the 
Slave-Free Alliance, we enhanced our supplier selection questions in line with the utilities sector, 
conducted a heat mapping exercise to confirm our greatest areas of risk and engaged with contract 
owners to develop bespoke assessments where required. 
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Engaging with suppliers to take positive action 

Working closely with our supply chain partners is critical to the delivery of our sustainability ambitions, 
and we are committed to building supplier capability through engagement, training and our partnership 
with the Supply Chain Sustainability School to support them. 

 

Our 2022/23 highlights include: 

– 100% of contracted suppliers signing up to our Sustainable Supply Chain Charter; 

– 89 suppliers having been assessed through EcoVadis, an independent rating platform which 
assesses suppliers based on their environmental and social impact performance; 

– being awarded CDP Supplier Engagement Leader for the second year running; 

– 44% of high impact suppliers, having set a Science-Based Target for 2022/23; and 

– all applicable suppliers and their subcontractors to pay the real Living Wage as a minimum. 
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Regulators and Government  

Our relationships with the Government, our regulators, and other agencies support us in ensuring that 
we meet the highest customer service and environmental standards, while providing value for money 
services to customers. 
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Section 172 Statement 
 
Stakeholder engagement is central to the formulation and execution of our Strategy and is critical in 
achieving long term sustainable success. The needs of our different stakeholders, as well as the 
consequences of any decision in the long term, are well considered by the Board. 

It is not always possible to provide positive outcomes for all stakeholders and the Board sometimes 
has to make decisions based on balancing the competing priorities of stakeholders. Our stakeholder 
engagement processes enable our Board to understand what matters to stakeholders and consider 
carefully all the relevant factors to select the course of action that best leads to high standards of 
business conduct and success of Severn Trent in the long term. The principles underpinning s.172 are 
not only considered at Board level, they are part of our culture. They are embedded in all that we do 
as a company. 

The differing interests of stakeholders are considered in the business decisions we make across the 
Company, at all levels, and are reinforced by our Board setting the right tone from the top. All of the 
Board’s significant decisions are subject to a s.172 evaluation to identify the likely consequences of 
any decision in the long term and the impact of the decision on our stakeholders. 

In performing their duties during 2022/23, the Directors have had regard to the matters set out in s.172 
of the Companies Act 2006. 

S.172 factor 

The likely 
consequences 
of any decision 

in the 

long term 

The interests 
of the 
Company’s 

employees 

The need to 
foster business 
relationships 

with suppliers, 
customers 

and others 

The impact of 
the Company’s 
operations on 

the community 
and the 

environment 

The desirability 
of the Company 
maintaining a 

reputation for high 
standards of 

business conduct 

The need to act 
fairly as between 
members of the 

Company 

Page 4 to 5 
– Corporate 
Strategy 

 
Page 6 to 7 
– Our Business 

Model 
 
Page 19 to 42 

– Performance 
Review 
 

Page 43 to 49 

–Sustainability 

Page 4 to 5 
– Corporate 
Strategy 

 
Page 19 to 42 
– Performance 

Review 
 
Page 22 to 33 

– Caring for 
Our People 
 

Page 31 to 35 
– Diversity and 
Inclusion 

 
Page 81 to 83 
– Employee 

Engagement 
 
Page 82 

– Whistleblowing 
 
Page 99 

– Company 

Culture 

Page 4 to 5 
– Corporate 
Strategy 

 
Page 40 
– Responsible 

Payment 
Practices 
 

Page 19 to 42 
– Performance 
Review 
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Page 43 to 49 
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Page 82 
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Principal decisions in 2022/23 
 
The principal decisions taken by the Board in the year are detailed in the Governance Report. Our 
approach below sets out how the Board is supported in carefully considering all the relevant factors 
that lead to its selection of the best course of action to ensure the long-term success of the Company: 

 

Engagement with stakeholders 

The Board recognises that stakeholder engagement is essential to understand what matters most to 
our stakeholders and the likely impact of any key decisions. We have a long history of engaging with 
all of our stakeholders and the Board values the insight that this engagement provides. Details of how 
we engaged with our stakeholders during the year can be found within our Stakeholder Engagement 
section. 

Examples of decisions taken by the Board and how stakeholder views and inputs, as well as other 
s.172 considerations, have been taken into account in its decision making are set out below. 

 

Societal Strategy 

Context 

We have a range of measures in place to help support customers who are experiencing affordability 
pressures. The pandemic and recent geopolitical events in Ukraine have exacerbated affordability and 
cost of living pressures. Inflation is now the highest it has been since 1992 and households are seeing 
significant price rises, notably for electricity, gas, food and petrol. As a result, many more households 
now find themselves in water poverty. 

As a socially responsible company that genuinely cares about its customers and the communities it 
serves, the Company launched its Societal Strategy in November 2022, which focuses on the  
underlying causes of water poverty to address the drivers of long-term affordability issues and 
contribute to the wider levelling-up agenda given the overlap between water poverty and income 
poverty. The Board developed the Societal Strategy with the objective of addressing affordability in the 
immediate term and proposing a multi-AMP strategy to eradicate water poverty in our region by 
improving the life chances of people in our communities. 

Consideration of s.172 impacts by the Board in its decision making 

Customers: 

The Board considered the Company’s Societal Strategy in view of its existing commitment to keep 
absolute bills as low as possible for all customers whilst also delivering improved resilience, 
sustainability and strong service delivery, by ensuring that every pound is spent wisely and efficiently. 

Potential impacts to customer bills were central to Board discussions and, as such, the Societal  
strategy was structured so as not to increase costs to any non-water-poor customers above the level 
assumed in the Company’s Final Determination. 



 

90 
 

Following careful analysis, the Board determined that the Societal Strategy would provide both  
immediate support to customers experiencing affordability pressures and help address the underlying 
causes of poverty for the long term. 

To inform its approach, the Board engaged a research agency to carry out the Company’s largest-
ever, in-depth survey of stakeholder and customer views on affordability. The research was designed 
to include in-depth interviews, surveys, focus groups, follow-up interviews and deliberative workshops 
to make sure the Company, and the Board, thoroughly understood the needs of its customers prior to 
finalising its plans. 

Communities: 

Notwithstanding the Company’s Affordability Strategy announced in May 2022, the Board 
acknowledged that more needed to be done to address the long-term drivers that perpetuate poverty 
in our society. Therefore, the Board determined that the Societal Strategy should be developed to 
complement the Company’s extensive work on affordability with an equally ambitious approach to 
water poverty. By pulling together the Company’s socially directed programmes into a clearer 
framework, the Board recognised that it would make it easier for communities to access the support 
they need. 

As part of this, the Board agreed to increase the proportion of Community Fund grants going into 
training and skills outreach, targeting a combined allocation of £1 million by 2030 with the ambition of 
helping 100,000 people, in or at risk of water poverty, through access to high-quality careers and 
employment-related training. Careers and employability skills were determined to be the most 
appropriate route as they impact three of the main drivers of poverty: unemployment, low pay, and 
insufficient working hours. 

The Company engaged with key stakeholders, including Ofwat, CCW, shareholders, local 
communities, Business In The Community, Birmingham City Council and Solihull Council, MPs, and 
schools, to listen to and understand their views and the challenges they face. 

Suppliers and Contractors: 

The Board recognised that the Company could have a greater and faster impact by engaging with the 
supply chain, building relationships with partners across a multitude of sectors, and utilising our 
influence to encourage and lobby for regional and national change. 

As part of this approach, the Company engaged its Supply Chain and Procurement Teams to  
encourage and challenge our largest suppliers to join us on this journey, asking them to match our 
ambitions on apprenticeships, recruitment, and work experience, as well as on real Living Wage, 
fairness and inclusion. 

 

Regulators and Government: 

The Board has a strong track record of engaging with its regulators. Alongside our extensive support 
for our customers and communities, the Board engaged with CCW and Ofwat’s initiatives on 
affordability, including the recommendations of CCW’s Independent Water Affordability Review. These 
stakeholders have indicated their support of the Societal Strategy, as have local Government and 
MPs. 

Employees: 

Our annual engagement survey, QUEST, tells us that our colleagues are the most engaged they have 
ever been. They are motivated by this programme of work, which will make a positive impact in the 
communities that they serve and live and work in. Our people will also have the opportunity to 
volunteer as mentors to support the delivery of our Societal Strategy. 

Outcomes and impact on the long-term sustainable success of the Company 

Our Societal Strategy will provide support for the most financially vulnerable customers in our region, 
through supporting an additional 100,000 of our customers and equip them with the skills and 
experiences to help lift them out of water poverty, at no increase in costs above those assumed in our 
Final Determination to our non-water-poor customers. 
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Corporate Strategy – Performance Driven, Sustainability Led 

 
Context 

During the year, the Board considered its Corporate Strategy, with the objective of ensuring that it 
reflected the business that we are today, while clearly outlining the ambitions we have for the future. 
The Board discussed the global context the business operates within, and the challenges faced to 
maintain its success as a sector-leading Company. 

The Board discussed the need to be a performance driven, sustainability led organisation and the 
desire to deliver financial and operational outperformance in balance with the long-term needs of the 
environment and the customers and communities the Company serves. Using this insight, we defined 
four key pillars that describe the strategic outcomes we seek to aim for: 

 

 

 

 

 

 

 

 

 

Consideration of s.172 impacts by the Board in its decision making 

Customers: 

The Board determined that the Company’s Corporate Strategy should focus on service delivery for 
customers, including providing safe and consistently high-quality drinking water to customers, 
ensuring that supply interruption and low-pressure events are well managed and ensuring that bills 
remain affordable and represent good value for customers. The Board also considered that the 
Corporate Strategy should facilitate a continued high-quality customer experience both now and over 
time, in consideration of long-term water scarcity and climate change, and future customer demand. 

Employees: 

The Board considered that the Corporate Strategy would also provide clarity to employees on its 
strategic priorities, which would inspire their contribution to the Company’s future success and drive 
transformational change programmes to support improved service delivery for customers and the 
environment. The Corporate Strategy also provided clarity on the skills and capabilities required to 
deliver the Company’s priorities and increased employee engagement at all levels of the organisation, 
through demonstrating opportunities to give back to the communities in which we serve and reinforce 
the Company’s socially purposeful culture.  

Environment and our Communities: 

The Board considered the vital role of nature and the natural environment for the Severn Trent Water 
Group, including its ability to supply and treat water in a way that is sustainable for the long term. The 
Board reviewed the appropriateness of the Corporate Strategy in supporting the continued protection 
and improvement of our region’s natural environment, and the creation of new community resources – 
through supporting local community projects, giving support to vulnerable and disadvantaged 
members of society and, crucially, increasing the availability of jobs and training opportunities. 

Outcomes and impact on the long-term sustainable success of the Company 

Successful execution of the Company’s Corporate Strategy will deliver long-term sustainable success 
through delivering the Company’s sustainability aims, increasing profitability, value growth and 
enhanced reputation. In setting the Company’s Corporate Strategy, the Board critically assessed 
business performance and the future direction of the Company, and identified areas where additional 
value could be generated for its stakeholders. 
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Chief Financial Officer Succession 

 
Context 

A key focus of the Board and Severn Trent Plc Nominations Committee is Board succession and 
composition, to ensure the appropriate balance of skills, independence, experience and diversity on 
the Board and Executive Committee. Succession planning allows the Board to undertake the 
necessary preparations to manage changes without disruption to the business and ensure continuity 
through effective handover processes. 

In February 2023, the Board announced the retirement of James Bowling as Executive Director and 
CFO at the Severn Trent Plc Annual General Meeting on 6 July 2023. The Chair and CEO led the 
process to identify suitable candidates for the role and an executive search firm was engaged as part 
of the recruitment process. It was announced that Helen Miles, Capital and Commercial Services 
Director, would be appointed as an Executive Director and CFO Designate with effect from 1 April 
2023. 

 

Consideration of s.172 impacts by the Board in its decision making 

Communities: 

The Board recognised the importance of considering the Board Diversity Policy whilst considering 
candidates for appointment and aligning with the diversity of our region, specifically in respect of 
gender, social and ethnic backgrounds, skills and experience. 

Shareholders and Investors: 

A key success of the Company has been its delivery of an effective financing strategy to position 
Severn Trent as a leader on financing performance. The CFO successor would need to demonstrate 
the same commitment and acumen to ensure continued high performance and return for shareholders 
and investors. As a highly experienced and commercial CFO, possessing strong finance and 
regulatory accounting experience, the Board determined that Helen was the best candidate for the 
role. 

Employees: 

The Board recognised that the appointment of an internal candidate would demonstrate the 
Company’s commitment to the development, upskilling and reskilling of its employees, and the priority 
it places on its internal succession pipeline. 

Outcomes and impact on the long-term sustainable success of the Company 

The Board approved Helen’s appointment, given her highly experienced and commercial background 
and detailed understanding of the water sector, with a proven track record of exceptional delivery. 
Helen also has an extensive knowledge of the Company and its culture, and an in-depth 
understanding of the regulated sector in which the Company operates. 
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NON-FINANCIAL AND SUSTAINABILITY INFORMATION STATEMENT  

This section of the Strategic Report constitutes the Non-Financial and Sustainability Information 
Statement, produced to comply with sections 414SA and 414CB of the Companies Act. The 
information listed in the table below is incorporated by cross reference. 

 

Reporting 
Requirement 

Policies and standards which govern our 
approach 

Additional information and 
risk management 

Stakeholders – Our customers are at the heart of  everything we do 
and our Customer Policy outlines how our people 

are responsible in ensuring we keep our promises to 
our customers and deliver great customer service. 
– Our Group Data Protection Policy supports our 

people in taking responsibility for protecting our 
employee and customer data whilst considering and 
implementing the commitments made within the 

policy when performing their work and making  
decisions. 
– Our Group Commercial Policy outlines what is 

expected of  all those involved in procurement 
activities, enabling them to uphold our Values of  
acting with integrity and putting our customers f irst. 

Complying with this Policy enables employees to 
maintain proper standards of  fairness and integrity in 
business relationships with colleagues and suppliers. 

Stakeholder Engagement, pages 
78 to 87 

s.172 Statement, pages 88 to 92 
Board Activities, pages 112 to 114 

Environmental 
Matters 

– Our Group Environment Policy supports our 

environmental plans and our commitment to 
environmental leadership. It sets out guiding 
principles of  how we as a Group operate to protect 

the environment and the commitments our people 
need to consider when performing work activities 
and when making decisions. 

TCFD and Net Zero Transition 

Plan, Severn Trent Plc Annual 
Report and Accounts 
 

Sustainability Report, 
www.severntrent.co.uk 
 

TCFD Report – Severn Trent Plc 
Annual Report and Accounts 
 
Stakeholder Engagement, pages 

78 to 87 
 
s.172 Statement, pages 88 to 92 

Employees – Our Group Health, Safety and Wellbeing Policy 

outlines what is expected of  employees as regards 
health, safety and wellbeing, ensuring that no one 
gets hurt or made unwell by what we do. This policy 

extends to anyone employed by, or who carries out 
work on behalf  of , Severn Trent Plc and its Group 
companies, contractors, temporary staf f  and agency 

workers. 
– Group Speak Up Policy – We truly believe that 
our Values are an essential and vital part of  the life 

and culture of  Severn Trent, and that’s why we take 
seriously any reports about illegal practices or 
inappropriate conducts within our Company. We hold 

ourselves to the highest ethical standards and 
encourage our colleagues to Speak Up if  they are 
worried about wrongdoing af fecting our Company, 

customers, colleagues or suppliers. 
– Our Group HR Policy outlines our commitment to 
maintaining a work culture that is diverse and 

inclusive, that’s supportive and nurturing, and which 

Caring for our people, pages 22 to 

33 
Stakeholder Engagement, pages 
78 to 87 

Gender and Ethnicity pay gap, 
page 34 
Culture, pages 99 

Governance Report, f rom page 96 
Directors’ Remuneration Report, 
pages 126 to 130 

http://www.severntrent.co.uk/
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makes the most of  everyone’s growth potential. We’ll 

also protect the human rights of  all of  our colleagues. 
Respect for 
Human Rights 

– Anti-Slavery and Human Trafficking Statement 
– Diversity within our workforce 

Anti-Slavery and Human 
Traf f icking, page 85 
Governance Report, f rom page 96 

Corporate Sustainability 
Committee Report – Severn Trent 
Plc Annual Report and Accounts  

Anti-
corruption 
and Bribery 

– Our Group Financial Crime and Anti-Bribery 

and Anti-Corruption Policy outlines acceptable 
and non-acceptable behaviours to ensure 
compliance with antibribery and anti-f raud laws, 

which includes improper payments, gif ts or 
inducements of  any kind to and f rom persons, 
including of f icials in private or public of f ice, 

customers and suppliers. This policy also covers our 
approach to inside information, political donations, 
conf licts of  interest, gif ts and hospitality and 

continuous disclosure. 
– Our Group Conflicts of Interest Policy provides 
guidance around managing conf licts of  interests 

arising f rom obligations pursuant to the Companies 
Act 2006, the 2018 UK Corporate Governance Code 
and associated rules and guidance issued by the 

FCA. 
– Our Group Security Policy aims to minimise the 
likelihood of  a threat being realised through the use 
of  appropriate security solutions that reduce the 

impact of  these threats through the deployment of  
robust response and recovery measures. 
– Group Competition and Competitive 

Information Policy – Competition law applies to all 
parts of  our Company, and we take our position 
within the market, and our compliance with 

competition and antitrust laws, seriously. It is not 
enough just to comply with the law. In everything we 
do, we strive to do it with openness, fairness and 

honesty, which is supported by our Values and the 
stringent rules we have in place. 

Governance Report, f rom page 96 

 

Social Matters – Doing the Right Thing, our Code of Conduct, 
helps us put our Values into practice. Our Values 

and Code of  Conduct embody the principles by 
which the Group operates and provide a consistent 
f ramework for responsible business practices. 

– Group Environment Policy 
– Customer Policy 

TCFD and Net Zero Transition 
Plan, Severn Trent Plc Annual 

Report and Accounts 
Corporate Sustainability 
Committee Report, 

Severn Trent Plc Annual Report 
and Accounts  
Directors’ Report, pages 131 to 

134 
Sustainability Report, 
www.severntrent.co.uk 

Stakeholder Engagement, pages 
78 to 87 

Description of 
Principal 
Risks and 
Impact of 
Business 
Activity 

 Our Approach to Risk, f rom page 
59 

Principal Risks, f rom pages 63 
Emerging Risks, f rom page 68 
Our Business Model, pages 6 and 

7 
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Description of 
the Business 
Model 

 Our Business Model, pages 6 and 

7 

Non-Financial 
Key 
Performance 
Indicators 

 Strategic Report, page 3 to 95 
Performance Review pages 19 to 
42 

 

The policies mentioned above form part of Severn Trent’s Group policies, which act as the strategic 
link between our Purpose and Values and how we manage our day-to-day business. During the year, 
the Board determined that the policies remain appropriate, are consistent with the Company’s Values 
and support its long-term sustainable success. 

 

Approval 

This Strategic Report was approved by the Board. 

By order of the Board. 

 

 

 

 

Hannah Woodall-Pagan 

Company Secretary 

12 July 2023
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CHAIR’S INTRODUCTION TO GOVERNANCE 

The last year has seen an increasing number of challenges impacting our sector, our business 
and our customers. The consequences of ongoing geopolitical events, significant increases in 
energy costs and rising inflation and interest rates are set to continue to impact companies and 
communities for some time. We are positioned well to manage these impacts, and the Board and 
Executive Committee are confident that the Company’s adaptability  and agility will ensure we can 
respond to circumstances as they arise, and continue to deliver for our customers and 
communities at a time when they need us most. 

As outlined in my Chair’s Statement, the last 18 months have been some of the most challenging 
in our history and many of those challenges continue – with high inflation driving increases in 
energy costs for customers and companies alike, and the continued impact of geopolitical events. 
Despite these challenges, we have delivered robust operational and resilient financial 
performance for our customers and wider stakeholders. This success depends on our 
commitment to exceptional corporate governance standards, which underpin the confident 
delivery of everything we do. It drives ethical behaviours, informs sound decision making, enables 
the effective running of our business and, ultimately, builds trust. The Board is fully committed to 
open and transparent reporting, and I hope that this is evident in our Annual Report this year. 

I referred to the Board’s review of our Corporate Strategy in my Chair’s Statement, to reflect 
where the business is today and outline the ambitions we have for tomorrow. In line with our 
robust governance framework, the Board will oversee the delivery of this Strategy and hold 
management to account, in order to maintain the Company’s success in the period ahead.  

Evolution of the Board and Executive Team 

Succession planning is a key area of focus for the Board and, during the year, we announced a 
number of significant changes to the composition of our Board, following the retirement of Philip 
Remnant, former Chair of the Remuneration Committee, in November. I would like to thank Philip 
for his dedication and significant and impactful contributions to the Board and Committee 
discussions. Sharmila Nebhrajani has taken on the role of the Severn Trent Plc Remuneration 
Committee Chair and, as such, will introduce her first Directors’ Remuneration Report to 
shareholders this year. I am delighted that Sarah Legg joined the Board as an Independent Non-
Executive Director during the year. Sarah brings significant financial and sustainability experience 
to the Board and I look forward to working with her over the coming years. 

During the year, the Company also announced the planned retirement of James Bowling, our 
Chief Financial Officer of eight years, and Bronagh Kennedy, our Group General Counsel and 
Company Secretary of nearly twelve years. The Board was delighted that, following rigorous 
internal and external search and selection processes, the appointments in relation to both these 
roles, and the subsequent opportunities created on the Executive Committee, were largely made 
from talent within our business. This helps us promote the incredible knowledge and experience 
that has been developed. We are confident that this will contribute to the Company’s continued 
success over the coming years. It also provided the opportunity to recruit an excellent Partner 
from Pinsent Masons, Didar Dhillon, bringing broad experience and a fresh perspective to the 
Executive Committee. Further detail regarding the changes made to our Board and Executive 
Committee can be found in the Severn Trent Plc Nominations Committee Report within the 2-
2022/23 Severn Trent Plc Annual Report and Accounts. 

Listening and responding to our stakeholders 

The Board values feedback from our stakeholders and places significant importance on  
maintaining close relationships with them and responding to their views. We pride ourselves on 
listening and reflecting, before then taking action. Decisions are never taken in isolation; rather 
they are fully discussed and therefore the Board welcomes input from all who can add value to 
those conversations. Further details of how the Board has considered the views and balanced the 
interests of stakeholders is set out in our Section 172 Statement. As a Board, we want our  
stakeholders to hold us to account and therefore need to ensure that they have appropriate 
access to the facts on a range of topics so they can form a balanced opinion. A good example of 
this is our river pledges, which were developed through listening to our customers, local 
communities and campaign groups – who told us how important river quality is to them. The 
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Board shares their passion that our region’s rivers should be the healthiest they can be, and we 
therefore developed our river pledges aimed at protecting and revitalising rivers in our region. 

I am pleased that our commitment to ‘Get River Positive’ has now been embraced by others, 
driving improvements across the sector. You can read about our progress against each of the five 
river pledges on pages 26 to 27 and in our dedicated Get River Positive Annual Report, which is 
published on our website. 

We have also responded to stakeholder feedback in respect of remuneration, and the way in 
which it is linked to performance and particularly in areas that are most important to customers, 
such as the environment. In response to this, in 2022 we linked the river pledges to our 
remuneration structures, through introducing some of the measures into our Annual Bonus 
Scheme – with 8% of every employee’s bonus aligned to their achievement in 2022/23. Whilst we 
have consistently focused on connecting remuneration to environmental outcomes, we recognise 
the strength of external opinion on the performance of the sector and made further changes to 
our Annual Bonus Scheme during the year to strengthen the focus on environmental performance 
– increasing the weighting within our 2023/24 Annual Bonus Scheme of river pledges to 12%, 
and overall environmental measures to 30%. Our Remuneration Policy is designed to incentivise 
exceptional, sector-leading performance for the benefit of customers, communities and the 
environment, and to attract, retain and motivate our Executive Directors. Three-quarters of our 
potential Executive pay is variable in nature, based on stretching targets that are reviewed 
annually by the Remuneration Committee. In this way, we ensure that our Executives are 
rewarded commensurate with their performance, which we believe is more beneficial to all 
stakeholders than removing variable pay opportunity and driving up base pay costs. Further detail 
can be found within the Directors’ Remuneration Report. 

Diversity and inclusion 

The Board recognises the importance of diversity – on the Board itself, throughout the 
organisation, and more widely – and the need to foster an inclusive culture which encourages all 
colleagues to bring their whole selves to work, fulfil their potential and perform at their best. 

We are encouraged by our gender and ethnic diversity representation on the Board – 56% female 
and 22% minority ethnic representation as at 31 March 2023 – but we are not complacent and 
know this needs to be maintained going forwards. We support the targets introduced by the 
Financial Conduct Authority and the transparency of the reporting framework that has been 
developed in this regard, to allow investors and other stakeholders to compare the progress 
being made across the FTSE and drive progress in this important area. We conducted a review 
of our Board Diversity Policy during the year, following which the Policy was amended to cover a 
broader range of diversity characteristics and facilitate open and transparent reporting. 

We have developed a refreshed diversity disclosure this year, which can be found within the 
Severn Trent Plc Nominations Committee Report within the 2022/23 Severn Trent Plc Annual 
Report and Accounts, and we welcome feedback on this. 

I was also personally delighted that Severn Trent was acknowledged as the first FTSE100 
company to appoint women to the positions of Chair, Chief Executive and Chief Financial Officer 
following the announcement of Helen Miles’ appointment as Chief Financial Officer Designate. 
Whilst appointments will only ever be made on merit, we continue to support the increase in 
female appointments to leadership roles across the FTSE and hope that our actions inspire the 
next generation of company leaders. 

Board and Committee effectiveness 

We spent time assessing and considering the effectiveness of the Board and its Committees 
earlier this year through an internally-facilitated Board effectiveness evaluation. The Board was 
pleased by the results of the review, which concluded that the Board, its Committees and 
individual Directors continue to operate effectively. A small number of improvements were 
identified, which will be implemented promptly. You can read more about the evaluation process 
and the outcomes of this year’s review on pages 118 and 119. 
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Looking ahead to AMP8 

With three years of AMP7 now behind us, the Board is spending a great deal of time formulating 
our business plan for AMP8. PR24 will be my first price review process at Severn Trent and I, 
along with my fellow Directors, have invested a significant amount of time preparing for PR24, 
including understanding the way in which the Company can deliver positive customer outcomes, 
greater environmental and social value, drive improvements through efficiency and innovation, 
and increase our focus on the long term. This activity is being informed through deepening our 
understanding of our customers and communities. Individual Directors, and the Board as a whole, 
have spent time engaging with our customers, attending community events and having  
discussions with Severn Trent’s Expert Challenge Panel, ably chaired by Bernard Crump, all to 
ensure that our future plans continue to fulfil our Purpose of ‘taking care of one of life’s 
essentials’. Our draft business plan is well advanced and will be submitted to Ofwat in October 
2023. 

Alongside our PR24 submission, the Board also spent a significant amount of time considering 
key long-term programmes that are inextricably linked to our environment and PR24, such as our 
Drainage and Wastewater Management Plan, Water Resources Management Plan and the 
Water Industry National Environment Programme, to ensure that we have long-term plans in 
place that consider the impacts of population growth, drought, our environmental obligations and 
climate change uncertainty, so we can continue to deliver our essential services for customers 
now and in the long term whilst also transitioning to a net zero world. 

As we look ahead to the next regulatory cycle, I want to thank everyone involved – our 
customers, communities, investors, regulators and suppliers. But above all, thank you to our 
colleagues, for their unfaltering commitment to deliver our Strategy and fulfil our Purpose and 
Values each and every day, and their contribution to the communities they work and live in. 

I look forward to the year ahead with confidence, knowing that our focus on improving services 
for our customers will be delivered through the talent of our people, the financial resilience of our 
business, and our commitment to serving our stakeholders will ensure that we continue to be a 
socially responsible business providing a high quality, essential public service. 

 

Christine Hodgson 

Chair 

12 July 2023 
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CULTURE 
 
The Board places great importance on ensuring that the Company’s culture and Values are 
established throughout the organisation, aligned across directorates and demonstrated 
consistently by everyone who works with us. As such, the Board spends a significant amount of 
time, both inside and outside of Board meetings, engaging with our people through a variety of 
mechanisms. The Board’s participation in the Company Forum (our workforce engagement 
mechanism), review of QUEST engagement results, attendance at our engaging ‘Ask Our Board’ 
session, complemented by a range of site visits throughout the year, are all crucial to informing 
the Board’s understanding of our culture. In addition, the Board recognises the need to foster an 
inclusive culture where all colleagues are able to bring their whole selves to work, fulfil their 
potential and perform at their best. 

Our people are fundamental to our success and form a critical part of us being a trusted 
company. Our people tell us that they work best together, in an environment of collaboration and 
innovation. Our culture of empowerment and accountability, with a focus on skills, talent and 
career development, not only ensures we continue to deliver great performance but also that we 
continue to make Severn Trent a wonderful place to work. This is borne out by our excellent 
QUEST employee engagement score of 8.4 out of 10, putting us in the top 5% of utility 
companies globally. 

Our Values of Having Courage, Embracing Curiosity, Taking Pride and Showing Care are 
brought to life in our culture and are integral to the way we behave and the way we do business. 
Our Values are demonstrated by our people every day as they work tirelessly to deliver our 
essential service. Their commitment is evident in the dedication they show in delivering for our 
customers and communities – 24 hours a day, 365 days a year. Our people are also supported 
by the systems and processes we have in place that enable us to deliver consistent operational 
performance. This consistency has created capacity for our talented people to do even more to 
make a positive difference for all of our stakeholders. 

How the Board monitors and assesses culture 

The Board understands the importance of setting the right tone from the top, with each Director 
leading by example to promote a culture of inclusivity. Great emphasis is placed by the Board on 
ensuring that the Company’s culture is aligned to our Strategy, Purpose and Values. As such, 
one of the Board’s key focus areas is to monitor and assess the culture across the Company. 

The Board recognises the importance of ensuring that the Severn Trent culture celebrates 
diversity and inclusion in all its forms, and embraces individuals’ contributions, no matter what 
their age, gender, race, ethnicity, disability, sexual orientation, social background, religion or 
belief. The Board was pleased that Severn Trent was recognised as a Top 3 FTSE100 company 
for representation of women on the Board in the FTSE Women Leaders Review 2023, in addition 
to being named a Top 25 employer by Stonewall. 

The Board monitors and assesses the culture of the Company by regularly meeting with the 
Executive Committee and management, reviewing the outcomes of employee surveys, engaging 
directly with individual employees throughout the Company, and listening to feedback from our 
stakeholders. We believe that our culture is a unique strength and we see the benefits of this flow 
through into employee engagement, retention and productivity. The Board places great 
importance on employee engagement and regularly reviews its approach, taking into account the 
provisions of the UK Corporate Governance Code 2018. All of these touchpoints with colleagues 
and other stakeholders provide cultural insight that the Board can act upon and factor into its 
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decision making. The table on the next page provides further detail on the activity undertaken 
during the year to assess the Company’s culture.
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BOARD OF DIRECTORS 
 

We have a strong, experienced Board, with a diverse range of professional backgrounds, skills and 

perspectives. The collective experience of the Directors and the diverse skills and experience they 

possess enable the Board to reach decisions in a focused and balanced way, supported by 

independent thought and constructive debate, crucial to ensuring the continued long-term success 

of the Company. Integrity and mutual respect are the cornerstones of relationships between our 

Directors, with a Board dynamic that supports open and honest conversations to ensure decisions 

are taken for the long-term success of Severn Trent in full consideration of the impact on all 

stakeholders. Effective succession planning is enabling the smooth transition of the Chief Financial 

Officer role and will also progress the evolution of the Board over the next few years. 
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BOARD SKILLS 
An effective Board requires the right mix of skills and experience, reflective of individuals from 

varied backgrounds. As demonstrated by their individual biographies our Board members together 

form a diverse and effective team focused on promoting the long-term success of the Company. 

The skills matrix below details some of the key skills and experience that our Board has identified 

as particularly valuable for the effective oversight of the Company and execution of our Strategy, 

and indicates which Directors bring those particular skills to the boardroom. 

The skills matrix is reviewed at least annually to make sure it meets current business needs, today 

and in the future, and is aligned with our strategic priorities, to ensure the Board remains fully 

equipped to deliver our Strategy and Purpose and provide challenge to the experienced and 

knowledgeable Executive Team. This year’s review was undertaken as part of the Board 

Effectiveness evaluation. 
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UK Corporate Governance Code Compliance Statement  

The membership of the Board of Severn Trent Water Limited is the same as that as the listed 

Company, Severn Trent Plc. This structure was implemented in 2007 to make sure that the highest 

standards of corporate governance are applied at the regulated subsidiary level and to foster 

greater visibility and supervision by the Severn Trent Plc Board.  

As a listed company, Severn Trent Plc has applied the provisions of the UK Corporate Governance 

Code (the ‘2018 Code’), for the year ended 31 March 2023. As Severn Trent Water Limited is not 

a listed company it is not required to comply with the 2018 Code. Severn Trent Water Limited 

complies with the 2018 Code. In respect of the Audit and Risk, Remuneration and Nomination 

Committees, the Severn Trent Plc Board Committees operate on behalf of Severn Trent Water 

Limited. Further information in respect of the Audit and Risk and Nomination Committees can be 

found in the 2022/23 Severn Trent Plc Annual Report and Accounts. Severn Trent Water Limited 

also complies with Ofwat’s Principles of board leadership, transparency and governance, to ensure 

the highest standards of governance. We are satisfied that current practices and the application of 

the 2018 Code at both holding company and regulated company levels are entirely consistent with 

Ofwat principles.  

The Code is available on the Financial Reporting Council’s (FRC) website (www.frc.org.uk). For 

the whole of the financial year ended 31 March 2023, Severn Trent Water Limited was compliant 

with the 2018 Code, with the following exceptions:  

1. Audit Committee and Remuneration Committee at Company level  
The Remuneration Committee and Audit Committee at Severn Trent Plc Group level operates on 

behalf of the Company; and  

2. Provisions relating to relations with shareholders  
The Company does not comply with the provisions relating to Relations with Shareholders 

which covers dialogue with Shareholders and Constructive use of the AGM, as it would not be 

appropriate to do so. However, Severn Trent Plc does fully comply with these requirements. 

http://www.frc.org.uk/
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GOVERNANCE FRAMEWORK 

We pride ourselves on having a high-functioning, well-composed, independent and diverse Board 

and being transparent in all that we do. Maintaining the highest standards of governance is integral 

to the successful delivery of our Strategy. Our Governance Framework ensures that the Board is 

effective in both making decisions and maintaining oversight, whilst also adhering to our well-

established culture of Doing the Right Thing. 
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DIVISION OF RESPONSIBILITIES 

As at the date of this report, our Board comprised the Chair, six Independent Non-Executive 

Directors and three Executive Directors. There are clear divisions between Executive and Non-

Executive responsibilities, which ensure accountability and oversight. The roles of Chair and Chief 

Executive are separately held and their responsibilities are well defined, set out in writing in the 

Charter of Expectations, and regularly reviewed by the Board. The Chair and the other Non-

Executive Directors meet routinely without the Executive Directors, and individual Directors meet 

outside formal Board meetings in order to gain first-hand experience of our operations and engage 

with our workforce. The Executive Directors meet weekly as part of the Executive Committee to 

attend to the ongoing management of the Company. Any significant operational and market matters 

are communicated to the Non-Executive Directors on a timely basis outside of Board meetings. 

The Board is supported by the Group Company Secretary, to whom all Directors have access for 

advice and corporate governance services. 
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BOARD MEETINGS 

The Board is committed to maintaining a comprehensive schedule of meetings and a forward 

agenda to ensure its time is used most effectively and efficiently, and it is supported by the Group 

Company Secretary to facilitate this. Flexibility in the programme is important to permit key items 

to be added to any agenda, so that the Board can focus on evolving and important matters at the 

most appropriate time. Board meeting discussions are structured using a carefully tailored agenda 

that is agreed in advance by the Chair, in conjunction with the CEO and Group Company Secretary. 

A typical Board meeting will comprise the following elements: 

– Written reports from the Chairs of our Board Committees on the proceedings of those meetings, 

including the key discussion points and particular matters to bring to the Board’s attention. 

– Following every Company Forum, a report on the topics discussed at the Forum is circulated and 

the Directors who attended that particular Forum add further context at the Board meeting. 

– Performance reports, including: CEO Overview; CFO Review; and Operational Performance 

Reports. 

– Deep dive reports into areas of particular strategic importance, opportunities and risks, to 

evaluate progress, provide insight and, where necessary, decide on appropriate action. Read more 

about some of the topics covered during the year opposite. 

– Legal and governance updates, including: 
– Approval of arrangements for delegated financial authority across the Company; 
– Review of adequacy of Whistleblowing Procedures; and 
– Approval of the Anti-Slavery and Human Trafficking Statement. 

 
Time is set aside at the end of every Board meeting for the Chair to hold an Independent Non-

Executive Director only meeting, where it is considered appropriate, which provides the opportunity 

for discussion on key agenda items and other matters without the Executive Directors and 

management present. On the evening before most scheduled Board meetings, all the Non-

Executive Directors meet either by themselves, or together with just the CEO, or with the entire 

Board and the Group Company Secretary. 

This time is usefully spent enabling Board members to build a rapport with each other and a 

relationship on a personal level, share external views and consider issues impacting the Company, 

resulting in better Board dynamics and decision making.  

The following schematic aims to bring the Board’s rich programme to life. 
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KEY TOPICS CONSIDERED BY THE BOARD IN 2022/23 
 

The Board’s 2022/23 agenda was wide-ranging, with a variety of topics drawn from the Schedule 

of Matters Reserved to the Board, including those related to our Strategy and culture, and overall 

oversight of management and operations. Set out below are examples of topics considered by the 

Board during the year. 
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BOARD LEADERSHIP AND COMPANY PURPOSE 

The Board’s role is to be effective in securing the long‑term success of Severn Trent by ensuring 
the delivery of our Strategy and that its overarching objectives remain aligned with the Company’s 

Purpose and Values. Maintaining the highest standards of governance is integral to this, together 

with ensuring that the Board takes decisions that create sustainable long‑term value for the mutual 
benefit of our shareholders, customers, employees and the communities we serve. 

An effective Board 

The operation of our Board is supported by the collective experience of the Directors and the 

diverse skills and experience they possess. This enables the Board to reach decisions in a focused 

and balanced way, supported by independent thought and constructive debate between the 

Directors. Trust and mutual respect are the cornerstones of relationships between our Directors, 

with a Board dynamic that supports open and honest conversations to ensure decisions are taken 

for the long-term success of Severn Trent in full consideration of the impact upon all stakeholders. 

There is a clear division of responsibilities between the roles of Chair and Chief Executive. To allow 

these responsibilities to be discharged effectively, the Chair and Chief Executive maintain regular 

dialogue outside the boardroom, to ensure an effective flow of information. The Non-Executive 

Directors have direct access to senior management at all times. Informal as well as formal contact 

with the wider business is encouraged to develop a deeper understanding of Severn Trent’s 

operations and this engagement is welcomed. This broadens the Non-Executive Directors’ sources 

of information and enables them to consider the wider impact of any Board decisions on 

stakeholders more broadly. The effectiveness of the Board is reviewed at least annually and 

conducted according to the guidance set out in the 2018 Code and Financial Reporting Council 

(‘FRC’) Guidance on Board Effectiveness.  

Board independence 

The independence of the Board is a matter of utmost importance given the vital role Non-Executive 

Directors play in scrutinising the performance of management and holding individual Executive 

Directors to account against agreed performance objectives. The Chair regularly holds meetings 

with Non-Executive Directors without the Executive Directors or any management present, and 

Non-Executive Directors can obtain independent professional advice, at the Company’s expense, 

in the performance of their duties. All Directors have access to the advice and services of the Group 

Company Secretary, whose appointment and removal is a matter reserved for the Board. 

The independence of our Non-Executive Directors is formally reviewed annually by the Severn 

Trent Plc Nominations Committee, and as part of the Board Effectiveness evaluation. Particular 

focus is applied to Directors who have served over six years on the Board and John Coghlan, has 

been subject to a particularly stringent independence assessment. The Severn Trent Plc 

Nominations Committee and Board consider that there are no business or other circumstances that 

are likely to affect the independence of any Non-Executive Director and that all Non-Executive 

Directors continue to demonstrate independence.  

All of the Non-Executive Directors who served during 2022/23 were considered by the Board to be 

independent for the purposes of the 2018 Code and the Chair was considered to be independent 

upon her appointment. 

Conflicts of interest 

Severn Trent Plc has a Conflicts of Interest Policy in place for all Group companies. Our Board and 

its Committees consider potential conflicts at the outset of every meeting and the Board formally 

reviews the authorisation of any potential conflicts of interest every six months, with any conflicts 
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being recorded in the Conflicts of Interest Register. The Conflicts of Interest Register sets out any 

actual or potential conflict of interest situations which a Director has disclosed to the Board in line 

with their statutory duties and the practical steps that are to be taken to avoid conflict situations. 

When reviewing conflict authorisations, the Board considers any other appointments held by the 

Director as well as the findings of the Board Effectiveness evaluation. Board members hold external 

directorships and other outside business interests and we recognise the significant benefits that 

greater boardroom exposure provides for our Directors. However, we closely monitor the nature 

and number of external directorships our Directors hold in order to satisfy ourselves that any 

additional appointments will not adversely impact their time commitment to their role at Severn 

Trent, and to ensure that all of our Board members remain compliant with applicable shareholder 

advisory groups’ individual guidance on ‘overboarding’. These requirements specify a limit on the 

number of directorships both Executive and Non-Executive Directors are permitted to hold and no 

Directors exceed these guidelines. Our Non-Executive Directors commit sufficient time to 

discharging their responsibilities as Directors of Severn Trent in line with the requirements set out 

in our Charter of Expectations.  

Before committing to an additional appointment, Directors confirm the existence of any potential or 

actual conflicts; that the role will not breach the Company’s overboarding limit; and provide the 

necessary assurance that the appointment will not adversely impact their ability to continue to fulfil 

their role as a Director. Directors are required to obtain formal approval from the Board ahead of 

undertaking any new external appointments and approval was sought during the year in relation to 

external appointments for both Executive and Non-Executive Directors. In each case, the Board  

determined that there would be no impact on the time commitment required for each Director, nor 

on the independence and objectivity required to discharge the agreed responsibilities of each role. 

The resultant position is believed to be consistent with applicable shareholder advisory groups’ 

guidelines on overboarding. 

The Conflicts of Interest Policy continues to be applied practically throughout the year, such as 

considering the potential conflict presented by Directors having roles on other Severn Trent Water 

Group companies. 

 
Schedule of Matters Reserved to the Board 
 
To ensure the Board maintains oversight of the areas material to the delivery of the Company’s 

Strategy and Purpose, the Board undertakes an annual review of the Matters Reserved to the 

Board. The latest review took place in March 2023 and the Board agreed that the Schedule 

contained areas appropriate to require Board involvement, including in relation to strategy, 

structure and capital, financial reporting, controls and communication with stakeholders. The Board 

also reviewed its skills matrix to determine whether any additional skills or development 

opportunities were needed in order for the Board to discharge its duties effectively. The Schedule 

of Matters Reserved to the Board is available on the Severn Trent Plc website. 

 
Strategy 
 
Appropriately evaluated strategic decisions are crucial to help us to deliver our Strategy and 

achieve our Purpose of ‘taking care of one of  life’s essentials’. Responsibility to all of our 

stakeholders for the approval and delivery of  the Company’s Strategy and for creating and 

overseeing the framework to support its delivery sits with the Board. During the year, the Board 

considered and approved the Company’s new Corporate Strategy, further details of which can be 

found within the Strategic Report. As well as standing strategic items at every Board meeting, the 
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Board also holds a dedicated Strategy Day with the Executive Committee to help consider the 

strategic direction of the Company for the short, medium and long term. 

Responsibility for the development and implementation of the Company’s Strategy and overall 

commercial objectives rests with the Chief Executive who is supported by the Executive Committee. 

The Directors present their report and the audited financial statements for the year ended 31 March 

2023. The performance review of the Company can be found within the Strategic Report. This 

provides detailed information relating to the Severn Trent Water 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 2023. 

Stakeholder engagement 

Stakeholder engagement is central to our Strategy and, as such, a detailed disclosure setting out 

stakeholder engagement activity conducted during the year is included in our Strategic Report. The 

Board ensures that the Company engages effectively with its stakeholders and encourages a two-

way dialogue in order that the decisions made by the Board take into account the views of, and 

potential impacts on, stakeholders. Our dedicated Stakeholder Engagement section and Section 

172 Statement respectively set out how the Board has considered and contemplated the interests 

of stakeholders. A detailed overview of the Board’s engagement with our workforce is set out on. 
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COMPOSITION, SUCCESSION AND EVALUATION 

As at the date of this report, our Board comprised the Chair (who was independent on appointment), 

six Independent Non-Executive Directors and three Executive Directors. The details of their career 

backgrounds, relevant skills, Committee membership, tenure and external appointments can be 

found within their individual biographies.  

Board composition 

The Chair, Senior Independent Director and Non-Executive Directors are appointed for a three-

year term. Directors serving over six years on the Board are subject to a particularly rigorous 

review. The current Letters of Appointment are available on the Severn Trent Plc website. 

The composition and effectiveness of the Board is subject to regular review by the Severn Trent 

Plc Nominations Committee which, in particular, considers the balance of skills, tenure, experience 

and independence of the Board, in accordance with the Board Diversity Policy, which is available 

on the Severn Trent Plc website. 

Any new appointments to the Board result from a formal, rigorous and transparent procedure, 

responsibility for which is delegated to the Severn Trent Plc Nominations Committee (although 

decisions on appointments are a matter reserved for the Board). 

The Board and the Severn Trent Plc Nominations Committee have spent a significant amount of 

time considering Board composition during the course of the year to ensure that the Board has the 

right mix of skills and experience, as well as the capability to provide effective challenge and 

promote diversity. 

Directors’ skills and experiences  

An effective Board requires the right mix of skills and experience and, as can be seen from the 

individual biographies and the Board skills matrix, our Board members contribute a diverse range 

of backgrounds, skill sets and experiences that, combined together, produce an effective team, 

focused on promoting the long-term success of the Company. 

The skills matrix is reviewed at least annually to ensure that the right balance of skills and 

experience are in place to enable the effective oversight of the Company and execution of  our 

Strategy. 

Diversity 

A diverse organisation benefits from differences in skills, regional and industry experience, 

background, ethnicity, gender, sexual orientation, religion, belief and age, as well as culture and 

personality. The Board is pleased that Severn Trent is recognised as a leader in this area and 

remains focused on promoting broader diversity and creating an inclusive culture across the 

organisation and including on the Board itself. More details about the Board Diversity Policy and 

how the Company has performed against its Board Diversity Targets in relation to membership of 

the Board and Executive Committee can be found in the Severn Trent Plc Nominations Committee 

Report within the 2022/23 Severn Trent Plc Annual Report and Accounts. 

Development, training and resources  

The environment in which we operate is continually changing. It is therefore important for our 

Executive and Non-Executive Directors to remain aware of recent, and upcoming, developments 

and keep their knowledge and skills up to date, so the composition of the Board continues to 

operate effectively and support delivery of our long-term Strategy. 
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Our Board Effectiveness evaluation process includes training discussions with the Group Company 

Secretary and, as required, we invite professional advisers and subject matter experts to provide 

in-depth updates. These updates are not solely reserved for legislative developments but aim to 

cover a range of strategic issues including, but not limited to, the economic and political 

environment, and environmental, sustainability, technological and social considerations. Our Group 

Company Secretary also provides regular updates to the Board and its Committees on regulatory 

and corporate governance matters. 

The aim of the training sessions is to refresh and expand the Board’s knowledge and skills. In doing 

so, the Directors can contribute to discussions on technical and regulatory matters more effectively. 

The sessions also serve as an opportunity for the Board to discuss strategy and risks with 

management below Executive Committee level and gain further direct insight into our businesses 

and management capability. 

During the year, the Board took part in a number of training and deep dive sessions including in 

relation to PR24, river quality, innovation, resilience in the round and talent management. Directors 

also have access to our online resource library, which is continually reviewed and updated. The 

library includes a Corporate Governance Manual, tailored training and development content, a 

Results Centre and Investor Relations section, and briefings on regulatory topics. It also contains 

a further reading section which covers updates and guidance on changes to legislation and 

corporate governance best practice. 

Board succession 

Along with ensuring an appropriate mix of skills and experiences on the Board as a whole for the 

effective oversight of the Company’s Strategy and operations, the composition of the Board is also 

informed by the need for orderly succession across key Board and Committee roles. 

The Severn Trent Plc Nominations Committee and Board have applied particular focus to this 

important area over the last 18 months and further detail can be found in the Severn Trent Plc 

Nominations Committee Report within the 2022/23 Severn Trent Plc Annual Report and Accounts. 

Induction 

We develop a detailed, tailored induction for each new Non-Executive Director. This includes one-

to-one meetings with the Chair and each of the existing Non-Executive Directors. One-to-one 

meetings are also arranged with the CEO, CFO and the Group Company Secretary, along with 

other members of the Executive Committee and Senior Management Team. New Directors also 

meet members of the operational teams and visit our key sites and capital projects to ensure they 

gain a detailed understanding of the water and waste water businesses, and have a chance to 

experience our unique culture first hand. We provide briefings on the key duties of being a Director 

of a regulated water company and proposed appointees meet with Ofwat ahead of their formal 

appointment. We enhance the Board’s induction programme in light of feedback from new Directors 

and the Board Effectiveness evaluation, for example, the introduction of the Board buddy scheme. 

 

SARAH LEGG’S INDUCTION 

MEMBER OF: 

– Severn Trent Plc Audit and Risk Committee 

– Severn Trent Plc Corporate Sustainability Committee 

– Severn Trent Plc Nominations Committee 
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– Severn Trent Plc Treasury Committee 

The Board welcomed Sarah Legg during the year, and her extensive induction programme covered 

a range of areas across the business. Along with a detailed overview of the water sector and the 

regulatory requirements we operate under, Sarah attended a number of sessions covering topics 

including governance, stakeholder engagement and the environment. The sessions were a mix of 

virtual and physical meetings, including visits to a range of operational sites. 

Additional areas of focus for Sarah’s induction were matters pertinent to her role on the Board 

Committees. For her role on the Severn Trent Plc Audit and Risk Committee, this included receiving 

an overview of the current risks faced by the Severn Trent Group, regulatory finance model, risk 

management framework, Internal Audit programme and internal control processes, and an 

overview of the Group’s AMP7 funding strategy in relation to her role on the Treasury Committee. 

In relation to her membership of the Corporate Sustainability Committee, Sarah undertook a series 

of deep dives in relation to the Group’s Sustainability Strategy and net zero commitments. A high-

level overview of the induction process is set out below. 
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EVALUATION 

Our annual Board evaluation provides the Board, and its 

Committees, with an opportunity to consider and reflect on the 

quality and effectiveness of its decision making, the range and 

level of discussion, and for each member to consider their own 

contribution and performance. 

This year, the review was facilitated internally by the Group 

Company Secretary, who is well placed as an independent 

sounding board to the process. Meetings took place during 

February and March 2023, and key themes were shared with 

the Board and Severn Trent Plc Nominations Committee along 

with a 2023 action plan. 

An externally-facilitated evaluation was conducted by 

Independent Board Evaluation in 2020/21 and the next 

externally-facilitated evaluation will be scheduled for 2023/24 

in accordance with the 2018 Code provision that the Company 

should undertake an externally facilitated Board Effectiveness 

evaluation at least every three years. 
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Chair’s performance 
 

The Senior Independent Director, Kevin Beeston, carried out a review of the performance of the 

Chair, which included meeting with the Non-Executive Directors without the Chair being present. 

The consolidated feedback, which was wholly positive in nature, was discussed with the Chair and 

subsequently reported to the Severn Trent Plc Nominations Committee and Board. The review 

confirmed that the Chair continued to demonstrate strong leadership and commitment, highlighting 

her expert management of the Board succession process during the year. It was concluded that 

the Chair promoted a culture of inclusivity, openness and debate, ensuring that views from others 

were sought before expressing her own perspective. As such, meetings were constructive and 

focused, and Directors received accurate, timely and clear information in advance. 

Board members confirmed that the Chair devoted sufficient time to the role, including in relation to 

building good relationships with key stakeholders, and in all respects met the requirements of the 

2018 Code. 

John Coghlan’s independence 

John Coghlan will have served on the Board for nine years in May 2023. The Board is satisfied that 

John continues to demonstrate independent character, judgment and objectivity. Continual 

monitoring of his independence and performance will be undertaken over his remaining tenure. 

The Board, taking into account the provisions set out in the 2018 Code, considered that John 

remained independent notwithstanding the fact he would be serving for a period of more than nine 

years and concluded that there were no relationships or circumstances likely to impair his judgment. 

This was based on a number of factors, including: 

– John’s strong record in making objective decisions and holding management to account, 
and remaining willing and able to do so; 

– His clear independence demonstrated in terms of his participation at meetings with 
management and his interactions with stakeholders including the External Auditor; 

– His arm’s-length approach to dealing with Executive Directors and continued challenge of 
management where appropriate; 

– The fact that none of John’s external directorship appointments conflicted or potentially 
conflicted with those of the Company; and 

– The broader composition of the Board, including the fact that no other Non-Executive 
Director had a tenure in excess of nine years. 

 

Effectiveness of Board Committees 

The Board places significant reliance both on its Committees and the Severn Trent Plc Committees 

by delegating a broad range of responsibilities and issues to them. It therefore remains crucial that 

effective links are maintained between the Committees and the Board, not least as it is 

impracticable for all Independent Non-Executive Directors to be members of all the Committees. 

Mechanisms are in place to facilitate these links, including ensuring that there are no gaps or 

unnecessary duplications between the remit of  each Committee and overlapping membership 

between Board Committees where necessary. Each Committee has its own Terms of Reference, 

which are reviewed annually, and the Board receives a written summary of each of the Committee’s 

meetings along with oral updates at the Board, where appropriate. 

The effectiveness of the Board Committees is therefore an important part of the evaluation and, 

along with each respective Committee, the Board also monitors any Committee-related 

recommendations that arise from the review. 
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Overall, Board members are fully satisfied that the governance and controls in place are working 

well and give the Board the visibility it needs to carry out its oversight duties. Each Committee 

remains effective in providing the Board with the support it has requested.  

External appointments 

It is imperative that Directors have sufficient time to meet their responsibilities of providing 

constructive challenge and strategic guidance, and holding management to account. Approvals 

were sought from the Board during the year for Directors’ additional roles and due consideration 

was given to any potential conflicts of interest and ability to devote sufficient time to Severn Trent 

Plc before consent was granted. 

A further review of each Director’s time commitment was undertaken as part of the evaluation, with 

full consideration given to the number of external positions held by the Executive and Non-

Executive Directors, including the time commitment required for each. The Severn Trent Plc 

Nominations Committee, in considering the Continuing Office of Directors, did not identify any 

instances of overboarding and confirms that all individual Directors have sufficient time to commit 

to their appointment as Directors of Severn Trent Water Limited.
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Directors’ Remuneration Report 
 
The Executive Directors of Severn Trent Water Limited mirror those of Severn Trent Plc and, 

consequently, it is not possible to separate the remuneration received solely for their services to 

Severn Trent Water Limited. Therefore, the Remuneration Report that follows is a summary of the 

Remuneration Report found in the 2022/23 Severn Trent Plc Annual Report and Accounts which 

is available on the Severn Trent Plc website.  

The Severn Trent Plc Remuneration Committee (the ‘Committee’) sets the Remuneration Policy 

(the ‘Policy’) for Executive Directors and other senior executive managers, taking into account the 

Company’s strategic objectives over the short and long term and the external market. At the 2021 

AGM held on 8 July 2021 we received overwhelming shareholder support for the Policy, with 

99.66% approval. The full Policy can be found on the Severn Trent Plc website and on pages 145 

to 153 of the 2021 Directors’ Remuneration Report. 

 
The Committee addresses the need to balance risk and reward. The Committee monitors the 

variable pay arrangements to take account of risk levels, ensuring an emphasis on long-term and 

sustainable performance. The Committee believes that the incentive schemes are appropriately 

managed, and that the choice of performance measures and targets does not encourage undue 

risk taking by the Executives, so that the long-term performance of the business is not compromised 

by the pursuit of short-term value. The schemes incorporate a range of internal and external 

performance metrics, measuring both operational and financial performance over differing and 

overlapping performance periods, providing a rounded assessment of overall Company 

performance. More detail on how the Committee has satisfied itself, over the course of the year, 

that a fair and consistent approach is applied to both the remuneration of the Executive Directors 

and the wider workforce can be found on pages 141 to 163 of the 2022/23 Severn Trent Plc Annual 

Report and Accounts.  

Directors’ remuneration and annual bonus scheme 
Remuneration for Executive Directors comprises the following elements: 
 

• base salary and benefits;  
• pension arrangements; 

• annual bonus; and 

• long term incentive plan. 
 
As outlined in the 2022/23 Severn Trent Plc Annual Report and Accounts, the Non-Executive Chair, 
Christine Hodgson, and independent Non-Executive Directors, do not participate in the Company’s 
incentive arrangements, i.e. annual bonus or share plans.  
 
Base salaries and benefits  
Base salaries for individual Directors are reviewed annually by the Committee and normally take 

effect from 1 July. Salaries are set with reference to individual performance, experience and 

contribution, together with developments in the relevant employment market (having regard to 

similar roles in publicly quoted companies of a comparable size (currently FTSE51-150 excluding 

financial services) and practice in other water companies), company performance, affordability, 

wider economic environment and internal relativities. 

In addition to base salary, Executive Directors receive a benefits package which contractually 
includes a green travel allowance (formerly car allowance, changed to recognise the use of public 
transport and introduction of our electric vehicle car scheme), membership of a defined contribution 
pension scheme or cash allowance in lieu, family level private medical insurance, life assurance, 
personal accident insurance, health screening and incapacity benefits scheme. Executive Directors 
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may also take advantage of the Severn Trent flexible benefit scheme, which is open to all 
employees.   
 
Annual Bonus 2022/23 
The annual bonus is designed to encourage improved financial and operational performance, and 
to align the interests of Directors with shareholders through the partial deferral of payment in 
shares. When implementing the 2022/23 all-employee annual bonus scheme it was determined 
that it would continue to use the elements and weightings agreed with shareholders, with the target 
bonus of 60% of salary remaining unchanged. 

Bonuses are based on customer, financial and operational performance. Half of the bonus is paid 
in cash and half in shares which vest after three years (with the value of any dividends to be rolled 
up and paid on vesting).  

Malus and clawback mechanisms also apply to allow the recoupment within three years of the 

payment of the cash bonus or the grant of deferred shares in the event of financial misstatement, 
error in the calculation or gross misconduct. 

 

Annual bonus performance is measured over a single financial year. An annual bonus was 
awarded of 46.2% of salary for both the Chief Executive Officer and the Chief Financial Officer. 

Annual bonus payments to Executive Directors are not pensionable. However, in recognition of 
strength of public opinion, customers did not fund Executive Director bonuses, and instead they 
were charged to and paid by Severn Trent Plc. The Directors bonuses are based on Group 
numbers, there is no bonus payable on any Severn Trent Water only numbers.  
 

The table below shows a summary of the metrics and targets which were used to determine the 
annual bonus awards, together with the actual performance achieved: 

Measure Weighting 

% Total 
award 

Threshold 

(0% 
payable) 

Target 

(50% 
payable) 

Stretch 

(100% 
payable) 

Actual 
Performance 

Outcome 

% Total 
award 

Group PBIT  49% £497.1m 
£522.0m £547.0m 

£508.8m 11.5% 

Customer ODIs (i) 35% £45.0m £55.0m £65.0m £35.5m 12.0% 

Health and Safety  (ii) 8% 0.18 0.14 0.10 0.11 7.0% 

River Health (iii) 8% Various 8.0% 

(i) Our ODIs are grouped into categories. The outcome achieved reflects in -year performance across all three ODI 
categories, and the outturn represents significant outperformance in one of the three categories. Total reported ODIs of 
£53m also include £17.5m of end of AMP ODIs for work and milestones already delivered. 
(ii) Measured as number of lost time incidents divided by number of hours worked by multiplied by 100,000. 
(iii) Measured by specific River Health deliverables, see below for more detail.  

 

The below chart is a breakdown of the River Health element of the bonus, shown in the chart above 

River Health element 

 

Weighting 

% Total 
award 

Threshold 

(0% 
payable) 

Target 

(50% 
payable) 

Stretch 

(100% 
payable) 

Actual 
Performance 

Outcome 

% Total 
award 

Reduction in Combined 

Sewer Overf lows 

(‘CSO’) activations 
4% 24.4 23.7 23.0 18.4 4.0% 
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Reduction in Reasons 

for Not Achieving Good 

Status (‘RNAGS’) 
4% 50 70 90 90 4.0% 

 
The 4% relating to RNAGS is underpinned by a binary bathing river quality milestones measure. 
This was achieved in full. 
 
Further comment on our overall performance during the financial year can be found in the Chief 
Executive’s review. 
 

Base Salary  

The CEO and former CFO’s salary will increase by 3.0% from 1 July 2023, further detail can be 

found on page 149 of the 2022/23 Severn Trent Plc Annual Report and Accounts. 

Annual Bonus 2023/24 
 
Over the last year the focus on environmental performance of water companies has intensified, 

particularly in relation to how it links to Executive pay outcomes. Whilst the Committee is confident 

that we already have strong links between environmental performance and pay, with 20% of the 

existing annual bonus linked to environmental measures, we believe it is appropriate to go further 

and make the link between environmental performance and remuneration even stronger and more 

direct.  

In April 2023, the Committee approved an increase to the weighting of the river health element 

from 8% to 12% and the creation of a specific section of the annual bonus for the 4* Environmental 

Performance Assessment (‘EPA’) rating equating to 5% of the total. This means that, from 2023/24, 

30% of the annual bonus will be linked to measures relating specifically to environmental measures 

and river health.  

The Committee shared these proposals with 30 of our largest shareholders, which are aligned with 

the Policy and will apply to our bonus structure from the 2023/24 financial year onwards. 

The annual bonus performance measures and weightings for the 2023/24 financial year will 

therefore be as follows:  

• Group Profit Before Interest & Tax – 40% 
• Customer and Environment ODIs – 35% 

o Improve the environment we live in (13%) 
o Minimise disruption to customers (11%) 
o Prevent failure in our network and our sites (11%) 

• River Health – 12% 

• EPA rating – 5% 

• Health and Safety (Lost Time Incidents) – 8%  

 

The maximum bonus opportunity will remain at of 120% of salary in 2023/24. 

The Committee considers the forward-looking performance targets to be commercially sensitive 

and has, therefore, determined not to disclose them in advance. Details of the targets used will be 

disclosed in next year’s Remuneration Report. 

Long Term Incentive Plan 
Executive Directors may also participate in the Severn Trent Plc Long Term Incentive Plan (‘LTIP’) 
which is designed to encourage strong and sustained improvements in financial performance, in 
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line with the Company’s strategy, and long-term shareholder returns. Under this plan, conditional 
awards of performance shares are made to Directors up to an annual maximum limit and vest after 
three years. The value of dividends paid on the shares comprising the award will be rolled up and 
paid on vesting.  

Malus and clawback mechanisms apply to allow the recoupment of incentive awards within three 
years of vesting in the event of financial misstatement, an error in calculating the level of vesting 
or gross negligence, fraud or gross misconduct. 

 
LTIP vesting 
The standard element of the 2020 LTIP award measures the Company’s performance against 
RoRE set by Ofwat’s Final Determination (‘FD’). Over the three-year performance period of the 
2020 LTIP, the Company achieved a RoRE of 1.95x against the target of 1.39x the base RoRE 
return.  

This results in full vesting of the standard element of the 2020 LTIP award, which is equivalent to 
75% of maximum for the total 2020 LTIP award for the CEO, and 66.7% of maximum for the CFO. 
A two-year post vesting holding period will also apply. The Committee has reviewed the vesting of 
the award to consider potential windfall gains and concluded that, subject to final share price on 
vesting, there has not been any windfall gain. For more details on how the Committee assessed 
this, please see page 148 of the 2022/23 Severn Trent Plc Annual Report and Accounts. 

Vesting under the UQ element of the 2019 LTIP award was only known at the end of July 2022 
when comparable statistics for the other WaSCs were published. This meant that the LTIP single 
figure value reported for 2021/22 did not include the UQ element of the 2019 LTIP award. We 
now know that Severn Trent achieved UQ performance, and therefore the UQ element of the 2019 
LTIP award is included in the 2022/23 single figure for the CEO and CFO. 

Further details can be found in the 2022/23 Severn Trent Plc Annual Report and Accounts.  
 
2021, 2022 and 2023 LTIP Awards 

Awards granted from 2021 include a second performance measure related to sustainability, 
specifically our net zero carbon ambition, incorporating our Sustainability Framework within the 
LTIP. RoRE remains the primary measure with a weighting of 80% whilst the sustainability measure 
has a weighting of 20% and focus on our public commitment to net-zero carbon emissions by 2030 
as part of our Triple Carbon Pledge. 

Further details can be found on pages 144 and 151 in the 2022/23 Severn Trent Plc Annual Report 
and Accounts. 

The grant levels for the 2023 LTIP awards remain unchanged at 200% of base salary for the Chief 
Executive Officer and 150% of base salary for the Chief Financial Officer.  

Assessment of performance in the round 

In overseeing remuneration outcomes, the Committee ensures that performance is assessed in the 
round through a number of lenses, to incorporate a variety of stakeholder perspectives. This 
assessment examines whether formulaic incentive outcomes are appropriate in the context of 
overall business performance for customers, the environment and wider stakeholders. It also 
considers other factors, including regulatory investigations, environmental compliance beyond the 
measures contained in the incentive schemes, health and safety performance, treatment of the 
wider workforce and societal matters. such as support for our local communities.  

We have demonstrated again this year that we are one of the sector’s leading performers:  

- We are confident in achieving EPA 4* in the Environment Agency’s annual assessment for the 
fourth consecutive year.  
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- 79% of our ODI measures are green, including those that measure leakage, pollutions and water 
quality complaints.  

- In November 2022 we launched our Societal Strategy, with the objective of helping up to 100,000 
people in our region, giving them improved chances in life and tackling the underlying causes of 
poverty.  

- There were two significant weather-related events in 2022/23, with the hot weather over the 
summer and the freeze-thaw event in December. Because of the learnings from events in 2018 
and the proactive measures we put in place, we delivered a marked improvement in our 
performance. 

Further detail on the Committee’s assessment of performance in the round can be found on 
page 148 of the 2022/23 Severn Trent Plc Annual Report and Accounts. 

Following the Committee’s assessment of these factors in the performance in the round, no 

discretion has been exercised to override the formulaic outturn of either the 2022/23 annual 
bonus or the standard element of the 2020 LTIP award.  

The Committee believes that the outcomes of the annual bonus and LTIP are both appropriate 

and reflective of the Company’s broader performance over their respective performance 
periods, and that the Policy has operated as intended. Annual bonus performance is measured 

over a single financial year. An annual bonus was awarded of 46.2% of salary for both the 
Chief Executive Officer and the Chief Financial Officer. Annual bonus payments to Executive 

Directors are not pensionable. However, in recognition of strength of public opinion, customers 

did not fund Executive Director bonuses, and instead they were charged to and paid by our 
Ultimate Parent Company, Severn Trent Plc. 

Shareholding guidelines 

The Policy includes mandatory shareholding requirements as a percentage of salary for the 

Executive Directors, which are 300% for the CEO and 200% for the CFO. Since meeting these 

shareholding levels in 2019, the Executive Directors have continued to build significant 

shareholdings (1,309% for the CEO and 828% for the CFO) and have retained, except in the case 

of statutory tax and National Insurance deductions, all Company shares acquired as a result of 

discretionary awards vesting or options being exercised under the Company’s share plans. The 

Executive Directors have also increased their shareholdings further through personal share 

purchases. Further details can be found in the 2022/23 Severn Trent Plc Annual Report and 

Accounts. 
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Directors’ report 

The Directors’ Report for the year ended 31 March 2023 comprises pages 131 to 134 of this report, 

together with the sections of the Annual Report incorporated by reference. The Governance Report 

set out on pages 96 to 130 is incorporated by reference into this report and, accordingly, should be 

read as part of this report. As permitted by legislation, some of the matters required to be included 

in the Directors’ Report have instead been included in the Strategic Report on pages 1 to 95, as 

the Board considers them to be of strategic importance. 

Specifically, these are: 

– the Performance Review on pages 19 to 42, which provides detailed information relating to 
the Company, its business model and strategy, operation of its businesses, future 
developments and the results and financial position for the year ended 31 March 2023; 

– future business developments (throughout the Strategic Report); 
– details of the Company’s policy on addressing the Principal Risks and uncertainties facing 

the Company, which are set out in the Strategic Report on pages 59 to 77; 
– information on the Severn Trent Water Group’s greenhouse gas (‘GHG’) emissions for the 

year ended 31 March 2023 on pages 44 to 48;  
– how we have engaged with our people and stakeholders on pages 78 to 87; 
– business relationships (throughout the Strategic Report); and 
– the Section 172 Statement on pages 88 to 92. 

 

Principal activity 

The principal activity of the Company is to treat and provide water and remove waste water in the 

UK. Details of the principal joint venture, associated and subsidiary undertakings of the Company 

as at 31 March 2023 are shown in note 18 to the financial statements. 

Dividends 

Information relating to the payment of dividends can be found in note 13 to the financial statements. 

Areas of operation 

During the course of 2022/23, the Company had activities and operations in the UK. 

 

Directors and their interests 

Biographies of the Directors currently serving on the Board are set out on pages 101 to 104. 
Details of Directors’ service contracts are set out in the Directors’ Remuneration Report from 
page 126. The Board has a documented process in place in respect of conflicts. 
 
Insurance and indemnities 

The Company maintains Directors’ and Officers’ liability insurance in respect of legal action that 
might be brought against its Directors and Officers. As permitted by the Company’s Articles of 
Association (the ‘Articles’), and to the extent permitted by law, the Company indemnifies each of 
its Directors and other Officers against certain liabilities that may be incurred as a result of  their 
positions with the Severn Trent Group. The indemnities were in force throughout the tenure of 
each Director during the last financial year and are currently in force. 
 
Severn Trent Plc does not have in place any indemnities for the benefit of the External Auditor. 
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Employees 

The average number of employees within the Company is shown in note 7 to the financial 
statements. Severn Trent Plc believes a diverse and inclusive workforce is a key factor in being a 
successful business. Through our diversity and equal opportunities policy, the Company seeks 
to ensure that every employee, without exception, is treated equally and fairly and that all 
employees are aware of their responsibilities. This means more than ensuring that we do not 
discriminate in any way – we want to create and maintain an inclusive culture which reflects a 
diverse population. Severn Trent believes that no one should be hurt or made unwell by what we 
do.  We did not experience any major safety incidents and there were no fatalities during the 
year. 
 
We are an equal opportunities employer and welcome applications from all individuals, including 
those with a disability. We are fully committed to supporting applications made by disabled 
persons and make reasonable adjustments to their environment where possible (having regard to 
their particular aptitudes and abilities). We are also responsive to the needs of our employees. As 
such, should any employee become disabled during their time with us, we will actively re-train 
that employee and make reasonable adjustments to their environment where possible, in order 
to keep them in employment with us. 
 
All our training, promotion and career development processes are in place for all our employees 
to access, regardless of their gender, ethnicity, age or disability. The provision of occupational 
health programmes is of crucial importance to Severn Trent with the aim of keeping our  
employees fit, healthy and well. We also provide expert counselling support across a wide range 
of issues through our employee assistance programme. Additional information on our diversity 
aims and progress can be found on pages 31 to 35. 
 
Employee engagement 
 
Due to our commitment to transparent and best practice reporting, we have included the sections 
on our people on pages 28 to 40 of the Strategic Report, as the Board considers these 
disclosures to be of strategic importance and they are therefore incorporated into the 
Directors’ Report by cross reference. Pages 28 to 40 and 81 to 83 demonstrate how the 
Directors have engaged with employees and how they have had regard to employee interests 
and the effect of that regard including the principal decisions taken by the Company during the 
financial year. 
 
Business relationships 
 
Pages 78 and 87 demonstrate how the Directors have had regard to key stakeholders and how 
the effect of that regard had influenced the principal decisions taken by the Company during the 
financial year. The Board considers its Section 172 Statement to be of strategic importance and 
is therefore incorporated into the Directors’ Report by cross reference. 
 
Research and development 
 
Innovative use of existing and emerging technologies will continue to be crucial to the successful 
development of new products and processes for the Group and our products must continue to 
deliver value for customers. 
 
Internal controls 
 

Further details of our internal control framework can be found in the Severn Trent Plc Audit and 
Risk Committee Report within the Severn Trent Plc Annual Report and Accounts.  
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Treasury management 
 
Details on our Treasury Policy and management are set out in the Chief Financial Officer’s 
Review on pages 50 to 58. 
 
Post balance sheet events 
 
Details of post balance sheet events are set out in note 39 to the financial statements. 
 
Capital structure 
Details of the Company’s issued share capital and of the movements during the year are shown 
in note 28 to the Company financial statements. The Company has one class of ordinary shares 
which carries no right to fixed income. Each share carries the right to one vote at General 
Meetings of the Company. The issued nominal value of the ordinary shares is 100% of the total 
issued nominal value of all share capital. 
 
There are no specific restrictions on the size of a holding or on the transfer of shares, which are 
both governed by the general provisions of the Articles and prevailing legislation. The Directors 
are not aware of any agreements between holders of the Company’s shares that may result in 
restrictions on the transfer of securities or on voting rights. 
 
With regard to the appointment and replacement of Directors, the Company is governed by its 
Articles, the 2018 Code, the Companies Act 2006 and related legislation. The Articles may be 
amended by Special Resolution of the shareholders. The powers of Directors are described in the 
Severn Trent Water Matters Reserved to the Board document and the Articles, both of which can 
be found on our website. Under the Articles, the Directors have authority to allot ordinary shares.  
 
Change of control 
There are a number of agreements that take effect after, or terminate upon, a change of control 
of the Company, such as commercial contracts, bank loan agreements, property lease 
arrangements and employee share plans. None of these are considered to be significant in terms 
of their likely impact on the business of the Group as a whole. There are no agreements between 
the Company and its Directors or employees that provide for compensation for loss of office or 
employment because of a takeover bid. 
 
Contributions for political and charitable purposes 
Donations to charitable organisations during the year amounted to £5,603,000 (2021/22: 
£5,055,786). Donations are principally given to charities whose projects align closely with our aim 
to promote the responsible use of water resources and waste water services which provide the 
opportunity for longer-term partnerships. In addition, we provide donations to employee 
nominated charities through a matched funding scheme and health and safety reward schemes. 
 
We are also committed to supporting WaterAid, the UK’s only major charity dedicated to 
improving access to safe water, hygiene and sanitation in the world’s poorest countries. You can 
read more about the work of our Community Fund in our dedicated Community Fund Report, 
which can be found on our website. 
 
Severn Trent’s policy is not to make any donations for political purposes in the UK, or to donate 
to EU political parties or incur EU political expenditure. Accordingly, neither Severn Trent Water 
nor its subsidiaries made any political donations or incurred political expenditure in the financial 
year under review. 
 
Supplier payment policy 
Individual operating companies within the Severn Trent Water Group are responsible for 
establishing appropriate policies with regard to the payment of their suppliers, in accordance with 
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the Prompt Payment Code (‘PPC’) and, as such, prompt payment policies are reviewed on a 
regular basis. 
 
The companies agree terms and conditions under which business transactions with suppliers are 
conducted. It is Company policy that provided a supplier is complying with the relevant terms and 
conditions, including the prompt and complete submission of all specified documentation,  
payment will be made in accordance with agreed terms. It is also Company policy to ensure that 
suppliers know the terms on which payment will take place when business is agreed. 
 
For the payment practices reporting period ended 31 March 2023, the average time to pay 
for Severn Trent Water Limited was 31 days. 
 
Relevant audit information 
The Directors confirm that: 

– so far as each of them is aware, there is no relevant audit information of which the 
Company’s Auditor is unaware; and 

– each of them has taken all the steps that they ought to have taken as a Director to make 
themselves aware of any relevant audit information and to establish that the Company’s 
Auditor is aware of that information. 

 
This confirmation is given and should be interpreted in accordance with the provisions of section 
418 of the Companies Act 2006. 
 
External Auditor 
Having carried out a review of its effectiveness during the year, details of which can be found in 
the Severn Trent Plc Audit and Risk Committee Report within the 2022/23 Severn Trent Plc 
Annual Report and Accounts, the Severn Trent Plc Audit and Risk Committee has recommended 
to the Board the reappointment of Deloitte LLP. Deloitte LLP indicated its willingness to continue 
as Auditor. The Severn Trent Plc Audit and Risk Committee will also be responsible for 
determining the audit fee on behalf of the Board. 
 
Carbon footprint 
We have committed to achieving net zero operational carbon emissions by 2030, building on our 
long track record of making year-on-year reductions in our emissions. We also committed to 
generating or procuring 100% renewable energy and moving our fleet to 100% electric vehicles 
by 2030, where available. 
 
The Board considers environmental matters to be of strategic importance and therefore relevant 
information contained in our Net Zero Transition Plan and TCFD disclosure within our Severn 
Trent Plc Annual Report and Accounts 2022/23 and page 43 to 49 is incorporated into the 
Directors’ Report by cross reference. 
Our TCFD disclosure includes our annual report on GHG emissions along with details of our 
energy consumption across the Severn Trent Water Group and how we manage energy use. 
 
Annual Performance Report of Severn Trent Water Limited 
The Annual Performance Reports for Severn Trent Water Limited will be made available on its 
website in due course. 
 
 
 
 
 
Hannah Woodall-Pagan 
Company Secretary 
12 July 2023 
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Directors’ responsibility statement 
 
The Directors are required to prepare the Group financial statements in accordance with United 
Kingdom adopted International Financial Reporting Standards (‘IFRSs’), and have elected to 
prepare the Company financial statements in accordance with United Kingdom Generally 
Accepted Practice (United Kingdom Accounting Standards and applicable law) including FRS 101 
‘Reduced Disclosure Framework’. 
 
Under company law, the Directors must not approve the Annual Report and financial statements 
unless they are satisfied that they give a true and fair view of the state of affairs of the Company 
and of the profit or loss of the Company for the year. 
 
In preparing the parent company financial statements, the Directors are required to: 

– select suitable accounting policies and then apply them consistently; 
– make judgments and accounting estimates that are reasonable and prudent; 
– state whether applicable UK Accounting Standards have been followed, subject to any 

material departures disclosed and explained in the financial statements; and 
– prepare the financial statements on the going concern basis unless it is  inappropriate to 

presume that the Company will continue in business. 
 
In preparing the Group financial statements, International Accounting Standard 1 requires that 
Directors: 

– properly select and apply accounting policies; 
– present information, including accounting policies, in a manner that provides relevant, 

reliable, comparable and understandable information; 
– provide additional disclosures when compliance with the specific requirements in IFRSs 

are insufficient to enable users to understand the impact of particular transactions, other 
events and conditions on the entity’s financial position and financial performance; and 

– make an assessment of the Company’s ability to continue as a going concern. 
 
The Directors are responsible for keeping adequate accounting records that are sufficient to show 
and explain the Company’s transactions and disclose with reasonable accuracy at any time the 
financial position of the Company and enable them to ensure that the financial statements comply 
with the Companies Act 2006. They are also responsible for safeguarding the assets of the 
Company and hence for taking reasonable steps for the prevention and detection of fraud and 
other irregularities. 
 
The Directors are responsible for the maintenance and integrity of the corporate and financial 
information included on the Company’s website. Legislation in the UK governing the preparation 
and dissemination of financial statements may differ from legislation in other jurisdictions. 
 
Each of the Directors confirm that to the best of their knowledge: 

– the financial statements, prepared in accordance with the relevant financial reporting 
framework, give a true and fair view of the assets, liabilities, financial position and profit or 
loss of the Company and the undertakings included in the consolidation taken as a whole; 

– the Strategic Report includes a fair review of the development and performance of the 
business and the position of the Company and the undertakings included in the 
consolidation taken as a whole, together with a description of the Principal Risks and 
uncertainties that they face; and 

– the Annual Report and financial statements, taken as a whole, are fair, balanced and 
understandable, and provide the information necessary for shareholders to assess the 
Company’s position and performance, business model and strategy. 

 
This responsibility statement was approved by the Board of Directors on 23 May 2023 and is 
signed on its behalf by order of the Board: 



 

136 

 

 
 
Christine Hodgson 
Chair 
12 July 2023 
 
 

 
 
Helen Miles 
Chief Financial Officer 
12 July 2023 
 
 



SEVERN TRENT 
WATER LIMITED 

Report on the audit of the financial statements 

1. Opinion 

In our opinion: 

 the financial statements of Severn Trent Water Limited parent c ) and its subsidiaries (the 
g ) give a true and fair view of the state of the g and of the parent c affairs as at 31 
March 2023 and of the g profit for the year then ended; 

 the group financial statements have been properly prepared in accordance with United Kingdom adopted 
international accounting standards; 

 the parent company financial statements have been properly prepared in accordance with United 
educed 

 

 the financial statements have been prepared in accordance with the requirements of the Companies Act 
2006. 

We have audited the financial statements which comprise: 

 the group income statement; 
 the group and company statements of comprehensive income; 
 the group and company statements of changes in equity; 
 the group and company balance sheets; 
 the group cash flow statement; and 
 the related notes 1 to 42 of the group and company financial statements. 

The financial reporting framework that has been applied in the preparation of the group financial statements 
is applicable law and United Kingdom adopted international accounting standards. The financial reporting 
framework that has been applied in the preparation of the parent company financial statements is applicable 

Kingdom Generally Accepted Accounting Practice). 

2. Basis for opinion 
We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and 

responsibilities for the audit of the financial statements section of our report.  

We are independent of the group and the parent company in accordance with the ethical requirements that 

ave fulfilled our other ethical responsibilities in accordance with these 
requirements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
opinion. 

 



3. Summary of our audit approach 

Key audit matters The key audit matters that we identified in the current year were: 

 valuation of the provision of household trade receivables in Severn Trent Water 
Limited; and   

 classification of capital programme expenditure in Severn Trent Water Limited. 

Within this report, key audit matters are identified as follows: 

 

 Similar level of risk 

Materiality The materiality that we used for the audit of the group financial statements is 
£17.5m (2022: £13.8m). This materiality has been established with regards to a 
number of metrics and equates to 3.6% (2022: 2.8%) of profit before interest and 
tax. 

Scoping Our scoping has resulted in 97% (2022: 96%) net operating assets, 
100% (2022: over 95%) of revenue and and 99% (2022: 91%) of profit before 
interest and tax, being subject to audit testing. 

Significant changes 
in our approach 

The materiality benchmark has been updated in the current year from profit before 
tax adjusted for gains/(losses) from financial instruments and exceptional items, 
used in the prior year. The change in the benchmark is reflective of the size and 
scale of the business.  

4. Conclusions relating to going concern 
In auditing the 
accounting in the preparation of the financial statements is appropriate. 

g parent c ability to continue to adopt 
the going concern basis of accounting included: 
 

 assessment of level of committed 
undrawn facilities including the £1.3 billion revolving credit and bilateral facilities and the sufficiency 
of headroom available in the forecasts (cash and covenants); 

 assessing the assumptions used in the cash flow forecasts for consistency with Board approved budgets 
and future plans for AMP (Asset Management Plan) 7 and performing a sensitivity analysis relating to 
these assumptions; 

 testing the arithmetic accuracy of the model used to prepare the cash flow forecasts and assessing 
the sophistication of the model used to prepare the forecasts; 

 assessing the impact of risks and uncertainties on the business model and medium-term risks;  
 assessing the consistency of management  going concern forecasts with those of Severn Trent Plc; 

and 
 a

assessment. 
 
Based on the work we have performed, we have not identified any material uncertainties relating to events 
or conditions that, individually or collectively, may cast significant doubt on the group's and parent c
ability to continue as a going concern for a period of at least twelve months from when the financial 
statements are authorised for issue. 

In relation to the reporting on how the group has applied the UK Corporate Governance Code, we have 

about whether the directors considered it appropriate to adopt the going concern basis of accounting. 



Our responsibilities and the responsibilities of the directors with respect to going concern are described in 
the relevant sections of this report. 

5. Key audit matters 
Key audit matters are those matters that, in our professional judgement, were of most significance in our 
audit of the financial statements of the current period and include the most significant assessed risks of 
material misstatement (whether or not due to fraud) that we identified. These matters included those which 
had the greatest effect on: the overall audit strategy, the allocation of resources in the audit and directing 
the efforts of the engagement team. 

These matters were addressed in the context of our audit of the financial statements as a whole, and in 
forming our opinion thereon, and we do not provide a separate opinion on these matters. 

5.1. Valuation of the provision of household trade receivables in Severn Trent Water Limited   

Key audit matter 
description 

Severn Trent Water supplies water to residential customers in the UK and the 
provision represents the portion of household customers who do not, or cannot, 
pay their bills. Management makes estimates regarding the expected future loss 
rate for current receivables when calculating the appropriate level of bad debt 
provision. 

As at 31 March 2023, the provision recorded was £127.6m (2022: £128.3m) which 
 future impact of external economic 

Limited.   

balance based on the historical cash collection of debt invoiced seven to nine years 
ago, which is considered by management to be representative of collection risk on 
whole population of household debtors. This historical collection performance is 
then adjusted for actual current cash collection. The final step is to adjust the 
provision for future economic conditions, for which management has considered 
the correlation between forecast cash collection and gross disposable household 
income (GDHI).   

The key audit matter is focussed on the appropriateness of the assumption that 
the experience of debt invoiced seven to nine years ago is a reasonable expectation 
for the determination of lifetime expected credit losses under IFRS 9 Financial 
Instruments, and whether the assumptions used in determining the impact of 
forecast decreases in GDHI on the expected credit loss are appropriate. Due to the 
high degree of estimation uncertainty associated with the recoverability of 
household trade receivables, we have determined that there was a potential for 
fraud through possible manipulation of this balance. 

The bad debt provision is discussed in note 2o) and note 20 to the financial 
statements. Management has included this as a key source of estimation 
uncertainty in note 4b) to the financial statements. 

How the scope of our 
audit responded to the 
key audit matter 

Our procedures to address the key audit matter included the following: 

 obtaining an understanding of relevant controls over the determination of 
the bad debt provision, including over the supporting data and 
assumptions;  
 

 testing the completeness and accuracy of the data included within the bad 
debt provision calculation; 
 



 testing the allocation of cash received in the current year to debt aged 
between seven and nine years; 

 use of data analytics to reconcile the debtor ageing for each debt category 
used in the bad debt provision model using source data from the billing 
system; 

 evaluating the reasonableness of economic data (both forecast and 
historical) used within the calculation, and performing a sensitivity 
analysis; 

 evaluating 
debt provision and challenging whether this represents lifetime expected 
credit loss, including review of cash collection data and historical trends; 
and 
 

 assessing the appropriateness of the disclosures provided relating to the 
key assumptions, and the range of sensitivities disclosed.  

Key observations We are satisfied that the assumptions applied in assessing the expected credit 
losses, are reasonable and 
has been appropriately calculated using relevant data, in accordance with IFRS 9. 

 

5.2. Classification of capital programme expenditure in Severn Trent Water Limited   

Key audit matter 
description 

Severn Trent Water has a substantial capital programme which was agreed with 
the regulator ('Ofwat') and therefore incurs significant expenditure in relation to 
the development and maintenance of both infrastructure and non-infrastructure 
assets. 
 
As the determination of whether expenditure is capitalised or expensed in the 

key audit matter relating to the overstatement of capital expenditure, whether 
caused by c
or by incorrect application of this guidance. Due to the level of judgement 
involved, we have determined that there was a potential for fraud through 
possible manipulation of this balance. 
 
During the year, Severn Trent Water Limited has invested £713.3 million (2022: 
£565.0 million) in capital expenditure projects out of the total group additions of 
£868.1 million (2022: £689.3 million) disclosed in note 16. Severn Trent Water 
Limited spent a further £223.2 million (2022: £194.1 million) on infrastructure 
maintenance expenditure out of the total group expenditure of £233.2 million 
(2022: £198.2 million) disclosed in note 6. 
 
Management has included this as a critical accounting judgement in note 4a) to 
the financial statements. 

How the scope of 
our audit responded 
to the key audit 
matter 

Our procedures to address the key audit matter included the following: 
 

 assessing policy and implementation guidance to 
understand any changes in the current year and to determine compliance with 
the relevant accounting standards; 
 

 testing the relevant controls related to classification of capital programme 
expenditure; 
 



 obtaining an understanding of, and testing, relevant controls over the 
application of the policy regarding expenditure incurred on projects within the 
capital programme during the year; and 
 

 for a sample of projects, assessing whether the capitalisation policy has been 
applied to the costs incurred by reviewing the business cases, making direct 
enquiries of project managers, and inspecting invoices.  

Key observations 
the prior financial year. We are satisfied that management has applied its 
capitalisation policy and implementation guidance appropriately in determining the 
expenditure to be capitalised. 

 

6. Our application of materiality 
 

6.1. Materiality 

We define materiality as the magnitude of misstatement in the financial statements that makes it probable 
that the economic decisions of a reasonably knowledgeable person would be changed or influenced. We use 
materiality both in planning the scope of our audit work and in evaluating the results of our work. 

Based on our professional judgement, we determined the materiality of the financial statements as a whole 
as follows: 

 Group financial statements Parent Company financial statements 

Materiality £17.5 million (2022: £13.8 million) £16.0 million (2022: £12.9 million) 

Basis for 
determining 
materiality 

The current year materiality has been 
established with regards to a number of 
metrics and equates to 3.6% (2022: 2.8%) 
of profit before interest and tax. 

The current year materiality has been 
established with regards to a number of 
metrics and equates to 3.1% (2022: 6.0%) 
of profit before interest and tax. 

Rationale for 
the 
benchmark 
applied 

We consider profit before interest and tax to be the most relevant benchmark to measure 
the performance of the group and parent company. 

The increase in materiality in 2023 represents a change from the 2022 benchmark to a 
measure which is reflective of the size and scale of the business. 

 
6.2. Performance materiality 

We set performance materiality at a level lower than materiality to reduce the probability that, in aggregate, 
uncorrected and undetected misstatements exceed the materiality for the financial statements as a whole.  

 Group financial statements Parent Company financial statements 

Performance 
materiality 

70% (2022: 70%) of group materiality 70% (2022: 70%) of parent company 
materiality  

Basis and 
rationale for 
determining 
performance 
materiality 

The factors we considered in setting performance materiality at 70% of group and parent 
company materiality included: 

 The overall quality of the control environment and that we were able to rely on 
controls in certain of the g  

  



 The small number and low value of uncorrected misstatements identified in 
previous audits. 

6.3. Error reporting threshold 

We agreed with the Audit and Risk Committee that we would report to the Committee, all audit differences 
in excess of £0.9 million (2022: £0.7 million), as well as differences below that threshold that, in our view, 
warranted reporting on qualitative grounds. We also reported to the Audit and Risk Committee on disclosure 
matters that we identified when assessing the overall presentation of the financial statements. 

7. An overview of the scope of our audit 
 

7.1. Identification and scoping of components 

Our audit was scoped by obtaining an understanding of the group and its environment, including group-wide 
controls, and assessing the risks of material misstatement at the group level. 

The parent company and Severn Trent Utilities Finance Plc were subject to full statutory audits using 
component materiality of £16.0 million (2022: £12.9 million) and £15.4 million (2022: £12.4 million), 
respectively and together account for 97% (2022: 96%) of the group's net operating assets and 100% 
(2022: over 95%) of revenue and 99% (2022: 91%) of profit before interest and tax, being subject to audit 
testing. Audit work to respond to the risks of material misstatement was performed directly by the group 
audit engagement team.  

At the group level we also tested the consolidation process and carried out analytical procedures to confirm 
our conclusion that there were no significant risks of material misstatement of the aggregated financial 
information of the remaining components not subject to full scope audit procedures.   

7.2. Our consideration of the control environment 

The group uses SAP, a financial accounting software platform, in the parent company and Severn Trent 
Utilities Finance plc component where we have performed full scope audits. 

With the involvement of our Information Technology specialists, we obtained an understanding of, and relied 
on, relevant General Information Technology Controls within the g
platform, including access controls, change management controls and controls around segregation of duties. 

We also tested and relied on the relevant controls in respect of household and non-household revenue and 
classification of capital programme expenditure which are supported by the g al accounting 
software platform. We tested the relevant controls on a sample basis by either observing or reperforming 
each step of the control and obtaining the relevant supporting evidence. 

 
7.3. Our consideration of climate-related risks  

The group has assessed the risk and opportunities relevant to climate change and has included the risk as a 
principal risk as set out on page 67, consistent with previous years. This included assessing the potential 
impact of the material risks and opportunities and its Net Zero Transition Plan on both the current balance 
sheet position and its accounting policies.  

risks and impact on the financial statements. We also considered climate change within our audit risk 
assessment process in conjunction with our assessment of the balances and did not identify any additional 
risks of material misstatement.  

With the involvement of our ESG specialists, we:  

o evaluated the financial statement disclosures to assess whether climate risk assumptions 
underpinning specific account balances were appropriately disclosed; and 

o read the climate change-related statements (as disclosed in the Strategic Report) and 
considered whether there are any material inconsistencies with the financial statements and 
our knowledge obtained in the audit. 



8. Other information 
The other information comprises the information included in the annual report other than the financial 

contained within the annual report.  

Our opinion on the financial statements does not cover the other information and, except to the extent 
otherwise explicitly stated in our report, we do not express any form of assurance conclusion thereon. 

Our responsibility is to read the other information and, in doing so, consider whether the other information 
is materially inconsistent with the financial statements or our knowledge obtained in the course of the audit, 
or otherwise appears to be materially misstated. 

If we identify such material inconsistencies or apparent material misstatements, we are required to 
determine whether this gives rise to a material misstatement in the financial statements themselves. If, 
based on the work we have performed, we conclude that there is a material misstatement of this other 
information, we are required to report that fact. 

We have nothing to report in this regard. 

9. Responsibilities of directors 

preparation of the financial statements and for being satisfied that they give a true and fair view, and for 
such internal control as the directors determine is necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error. 

In preparing the financial statements, the directors are responsible for assessing the g parent 
c
and using the going concern basis of accounting unless the directors either intend to liquidate the group or 
the parent company or to cease operations, or have no realistic alternative but to do so. 

10.  
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are 

our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted 
in accordance with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can 
arise from fraud or error and are considered material if, individually or in the aggregate, they could 
reasonably be expected to influence the economic decisions of users taken on the basis of these financial 
statements. 

A further description of our responsibilities for the audit of 
website at: www.frc.org.uk/auditorsresponsibilities  

11. Extent to which the audit was considered capable of detecting 
irregularities, including fraud 

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design 
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect of 
irregularities, including fraud. The extent to which our procedures are capable of detecting irregularities, 
including fraud is detailed below.  

11.1. Identifying and assessing potential risks related to irregularities 

In identifying and assessing risks of material misstatement in respect of irregularities, including fraud and 
non-compliance with laws and regulations, we considered the following: 



 the nature of the industry and sector, control environment and business performance including the 
design of the g
and performance targets; 

 the g
error that was approved by the board on 20 February 2023;  

 results of our enquiries of management, internal audit, the directors and the Audit and Risk 
Committee about their own identification and assessment of the risks of irregularities, including those 
that are specific to the ;  

 any matters we identified having obtained and reviewed the g
and procedures relating to: 
o identifying, evaluating and complying with laws and regulations and whether they were aware of 

any instances of non-compliance; 
o detecting and responding to the risks of fraud and whether they have knowledge of any actual, 

suspected or alleged fraud; and 
o the internal controls established to mitigate risks of fraud or non-compliance with laws and 

regulations.  
 the matters discussed among the audit engagement team and relevant internal specialists, including 

tax, valuations, pensions, treasury and IT, regarding how and where fraud might occur in the 
financial statements and any potential indicators of fraud. 

As a result of these procedures, we considered the opportunities and incentives that may exist within the 
organisation for fraud and identified the greatest potential for fraud in the following areas:  

 valuation of the provision of trade receivables in Severn Trent Water Limited; and 
 classification of capital programme expenditure in Severn Trent Water Limited. 

In common with all audits under ISAs (UK), we are also required to perform specific procedures to respond 
to the risk of management override. 

We also obtained an understanding of the legal and regulatory framework that the group operates in, focusing 
on provisions of those laws and regulations that had a direct effect on the determination of material amounts 
and disclosures in the financial statements. The key laws and regulations we considered in this context 
included the UK Companies Act, pensions and tax legislation.  

In addition, we considered provisions of other laws and regulations that do not have a direct effect on the 

avoid a material penalty. These included the licence conditions imposed by The Water Services Regulation 
Authority (Ofwat). 

11.2. Audit response to risks identified 

As a result of performing the above, we identified the valuation of the provision of trade receivables in Severn 
Trent Water Limited and the classification of capital programme expenditure in Severn Trent Water Limited 
as key audit matters related to the potential risk of fraud.  The key audit matters section of our report 
explains the matters in more detail and also describes the specific procedures we performed in response to 
those key audit matters.  

In addition to the above, our procedures to respond to risks identified included the following: 

 reviewing the financial statement disclosures and testing to supporting documentation to assess 
compliance with provisions of relevant laws and regulations described as having a direct effect on 
the financial statements;  

 enquiring of management, the Audit and Risk Committee, in-house legal counsel concerning actual 
and potential litigation and claims; 

 performing analytical procedures to identify any unusual or unexpected relationships that may 
indicate risks of material misstatement due to fraud; 

 reading minutes of meetings of those charged with governance, reviewing internal audit reports and 
reviewing correspondence with HMRC, Ofwat, and other regulatory authorities;  



 in addressing the risk of fraud through management override of controls, testing the appropriateness 
of journal entries and other adjustments; assessing whether the judgements made in making 
accounting estimates are indicative of a potential bias; and evaluating the business rationale of any 
significant transactions that are unusual or outside the normal course of business. 

We also communicated relevant identified laws and regulations and potential fraud risks to all engagement 
team members including internal specialists, and remained alert to any indications of fraud or non-
compliance with laws and regulations throughout the audit. 

Report on other legal and regulatory requirements 

12. Opinions on other matters prescribed by the Companies Act 2006 

In our opinion, based on the work undertaken in the course of the audit: 

 the information given in 
the financial statements are prepared is consistent with the financial statements; and 

 the Strategic R icable legal 
requirements. 

In the light of the knowledge and understanding of the group and the parent company and their environment 
obtained in the course of the audit, we have not identified any material misstatements in the Strategic Report 
or the Direc  

13. Corporate Governance Statement 

Based on the work undertaken as part of our audit, we have concluded that each of the following elements 
of the Corporate Governance Statement is materially consistent with the financial statements and our 
knowledge obtained during the audit:  

 the director
accounting and any material uncertainties identified set out on page 77; 

 sment 
covers and why the period is appropriate set out on pages 69 to 77; 

 the directors' statement on fair, balanced and understandable set out on page 135; 
 risks 

set out on pages 63 to 68; and 
 the section of the annual report that describes the review of effectiveness of risk management and 

internal control systems set out on pages 61 to 62. 

As disclosed on page 104, the directors do not consider provision 26 of the UK Corporate Governance Code 
to be applicable to the company, and therefore the Corporate Governance Statement does not have a section 
describing the work of the Audit and Risk committee. 

14. Matters on which we are required to report by exception 
 

14.1. Adequacy of explanations received and accounting records 

Under the Companies Act 2006 we are required to report to you if, in our opinion: 

 we have not received all the information and explanations we require for our audit; or 
 adequate accounting records have not been kept by the parent company, or returns adequate 

for our audit have not been received from branches not visited by us; or 
 the parent company financial statements are not in agreement with the accounting records and 

returns. 



We have nothing to report in respect of these matters. 

14.2.  

remuneration have not been made. 

We have nothing to report in respect of this matter. 

15. Use of our report 
This report is made solely to the parent c
Part 16 of the Companies Act 2006. Our audit work has been undertaken so that we might state to the 
parent c and for 
no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to 
anyone other than the parent company and the parent c
for this report, or for the opinions we have formed.  

 
 
 
Jacqueline Holden FCA (Senior statutory auditor) 
 
For and on behalf of Deloitte LLP 
 
Statutory Auditor 
 
London, United Kingdom 
 
12 July 2023 
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2023 

 
2022 

 Note £m £m 

Turnover    5 1,965.9 1,808.9 

Operating costs before charge for bad and doubtful debts    6 (1,460.1) (1,293.3) 

Charge for bad and doubtful debts  (23.1) (24.8) 

Total operating costs  (1,483.2) (1,318.1) 

Profit before interest and tax  482.7 490.8 

Finance income    9 84.9 55.7 

Finance costs   10 (440.2) (314.7) 

Net finance costs  (355.3) (259.0) 

Net gains on financial instruments   11 61.6 52.8 

Profit on ordinary activities before taxation  189.0 284.6 

Current tax   12 0.5 7.1 

Deferred tax excluding exceptional deferred tax   12 (33.8) (67.8) 

Exceptional deferred tax   12 ‒ (289.2) 

Taxation on profit on ordinary activities  (33.3) (349.9) 

Profit/(loss) for the year  155.7 (65.3) 
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  Group  Company 

 2023 2022  2023 2022 

 £m £m  £m £m 

Profit/(loss) for the year 155.7 (65.3)  126.2 (76.4) 

Other comprehensive (loss)/income      

Items that will not be reclassified to the income statement:      

Net actuarial (losses)/gains (241.2) 188.4  (241.2) 188.2 

Deferred tax on net actuarial losses/gains 60.3 (47.1)  60.3 (47.1) 

Deferred tax arising on rate change ‒ 7.1  ‒ 7.8 

 (180.9) 148.4  (180.9) 148.9 

Items that may be reclassified to the income statement:      

(Losses)/gains on cash flow hedges (4.8) 51.9  (4.8) 51.9 

Deferred tax on losses/gains on cash flow hedges 1.2 (12.3)  1.2 (12.3) 

Amounts on cash flow hedges transferred to the income statement 4.9 7.1  4.9 7.1 

Deferred tax on transfer to the income statement (1.2) (1.8)  (1.2) (1.8) 

 0.1 44.9  0.1 44.9 

Other comprehensive (loss)/income for the year (180.8) 193.3  (180.8) 193.8 

Total comprehensive (loss)/income for the year (25.1) 128.0  (54.6) 117.4  
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  Equity attributable to owners of the Group   

   

Share 
capital 

Share 
premium 

Hedging 
reserve 

Retained 
earnings Total 

Non-
controlling 

interests 
Total 

equity 

 Note £m £m £m £m £m £m £m 

At 1 April 2021  1.0 ‒ (71.6) 2,778.1 2,707.5 10.6 2,718.1 

Loss for the year  ‒ ‒ ‒ (65.3) (65.3) ‒ (65.3) 

Net actuarial gains 26 ‒ ‒ ‒ 188.4 188.4 ‒ 188.4 

Deferred tax on net actuarial gains 12 ‒ ‒ ‒ (47.1) (47.1) ‒ (47.1) 

Gains on cash flow hedges  ‒ ‒ 51.9 ‒ 51.9 ‒ 51.9 
Deferred tax on gains on cash flow 
hedges 12 ‒ ‒ (12.3) ‒ (12.3) ‒ (12.3) 
Amounts on cash flow hedges 
transferred to the income statement 11 ‒ ‒ 7.1 ‒ 7.1 ‒ 7.1 
Deferred tax on transfer to the 
income statement 12 ‒ ‒ (1.8) ‒ (1.8) ‒ (1.8) 

Deferred tax arising on rate change 12 ‒ ‒ ‒ 7.1 7.1 ‒ 7.1 

Total comprehensive income for the 
year  ‒ ‒ 44.9 83.1 128.0 ‒ 128.0 

Proceeds from shares issued  0.3 249.7 ‒ ‒ 250.0 ‒ 250.0 

Share options and LTIPs 35 ‒ ‒ ‒ 8.0 8.0 ‒ 8.0 
Deferred tax on share based 
payments 12 ‒ ‒ ‒ 4.7 4.7 ‒ 4.7 

Distributions in the year 13 ‒ ‒ ‒ (355.1) (355.1) ‒ (355.1) 

At 31 March 2022  1.3 249.7 (26.7) 2,518.8 2,743.1 10.6 2,753.7 

Profit for the year  ‒ ‒ ‒ 155.7 155.7 ‒ 155.7 

Net actuarial losses 26 ‒ ‒ ‒ (241.2) (241.2) ‒ (241.2) 

Deferred tax net actuarial losses 12 ‒ ‒ ‒ 60.3 60.3 ‒ 60.3 

Losses on cash flow hedges  ‒ ‒ (4.8) ‒ (4.8) ‒ (4.8) 
Deferred tax on loss on cash flow 
hedges 12 ‒ ‒ 1.2 ‒ 1.2 ‒ 1.2 
Amounts on cash flow hedges 
transferred to the income statement 11 ‒ ‒ 4.9 ‒ 4.9 ‒ 4.9 
Deferred tax on transfer to the 
income statement 12 ‒ ‒ (1.2) ‒ (1.2) ‒ (1.2) 

Total comprehensive loss for the 
year  ‒ ‒ 0.1 (25.2) (25.1) ‒ (25.1) 

Share options and LTIPs 35 ‒ ‒ ‒ 9.2 9.2 ‒ 9.2 
Deferred tax on share based 
payments 12 ‒ ‒ ‒ 0.2 0.2 ‒ 0.2 

Reserves transfer 30 ‒ ‒ 26.2 (26.2)  ‒ ‒ ‒ 

Dividends paid 13 ‒ ‒ ‒ (428.0) (428.0) ‒ (428.0) 

At 31 March 2023  1.3 249.7 (0.4) 2,048.8 2,299.4 10.6 2,310.0  
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Equity attributable to owners of the Company 
  

   

Share 
capital 

Share 
premium 

Hedging 
reserve 

Retained 
earnings Total equity 

 Note £m £m £m £m £m 

At 1 April 2021  1.0 ‒ (71.6) 2,793.9 2,723.3 

Loss for the year  ‒ ‒ ‒ (76.4) (76.4) 

Net actuarial gains 26 ‒ ‒ ‒ 188.2 188.2 

Deferred tax on net actuarial gains 12 ‒ ‒ ‒ (47.1) (47.1) 

Gains on cash flow hedges  ‒ ‒ 51.9 ‒ 51.9 

Deferred tax on gains on cash flow hedges 12 ‒ ‒ (12.3) ‒ (12.3) 
Amounts on cash flow hedges transferred to the income 
statement 11 ‒ ‒ 7.1 ‒ 7.1 

Deferred tax on transfer to the income statement 12 ‒ ‒ (1.8) ‒ (1.8) 

Deferred tax arising on rate change 12 ‒ ‒ ‒ 7.8 7.8 

Total comprehensive income for the year  ‒ ‒ 44.9 72.5 117.4 

Proceeds from shares issued  0.3 249.7 ‒ ‒ 250.0 

Share options and LTIPs 35 ‒ ‒ ‒ 8.0 8.0 

Deferred tax on share based payments 12 ‒ ‒ ‒ 4.7 4.7 

Distributions in the year 13 ‒ ‒ ‒ (420.0) (420.0) 

At 31 March 2022  1.3 249.7 (26.7) 2,459.1 2,683.4 

Profit for the year  ‒ ‒ ‒ 126.2 126.2 

Net actuarial losses 26 ‒ ‒ ‒ (241.2) (241.2) 

Deferred tax on net actuarial losses 12 ‒ ‒ ‒ 60.3 60.3 

Losses on cash flow hedges  ‒ ‒ (4.8) ‒ (4.8) 

Deferred tax on gains on cash flow hedges 12 ‒ ‒ 1.2 ‒ 1.2 
Amounts on cash flow hedges transferred to the income 
statement 11 ‒ ‒ 4.9 ‒ 4.9 

Deferred tax on transfer to the income statement 12 ‒ ‒ (1.2) ‒ (1.2) 

Total comprehensive loss for the year  ‒ ‒ 0.1 (54.7) (54.6) 

Share options and LTIPs 35 ‒ ‒ ‒ 9.2 9.2 

Deferred tax on share based payments 12 ‒ ‒ ‒ 0.2 0.2 

Reserves transfer 30 ‒ ‒ 26.2 (26.2)  ‒ 

Dividends paid 13 ‒ ‒ ‒ (428.0) (428.0) 

At 31 March 2023  1.3 249.7 (0.4) 1,959.6 2,210.2  
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Group Company 

2023 2022 2023 2022 

Note £m £m £m £m 

Non-current assets 

Goodwill 14 63.5 63.5 1.1 1.1 

Other intangible assets 15 155.1 145.3 150.8 141.1 

Property, plant and equipment 16 10,278.2 9,780.2 10,129.1 9,629.3 

Right-of-use assets 17 120.0 119.8 501.4 518.6 

Investments 18 1,603.8 1,564.0 1,997.7 1,957.8 

Derivative financial instruments 19 82.3 31.2 82.3 31.2 

Trade and other receivables 20 159.9 228.3 254.9 324.1 

Retirement benefit surplus 26 ‒ ‒ ‒ 81.4 

12,462.8 11,932.3 13,117.3 12,684.6 

Current assets 

Inventory 11.7 9.0 11.7 9.0 

Trade and other receivables 20 712.8 576.7 714.6 578.4 

Current tax receivable 4.2 ‒ 13.1 2.7 

Derivative financial instruments 19 0.5 27.6 0.5 27.6 

Cash and cash equivalents 9.4 77.8 7.1 75.6 

738.6 691.1 747.0 693.3 

Current liabilities 

Borrowings 22 (312.7) (264.1) (331.7) (280.5) 

Trade and other payables 24 (750.3) (648.6) (744.8) (640.9) 

Current tax payable ‒ (4.1) ‒ ‒ 

Provisions for liabilities 27 (47.2) (33.3) (47.2) (33.3) 

(1,110.2) (950.1) (1,123.7) (954.7) 

Net current liabilities (371.6) (259.0) (376.7) (261.4) 

Total assets less current liabilities 12,091.2 11,673.3 12,740.6 12,423.2 

Non-current liabilities 

Borrowings 22 (6,759.8) (6,134.0) (7,716.7) (7,097.3) 

Derivative financial instruments 23 (10.9) (40.7) (10.9) (40.7) 

Trade and other payables 24 (1,458.6) (1,320.6) (1,458.6) (1,320.5) 

Deferred tax 25 (1,247.2) (1,273.9) (1,241.8) (1,268.5) 

Retirement benefit obligation 26 (278.6) (137.6) (76.3) ‒ 

Provisions for liabilities 27 (26.1) (12.8) (26.1) (12.8) 

(9,781.2) (8,919.6) (10,530.4) (9,739.8) 

Net assets 2,310.0 2,753.7 2,210.2 2,683.4 

Equity 

Called up share capital 28 1.3 1.3 1.3 1.3 

Share premium account 29 249.7 249.7 249.7 249.7 

Hedging reserve 30 (0.4) (26.7) (0.4) (26.7) 

Retained earnings 2,048.8 2,518.8 1,959.6 2,459.1 

Equity attributable to owners of the company 2,299.4 2,743.1 2,210.2 2,683.4 

Non-controlling interests 10.6 10.6 ‒ ‒ 

Total equity 2,310.0 2,753.7 2,210.2 2,683.4 

The profit for the year for Severn Trent Water Limited Company is £126.2 million (2022: loss of £76.4 million). 

Signed on behalf of the Board who approved the accounts on 12 July 2023. 

Christine Hodgson Helen Miles 

Chair Chief Financial Officer 
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Company Number 02366686 

 
 
 

  
 
 
1 Intercompany loans issued to ultimate parent have been presented as investing cash flows in 2022/23 as these amounts relate 
to loans made to other parties as defined as investing by IAS 7. These were presented as financing cash flows in prior periods. 
Comparatives have been restated increasing investing cash outflows by £174.0m and decreasing financing cash outflows by the 
same amount. 
 
 
  
 
 

 
 

 

  2023 2022 

    Note £m £m 

Cash generated from operations 36 748.3 856.2 

Tax received 36 6.1 62.5 

Tax paid 36 (13.9) (1.2) 

Net cash generated from operating activities  740.5 917.5 

Cash flow from investing activities    

Purchases of property, plant and equipment  (669.4) (596.3) 

Purchases of intangible assets and goodwill  (39.7) (36.0) 

Proceeds on disposal of property, plant and equipment  11.8 11.3 

Intercompany loans repaid from/(issued to) ultimate parent1  71.7 (174.0) 

Interest received  7.5 2.7 

Net cash from investing activities  (618.1) (792.3) 

Cash flow from financing activities    

Interest paid  (205.4) (178.2) 

Interest element of lease payments  (3.5) (3.8) 

Principal elements of lease payments  (11.4) (9.4) 

Dividends paid to shareholders of the parent  (428.0) (150.0) 

Payments for swap terminations  (11.1) ‒ 

Proceeds from swap terminations  ‒ 5.6 

Repayments of borrowings  (880.5) (485.3) 

New loans raised  1,351.4 501.0 

Issue of shares  ‒ 250.0 

Issue of Intercompany loans raised with ultimate parent  ‒ 3.5 

Net cash flow from financing activities  (188.5) (66.6) 

Net movement in cash and cash equivalents  (66.1) 58.6 

Cash disposed with Hafren Dyfrdwy  ‒ (0.6) 

Net cash at the beginning of the year   70.1 12.1 

Net cash and cash equivalents at end of the year  4.0 70.1 

Cash and cash equivalents  9.4 2.8 

Bank overdrafts  (5.4) (7.7) 

Short term deposits  ‒ 75.0 

Net cash and cash equivalents at end of the year  4.0 70.1 
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1 General information 

The Severn Trent Water Group includes Severn Trent Water Limited and its subsidiary companies. 

Severn Trent Water Limited is a company incorporated and domiciled in the United Kingdom. The address of its registered 
office is Severn Trent Centre, 2 St John's Street, Coventry, CV1 2LZ. 

2 Accounting policies 

a) Basis of preparation 

The financial statements have been prepared on the going concern basis (see Strategic report on page 77) under the historical 
cost convention, except for the revaluation of financial instruments including derivatives (refer to accounting policy notes), and 
accounting for the transfer of assets from customers (refer to accounting policy note i). 

i) Group financial statements 

The consolidated financial statements have been prepared in accordance with international accounting standards in conformity 
with the requirements of the Companies Act 2006 and United Kingdom adopted International Financial Reporting Standards.  

ii) Company financial statements 

The Company financial statements have been prepared in accordance with United Kingdom Accounting Standards and comply 
with the Companies Act 2006. The Company meets the definition of a qualifying entity as defined in FRS 100 'Application of 
Financial Reporting Requirements’ accordingly the Company has elected to apply FRS 101, ‘Reduced Disclosure Framework'. 

Therefore the recognition and measurement requirements of United Kingdom International Financial Reporting Standards have 
been applied, with amendments where necessary in order to comply with Companies Act 2006 and The Large and Medium-
sized Companies and Groups (Accounts and Reports) Regulations 2008 (SI 2008/410) as the parent company financial 
statements are Companies Act 2006 accounts. 

As permitted by FRS 101, the Company has taken advantage of the disclosure exemptions available under that standard in 
relation to statement of cash flows, share based payment, financial instruments, capital management, presentation of 
comparative information in respect of certain assets, standards not yet effective and related party transactions. Where required, 
equivalent disclosures are given in the consolidated financial statements and also where required, equivalent disclosures are 
given in the group accounts of Severn Trent Plc. The group accounts of Severn Trent Plc are available to the public and can be 
obtained as set out in note 42. 

As permitted by Section 408 of the Companies Act 2006, no profit and loss account is presented for the parent company. The 
profit for the year is disclosed in the statement of comprehensive income, the statement of changes in equity and the balance 
sheet. 

The key accounting policies for the Group and the parent company are set out below and have been applied consistently except 

where indicated. Where policies are specific to the Group or to the Company this is set out in the relevant policy. 

b) Basis of consolidation 

The consolidated financial statements include the results of Severn Trent Water Limited and its subsidiaries. Results are 
included from the date of acquisition or incorporation and excluded from the date of disposal.  

Subsidiaries are consolidated where the Group has the power to control a subsidiary. 

Non-controlling interests in the net assets of subsidiaries are identified separately from the Group’s equity. Non-controlling 
interests consist of the amount of those interests at the date of the original business combination and the non-controlling 
interests' share of changes in equity since that date.  

Transactions between the Company and its subsidiaries have been eliminated on consolidation and are not included within the 
Group financial statements.  

The Directors believe that the whole of the company’s activities constitute one single segment and no other segment analysis 

has been reported in these financial statements. 

On 31 March 2022 the Company transferred its ownership of the entire share capital of Hafren Dyfrdwy Cyfyngedig to its 
immediate parent, Severn Trent Draycote Limited through completion of a dividend in specie. 

c) Revenue recognition 

Revenue includes turnover and interest income. 

Turnover represents the fair value of consideration receivable, excluding value added tax, trade discounts and intercompany 
sales, in the ordinary course of business for goods and services provided. 

Turnover is not recognised until the service has been provided to the customer. 

Water and waste water revenue is recognised when the service is provided and includes an estimate of the amount of mains 
water and waste water charges unbilled at the year end. The accrual is estimated using a defined methodology based upon a 
measure of unbilled water consumed by tariff, which is calculated from historical billing information. 
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Amounts received from developers for diversions activity is recognised as turnover when the service to divert the infrastructure 
has been completed. 

2 Accounting policies (continued) 

c) Revenue recognition (continued) 

Renewable energy revenue includes sales of electricity and gas and the related green energy incentives. Revenue from energy 
sales is recognised when the electricity or gas is delivered to the national grid. Green energy incentives are recognised when 
the Group becomes entitled to them.  

Interest income is accrued on a time basis by reference to the principal outstanding and at the effective interest rate applicable. 

d) Exceptional items 

Exceptional items are income or expenditure, which individually or, if of a similar type, in aggregate should, in the opinion of the 

Directors, be disclosed by virtue of their size or nature if the financial statements are to give a true and fair view. 

e) Taxation 

Current tax payable is based on taxable profit for the year and is calculated using tax rates that have been enacted or 
substantively enacted by the balance sheet date. 

Deferred taxation is provided in full on taxable temporary differences between the tax bases of assets and liabilities and their 
carrying amounts in the financial statements. Deferred taxation is measured on a non-discounted basis using the tax rates and 
laws that have been enacted or substantively enacted by the balance sheet date and are expected to apply when the related 
deferred tax asset is realised or the deferred tax liability is settled.  

Where there is a change in the tax rate enacted or substantively enacted, deferred tax assets and liabilities in the opening 
balance sheet are remeasured at the new rate. The resulting charge/credit to income statement and reserves is recognised in 
the year that the rate change occurs. Adjustments in respect of prior years are recognised at rates that have been enacted or 
substantively enacted by the balance sheet date. 

Current and deferred tax are recognised in profit or loss, except where they relate to items that are recognised in other 
comprehensive income or directly in equity, in which case, the current and deferred tax are recognised in other comprehensive 
income or directly in equity, respectively. Where current tax or deferred tax arises from the initial accounting for a business 
combination, the tax effect is included in the accounting for a business combination.  

A deferred tax asset is only recognised to the extent it is probable that sufficient taxable profits will be available in the future to 
utilise it. 

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current 
tax liabilities. 

f) Goodwill 

Goodwill represents the excess of the fair value of purchase consideration over the fair value of the net assets acquired. 

Goodwill arising on acquisition of subsidiaries is included in intangible assets. If an acquisition gives rise to negative goodwill 

this is credited directly to the income statement. Fair value adjustments based on provisional estimates are amended within one 

year of the acquisition, if required, with a corresponding adjustment to goodwill. 

Goodwill is tested for impairment in accordance with the policy set out in note 2 k) below and carried at cost less accumulated 

impairment losses. Goodwill is allocated to the cash-generating unit that derives benefit from the goodwill for impairment testing 

purposes. 

Where goodwill forms part of a cash-generating unit and all or part of that unit is disposed of, the associated goodwill is included 

in the carrying amount of that operation when determining the gain or loss on disposal of the operation.  

g) Other intangible and non-current assets 

Intangible assets acquired separately, or internally generated where a separate resource that is controlled by the Group is 
created, are capitalised at cost. Following initial recognition, finite life intangible assets are amortised on a straight-line basis 
over their estimated useful economic lives as follows: 

  Years 

Software 3 - 10 

Other intangible assets 15 - 20 

 

Amortisation charged on intangible assets is taken to the income statement through operating costs. 
Finite life intangible assets are reviewed for impairment where indicators of impairment exist (see 2 k) below). 
Intangible assets with indefinite useful lives are carried at cost less accumulated impairment losses. Such assets are reviewed 
for impairment at least annually and where indications of impairment exist. 
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2 Accounting policies (continued) 

g) Other intangible and non-current assets (continued) 

Development expenditure is capitalised as an intangible asset and written off over its expected useful economic life where the 
following criteria are met: 

• it is technically feasible to create and make the asset available for use or sale;  

• there are adequate resources available to complete the development and to use or sell the asset; 

• there is the intention and ability to use or sell the asset; 

• it is probable that the asset created will generate future economic benefits; and 

• the development cost can be measured reliably. 

Research expenditure is expensed when it is incurred.  

h) Leased assets 

Where the Group enters into a contract that contains a lease, it recognises a right-of-use asset and a lease liability. The right-of-
use asset is measured at cost, which includes: the amount of the initial measurement of the lease liability (see below); any lease 
payments made at or before the commencement date less any lease incentives received; any initial direct costs incurred by the 
Group; and an estimate of any remediation or similar costs required by the lease contract. 

At the commencement date the lease liability is measured at the present value of the future lease payments discounted using 
the interest rate implicit in the lease or, if that cannot be readily determined, the Group’s incremental borrowing rate. Lease 
liabilities are included in borrowings. 

Lease payments are treated as consisting of a capital element and a finance charge; the capital element reduces the lease 
liability and the finance charge is written off to the income statement at a constant rate over the period of the lease in proportion 
to the capital amount outstanding. Depreciation of the right-of-use asset is charged over the shorter of the estimated useful life 
and the lease period unless ownership is expected to transfer to the Group at the end of the lease, in which case the right-of-
use asset is depreciated to the end of the useful life of the underlying asset. 

Extension and termination options are included in a number of property and equipment leases across the Group. These terms 

are used to maximise operational flexibility in managing contracts. 

Most extension and termination options held are exercisable only by the Group and not by the respective lessor. In determining 
the lease term, the Group considers all facts and circumstances that create an economic incentive to exercise an extension 
option, or not exercise a termination option. Extension options (or periods after termination options) are only included in the 
lease term if the lease is reasonably certain to be extended (or not terminated). The assessment is reviewed if a significant 
event or a significant change in circumstances occurs which affects this assessment and is within the control of the Group. 

Where the lease term is less than one year or the underlying asset is low value, the Group does not recognise a right-of-use 
asset or lease liability. Payments under such leases are charged to operating costs. 
 

i) Property, plant and equipment 

Property, plant and equipment is held at cost (or at deemed cost for infrastructure assets on transition to IFRS/FRS 101) less 

accumulated depreciation. Expenditure on property, plant and equipment relating to research and development projects is 

capitalised and depreciated over the expected useful life of those assets.  

The costs of like-for-like replacement of infrastructure components are recognised in the income statement as they arise. 

Expenditure which results in enhancements to the operating capability of the infrastructure networks is capitalised. 

Where items of property, plant and equipment are transferred to the Group from customers or developers, the fair value of the 

asset transferred is recognised in the balance sheet. Fair value is determined based on estimated depreciated replacement 

cost. The transfer is considered to be linked to the provision of ongoing services and therefore the corresponding credit is 

recorded in deferred income and released to turnover over the expected useful lives of the related assets. Further details 

regarding the judgment applied is detailed in note 4. 

Where assets take a substantial period of time to get ready for their intended use, the borrowing costs directly attributable to the 

acquisition, construction or production of these assets are added to their cost. 

Property, plant and equipment is depreciated, using the straight-line method, to its estimated residual value over its estimated 

useful life, with the exception of freehold land which is not depreciated. Assets in the course of construction are not depreciated 

until commissioned. 
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2 Accounting policies (continued) 

i) Property, plant and equipment (continued) 

The estimated useful lives are: 

  Years 

Infrastructure assets   

Impounding reservoirs 250  

Raw water aqueducts 250  

Mains 80 - 150 

Sewers 150 - 200 

Other assets   

Buildings 30 - 80 

Fixed plant and equipment 20 - 40 

Vehicles and mobile plant 2 - 15 

 

j) Grants and contributions 

Grants and contributions received in respect of non-current assets, including certain charges made as a result of new 

connections to the water and waste water networks, are treated as deferred income and released to turnover over the useful 

economic life of those non-current assets. 

Grants and contributions which are given in compensation for expenses incurred with no future related costs are recognised in 

turnover in the income statement in the period that they become receivable. 

k) Impairment of non-current assets 

If the recoverable amount of goodwill, an item of property, plant and equipment or any other non-current asset is estimated to be 

less than its carrying amount, the carrying amount of the asset is reduced to its recoverable amount. Where the asset does not 

generate cash flows that are independent from other assets, the Group estimates the recoverable amount of the cash-

generating unit to which the asset belongs. Recoverable amount is the higher of fair value less costs to sell or estimated value 

in use at the date the impairment review is undertaken. Fair value less costs to sell represents the amount obtainable from the 

sale of the asset in an arm’s length transaction between knowledgeable and willing third parties, less costs of disposal. Value in 

use represents the present value of future cash flows expected to be derived from a cash-generating unit, discounted using a 

pre-tax discount rate that reflects current market assessments of the cost of capital of the cash-generating unit or asset. 

The discount rate used is based on the Group’s cost of capital, adjusted for the risk profiles of individual businesses. For 

regulated businesses we use the WACC from Ofwat’s latest price review adjusted for market changes since this date where 

appropriate.  

Goodwill is tested for impairment annually. Impairment reviews are also carried out if there is an indication that an impairment 

may have occurred or, where otherwise required, to ensure that non-current assets are not carried above their estimated 

recoverable amounts. 

Impairments are recognised in the income statement.  

l) Investments  

Investments in subsidiaries in the Company’s financial statements are stated at cost less, where appropriate, provisions for 

impairment. Investments in subsidiaries are reviewed for impairment in line with note 2 k) when indicators of impairment have 

been identified. 

Other investments are initially recognised and subsequently measured at fair value. Changes in fair value are recognised in 

profit or loss.  

m) Inventory 

Inventory and work in progress is stated at the lower of cost and net realisable value.  
Net realisable value is the estimated selling price less all estimated costs of completion and costs to be incurred in selling and 
distribution.  

n) Loans receivable 

Loans receivable are measured at fair value on initial recognition, less issue fee income received where the fee is integral to the 
yield on the loan. All loans receivable are held for collection of contractual cash flows, which represent solely payments of 
principal and interest. After initial recognition, loans receivable are subsequently measured at amortised cost using the effective 
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interest rate method whereby interest and issue fee income are credited to the income statement and added to the carrying 
value of loans receivable at a constant rate in proportion to the loan amount outstanding.  

2 Accounting policies (continued) 

n) Loans receivable (continued) 

A loss allowance is recognised for expected credit losses (‘ECL’) on its loans receivable. The amount of expected credit losses 
is updated at each reporting date to reflect changes in credit risk since initial recognition.  
 
A lifetime ECL is recognised when there has been a significant increase in credit risk since initial recognition. If the credit risk 
has not increased significantly since initial recognition, the loss allowance is measured at an amount equal to the 12 month 
ECL.  
 
Lifetime ECL represents the expected credit losses that will result from all possible default events over the expected life of the 
loans. In contrast, 12 month ECL represents the portion of lifetime ECL that is expected to result from default events that are 
possible within 12 months after the reporting date. 
 
Significant increase in credit risk 
 
In assessing whether the credit risk has increased significantly since initial recognition, the risk of default over the remaining life 
of the asset at the reporting date is compared with the risk of default for the same period at initial recognition. In making this 
assessment, both quantitative and qualitative information about the risk of default that is reasonable and supportable, including 
forward-looking information that is available. This includes assessment of a deterioration in: actual or expected business; 
financial or economic conditions of the borrower; actual or expected operating results, cash flows and financial position of the 
borrower; and the regulatory, economic, or technological environment faced by the borrower. Irrespective of the outcome of the 
above assessment, it is presumed that the credit risk on a financial asset has increased significantly since initial recognition 
when contractual payments are more than 30 days past due, unless there is reasonable and supportable information that 
demonstrates otherwise. 
 
Definition of default 
 
It is considered that a default has taken place where information developed internally indicates that the borrower is unlikely to 
pay its creditors, including the Group or the Company, in full. Irrespective of the above analysis, it is considered that default has 
occurred when a financial asset is more than 90 days past due unless there is reasonable and supportable information to 
demonstrate that a more lagging default criterion is more appropriate. 

o) Trade receivables and accrued income 

Trade receivables and accrued income, are measured at fair value on initial recognition. If there is objective evidence that the 
asset is impaired, it is written down to its recoverable amount and the irrecoverable amount is recognised as an expense in 
operating costs. 

The simplified approach permitted by IFRS 9 for estimating expected credit losses on trade and other receivables is applied. For 
trade receivables that are assessed not to be impaired individually, expected credit losses are estimated based on the historical 
experience of trade receivable write-offs and reasonable, supportable forward-looking information which is available without 
undue cost or effort. 

p) Retirement benefits 

(i) Defined benefit schemes 

The difference between the value of defined benefit pension scheme assets and defined benefit pension scheme liabilities is 
recorded on the balance sheet as a retirement benefit asset or obligation. 

Defined benefit pension scheme assets are measured at fair value using bid price for assets with quoted prices. For scheme 
assets with no quoted price, the fair value is derived by using quotations from independent third parties or by using applicable 
valuation techniques at the end of each reporting period. Defined benefit pension scheme liabilities are measured at the balance 
sheet date by an independent actuary using the projected unit method and discounted at the current rate of return on high 
quality corporate bonds of equivalent term and currency to the liability.  

Service cost, representing the cost of employee service in the period, is included in operating costs. Net finance cost is calculated 
by applying the discount rate used for the scheme liabilities to the net obligation. 

Changes in the retirement benefit obligation that arise from: 

• differences between the return on scheme assets and interest income included in the income statement; 
• actuarial gains and losses from experience adjustments; and 
• changes in demographic or financial assumptions, 
are classified as re-measurements, charged or credited to other comprehensive income and recorded in the statement of 
comprehensive income in the period in which they arise. 

There is no contractual agreement, or stated policy, for charging the net defined benefit cost for the Severn Trent schemes to 
participating Group companies of the ultimate parent. As the net defined benefit cost for these schemes is recognised by the 
sponsoring employer, Severn Trent Water Limited, the full net defined benefit cost is disclosed in the Severn Trent Water Group 
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financial statements. For the Company financial statements, contributions made by other Severn Trent Group companies are 
disclosed within actuarial gains and losses in the statement of comprehensive income. 

 

2 Accounting policies (continued) 

p) Retirement benefits (continued) 

(ii) Defined contribution scheme 

Contributions to defined contribution pension schemes are charged to the income statement in the period in which they fall due.  

q) Provisions 

Provisions are recognised where: 

• there is a present obligation as a result of a past event; 

• it is probable that there will be an outflow of economic benefits to settle this obligation; and 

• a reliable estimate of this amount can be made. 

Insurance provisions are recognised for claims notified and for claims incurred but which have not yet been notified, based on 
advice from the ultimate parent company’s independent insurance advisers. 

Provisions are discounted to present value using a pre-tax discount rate that reflects the risks specific to the liability where the 
effect is material.  

r) Borrowings 

The accounting policy for borrowings that are the hedged item in a fair value hedge is set out in note 2 s) and the accounting 

policy for lease liabilities is set out in note 2 h). 

All other borrowings are initially recognised at fair value less issue costs. After initial recognition, borrowings are subsequently 
measured at amortised cost using the effective interest rate method whereby interest and issue costs are charged to the income 
statement and added to the carrying value of borrowings at a constant rate in proportion to the capital amount outstanding. 

Index-linked debt is adjusted for changes in the relevant inflation index and changes in value are charged to finance costs. 

Borrowings denominated in foreign currency are translated to sterling at the spot rate on the balance sheet date. Exchange 
gains or losses resulting from this are credited or charged to gains/losses on financial instruments.  

s) Derivative financial instruments 

Derivative financial instruments are stated at fair value, including accrued interest. Fair value is determined using the 
methodology described in note 32 a). The accounting policy for changes in fair value depends on whether the derivative is 

designated as a hedging instrument. The various accounting policies are described below.     

Interest receivable or payable in respect of derivative financial instruments is included in finance income or costs. 

Derivatives not designated as hedging instruments 

Gains or losses arising on remeasurement of derivative financial instruments that are not designated as hedging instruments 
are recognised in gains/losses on financial instruments in the income statement.  

Derivatives designated as hedging instruments 
The Group uses derivative financial instruments such as cross currency swaps, forward currency contracts, inflation swaps and 
interest rate swaps to hedge risks associated with foreign currency and interest rate fluctuations. 

At the inception of each hedge relationship, the Group documents: 

• the economic relationship between the hedging instrument and the hedged item; 

• the risk management objectives and strategy for undertaking the hedge transaction; and 

• whether changes in fair value or the cash flows of the hedging instrument are expected to offset changes in fair values 
or cash flows (as appropriate) of the hedged item. 

Hedge accounting is discontinued when the hedging instrument expires, is sold, terminated or exercised or no longer qualifies 
for hedge accounting. 

Fair value hedges 

Where a loan or borrowing is in a fair value hedging relationship it is remeasured for changes in fair value of the hedged risk at 
the balance sheet date, with gains or losses being recognised in gains/losses on financial instruments in the income statement. 
The gain or loss on the corresponding hedging instrument is also taken to gains/losses on financial instruments in the income 
statement so that the effective portion of the hedge will offset the gain or loss on the hedged item. 

If hedge accounting is discontinued, the fair value adjustment arising from the hedged risk on the hedged item is amortised to 
the income statement over the anticipated remaining life of the hedged item. 

 
Cash flow hedges 
The portion of the gain or loss on the hedging instrument that is determined to be an effective hedge is recognised in equity and 
the ineffective portion is charged to gains/losses on financial instruments in the income statement. When the gain or loss from 



Severn Trent Water Limited 
Notes to the Group and Company financial statements (continued) 
For the year ended 31 March 2023 

160 
 

the hedged underlying transaction is recognised in the income statement, the gains or losses on the hedging instrument that 
have previously been recognised in equity are recycled through gains/losses on financial instruments in the income statement. 

 

2  Accounting policies (continued) 

s) Derivative financial instruments (continued) 

If hedge accounting is discontinued, any cumulative gain or loss on the hedging instrument previously recognised in equity is 
held in equity until the forecast transaction occurs, or transferred to gains/losses on financial instruments in the income 
statement if the forecast transaction is no longer expected to occur. From this point the derivative is accounted for in the same 
way as derivatives not designated as hedging instruments. If the hedging instrument is terminated, the gains and losses 
previously recognised in equity are held in equity until either the forecast transaction occurs or the forecast transaction is no 
longer expected to occur.  

Embedded derivatives 
Where a contract includes terms that cause some of its cash flows to vary in a similar way to a derivative financial instrument, 
that part of the contract is considered to be an embedded derivative.  

Embedded derivatives are separated from the contract and measured at fair value with gains and losses taken to the income 

statement if the host contract is not an asset within the scope of IFRS 9 and: 

• the risks and characteristics of the embedded derivative are not closely related to those of the contract;  

• a separate instrument with the same terms as the embedded derivative would meet the definition of a derivative; and 

• the contract is not carried at fair value with gains and losses reported in the income statement. 

In all other cases embedded derivatives are accounted for in line with the accounting policy for the contract as a whole. 

t) Share based payment 

The Group operates a number of equity settled share based compensation plans for employees. The fair value of the employee 
services received in exchange for the grant is recognised as an expense over the vesting period of the grant. 

The fair value of employee services is determined by reference to the fair value of the awards granted, calculated using an 
appropriate pricing model, excluding the impact of any non-market vesting conditions. The number of awards that are expected 
to vest takes into account non-market vesting conditions including, where appropriate, continuing employment by the Group. 
The charge is adjusted to reflect shares that do not vest as a result of failing to meet a non-market condition. 

The grant of awards of shares of the ultimate parent Company is treated as a capital contribution and credited to reserves. 
When awards vest, payments made to the ultimate parent Company for the issue of shares are charged against the capital 
contributions previously received in respect of the same awards. Any payments in excess of capital contributions are treated as 
distributions. 

u) Cash flow statement 

For the purpose of the cash flow statement, cash and cash equivalents include highly liquid investments that are readily 
convertible to known amounts of cash and which are subject to an insignificant risk of change in value. Such investments are 
normally those with less than three months maturity from the date of acquisition and include cash and bank balances and 
investments in liquid funds.  

Net cash and cash equivalents include overdrafts repayable on demand and amounts drawn under the Group’s revolving credit 
facility. 

Interest paid in the cash flow statement includes amounts charged to the income statement and amounts included in the cost of 
property, plant and equipment.  

3 New accounting policies and future requirements 

At the balance sheet date, no Standards or Interpretations were in issue but not yet effective that are expected to have a 

material impact on the Group or Company’s financial position.  

4 Critical accounting judgments and sources of estimation uncertainty 

In the process of applying the Group and Company accounting policies, the Group and Company are required to make certain 
judgments, estimates and assumptions that they believe are reasonable based on the information available. Although these 
estimates are based on management’s best knowledge of the amount, event or actions, actual results may ultimately differ from 

those estimates. 

a) Critical accounting judgments  

i) Classification of costs between operating expenditure and capital expenditure 

The Company’s business involves significant construction and engineering projects. Assessing the classification of costs incurred 
on such projects between capital expenditure and operating expenditure requires judgments to be made. The judgments are made 
based on objective criteria that the Group has developed to facilitate the consistent application of its accounting policies. The costs 
of like-for-like replacement of infrastructure components are recognised in the income statement as they arise. Total infrastructure 
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renewal expenditure during the year was £233.2 million (2022: £198.2 million). Expenditure which results in quality or capacity 
enhancements to the operating capability of the infrastructure networks is capitalised and amounted to £868.1 million (2022: £725.3 
million). 

 

4 Critical accounting judgments and sources of estimation uncertainty (continued) 

a) Critical accounting judgments (continued) 

ii) Income from connections to the water and waste water networks 

 

The Group receives income from developers and domestic customers from new connections to the water and waste water 

networks either in the form of infrastructure assets or cash. The more significant examples of these transactions are 

• Developers transfer to the Group infrastructure assets that they have installed in a new development. Usually there is no 
monetary consideration exchanged when the Group adopts assets in this manner. 

• When new properties are connected to the network, the Group is permitted, under the Water Industry Act, to obtain a 
contribution from the developer towards the cost of reinforcing its network to meet the additional demands arising from the 
new connections. These are referred to as Infrastructure charges. The charges are a standard amount per property and 
are not linked to specific reinforcement expenditure. 

• When developers require properties to be connected to the Group’s network, the Group installs a meter and 
connection to each property but retains ownership of the assets and responsibility for their maintenance. 

 

Assessing whether this income is received in relation to the provision of the connection to the Group’s infrastructure networks or is 

to facilitate the ongoing provision of water and waste water services to the properties in question requires judgment about the 

nature of the ongoing relationship between the Group and the customer. During the period the Group received infrastructure assets 

with a fair value of £99.3 million (2022: £62.6 million), infrastructure charges amounting to £21.4 million (2022: £25.0 million) and 

other charges relating to the provision of infrastructure amounting to £20.2 million (2022: £17.0 million).  

The Group considers that the purpose of these transactions is to facilitate the ongoing provision of water and waste water services 

to the properties in question and they are inextricably linked to that ongoing service. There is a transferable right to receive an 

ongoing water and waste water service that passes from customer to customer when the property is bought and sold during the life 

of the property and, without the ongoing water and waste water service, the transactions have no value. Therefore, in line with our 

accounting policies the amounts received are held on the balance sheet and released to turnover in the income statement over the 

life of the related assets. 

iii) Climate Change 

 

The Group continues to develop its assessment of the impact that climate change may have on the amounts recognised in the 

financial statements. The natural environment in which the Group operates is continually changing, and the expected impact on the 

Group from climate change is set out within the ‘Our approach to climate change’ section of the Strategic Report on page [  ].   

We have considered the impact of the climate change related risks to which the Group is exposed in the preparation of these 

financial statements. The risks are long-term in nature, and whilst they will provide a need for investment in the future, we conclude 

that there is no material impact on the carrying amount of assets or liabilities recognised in the financial statements, nor do they 

lead to any additional key sources of estimation or judgment.  

b) Sources of estimation uncertainty 

i) Depreciation and carrying amounts of property, plant and equipment 

Calculating the depreciation charge and hence the carrying value for property, plant and equipment requires estimates to be 
made of the useful lives of the assets. The estimates are based on engineering data and the Group’s experience of similar 
assets. Details are set out in note 2 i). The average useful life of property, plant and equipment by asset category is detailed as 
follows: 

 

Average useful economic life (years) 

Land and buildings 43.0 

Infrastructure assets 136.5 

Fixed plant and equipment 24.6 

Moveable plant 11.8 
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4 Critical accounting judgments and sources of estimation uncertainty (continued) 

b) Sources of estimation uncertainty (continued) 

i) Depreciation and carrying amounts of property, plant and equipment (continued) 

 

The impact on the annual depreciation expense of a 10% increase and decrease in useful economic life (‘UEL’) of property, 

plant and equipment by asset category is detailed as follows: 

 10% increase in UEL 10% decrease in UEL 

 £m £m 

Land and buildings (8.8) 10.7  

Infrastructure assets (4.0) 4.9   

Fixed plant and equipment (19.6) 23.9 

Moveable plant (0.6) 0.8 

 

ii) Retirement benefit obligations 

 

Determining the amount of the Group’s retirement benefit obligations and the net costs of providing such benefits requires 
assumptions to be made concerning long-term interest rates, inflation and longevity of current and future pensioners, and, where 
market prices are not available, the values of the assets held. Changes in these assumptions could significantly impact the amount 
of the obligations or the cost of providing such benefits. The Group makes assumptions concerning these matters with the 
assistance of advice from independent qualified actuaries. Details of the assumptions made and associated sensitivities are set out 
in note 26 to the financial statements. 
 

iii) Expected credit losses on trade receivables 

 

Expected credit losses for trade receivables are based on the historical credit losses experienced over the last nine years and 

reasonable forecasts of the future impact of external economic factors on the Group’s collection of trade receivables. A number 

of economic factors such as high inflation, rising interest rates, and reduction of Government support for domestic energy bills 

might impact household disposable income and therefore the expected credit losses on trade receivables. 

  

The gross carrying amounts and expected credit loss allowances for trade receivables and accrued income were as follows: 

Group  
2023 2022 

 £m £m 

Gross carrying amount 667.6 575.9  

Provision for bad and doubtful debts (127.6) (128.3)  

Net carrying amount 540.0 447.6   

 

Company 
2023 2022 

 £m £m 

Gross carrying amount 667.6 575.9  

Provision for bad and doubtful debts (127.6) (128.3)  

Net carrying amount 540.0 447.6   
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4 Critical accounting judgments and sources of estimation uncertainty (continued) 

b) Sources of estimation uncertainty (continued) 

iii) Expected credit losses on trade receivables (continued) 

 

Movements in the expected credit loss allowance are as follows: 

  Group   Company 

 2023 2022  2023 2022 

 £m £m  £m £m 

At 1 April 128.3 136.2  128.3 130.8 

Charge for bad and doubtful debts 23.1 24.8  23.1 23.7 

Amounts written off during the year (23.8) (26.2)  (23.8) (26.2) 

Disposal of Hafren Dyfrdwy – (6.5)  – – 

At 31 March 127.6 128.3  127.6 128.3 

 

The average expected credit loss for the outstanding trade receivables and accrued income was 2.25% at 31 March 2023. An 
increase/decrease of 10bps in the expected credit loss would result in an increase/decrease to the charge and provision for bad 
and doubtful debts by £10.3 million. 

5 Revenue from contracts with customers – Group 
 

  Group 

  
2023 2022 

  
£m £m 

Water and waste water services  1,914.6 1,759.0 

Renewable Energy  48.2 44.4 

Other services  3.1 5.5 

Turnover  1,965.9 1,808.9 

Finance income  8.1 2.9 

  1,974.0 1,811.8 
 

 
Revenue from water and waste water services provided to customers with meters is recognised when the service is provided 
and is measured based on actual meter readings and estimated consumption for the period between the last meter reading and 
the year end. For customers who are not metered, the performance obligation is to stand ready to provide water and waste 
water services throughout the period. Such customers are charged on an annual basis, coterminous with the financial year, and 
revenue is recognised on a straight-line basis over the financial year. 
 
Deferred income arising from connections to the Group’s water and waste water networks represents a contract liability and is 
recognised in line with the Group’s accounting policy set out in note 2 and the judgment described in note 4. Changes in the 
Group’s contract liabilities from deferred income were as follows:  
 

 2023 2022 

 £m £m 

At 1 April 1,332.7 1,259.1  

Contributions and grants received  45.1 42.7  

Assets transferred at no cost 99.3 62.6  

Amounts released to income statement (16.1) (17.4) 

Disposal of Hafren Dyfrdwy – (14.3) 

At 31 March 1,461.0    1,332.7  

 
 
Revenue amounting to £16.1 million (2022: £17.4 million) that was included in the opening balance of the contract liability was 
recognised in the income statement during the year. No revenue was recognised in the year from performance obligations 
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relating to connections to the Group’s water and waste water networks that were satisfied or partially satisfied in previous years 
(2022: nil).  
 
 
 

5 Revenue from contracts with customers – Group (continued) 

 
Payments for infrastructure charges and other charges relating to connection to the networks occur when the connections are 
made. The performance obligations, including provision of an ongoing water and waste water service, are provided over the life 
of the relevant property. 
 
Revenue from the remaining performance obligations is expected to be recognised as follows: 

 

 2023 2022 

 £m £m 

In the next year 15.9 15.2 

Between one and five years  63.6 60.8 

After more than five years 1,381.5 1,256.7 

 1,461.0 1,332.7 

 
Payments received from customers in advance of the service period represents a contract liability. Changes in the Group’s 

contract liabilities from payments received in advance were as follows: 

 2023 2022 

 £m £m 

Contract liability at 1 April 144.8 132.5 

Revenue recognised  (1,394.9) (1,291.1) 

Cash received 1,396.6 1,303.4 

Contract liability at 31 March 146.5 144.8 
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6 Net operating costs - Group 
 

 
 

 2023  2022 

 
£m  £m 

Wages and salaries 284.0  277.6 

Social security costs 32.2  29.0 

Pension costs 20.2  26.9 

Share based payments 9.2  8.0 

Total employee costs 345.6  341.5 

Power 198.4  113.9 

Raw materials and consumables 97.3  67.2 

Rates 79.8  83.3 

Charge for bad and doubtful debts 23.1  24.8 

Service charges 41.0  36.5 

Depreciation of property, plant and equipment 360.6  349.9 

Depreciation of right-of-use assets 2.2  2.1 

Amortisation of intangible assets 29.9  33.4 

Hired and contracted services 231.1  203.8 

Hire of plant and machinery 7.8  8.1 

Profit on disposal of tangible fixed assets (2.3)  (7.6) 

Exchange (gains)/losses (0.1)  0.3 

Infrastructure maintenance expenditure 233.2  198.2 

Ofwat licence fees 5.3  4.9 

Other operating costs 42.9  50.0 

Other operating income (3.7)  (3.8) 

 1,692.1  1,506.5 

Own work capitalised (208.9)  (188.4) 

 1,483.2  1,318.1 
 
 

 

6 Net operating costs – Group (continued) 

During the year the following fees were charged by the auditor: 
 

 Group and Company 

 
2023 2022 

 
£m £m 

Fees payables to the Company's auditor for:   

- the audit of the Company's annual accounts 0.3 0.3 

Total audit fees 0.3 0.3 

Fees payables to the Company's auditor and its associates for other services to the Group:   

- audit related assurance services 0.2 0.1 

- other assurance services 0.1 0.1 

Total non-audit fees 0.3 0.2 

 

Other assurance services also include certain agreed upon procedures performed by Deloitte in connection with financing 

documents. 
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7 Employee numbers – Group and Company 

Average number of employees (including Executive Directors) during the year: 

 
  Group  Company 

 
2023 2022 2023 2022 

 
Number Number Number Number 

 
6,998 6,803 6,998 6,666 

  

8 Directors’ interests and remuneration – Group and Company 

a) Directors’ interests 

All of the Directors as at the end of the year are also Directors of Severn Trent Plc, the ultimate parent undertaking, and their 
interests in the share capital of that Company are disclosed in the Severn Trent Plc Annual Report and Accounts for the year 
ended 31 March 2023. Share options were granted and exercised in accordance with the Severn Trent Sharesave Scheme as 
appropriate. 

The Executive Directors have further interests in Severn Trent Plc ordinary shares of 9717/19 p each by virtue of having received 
contingent awards of shares under the Severn Trent Long Term Incentive Plan (LTIP), deferred shares under the Severn Trent 
Annual Bonus Scheme. 

The individual interests, which represent the maximum aggregate number of shares to which each individual could become 
entitled, are disclosed in the Annual Report and Accounts of Severn Trent Plc for the year ended 31 March 2023. 
 
b) Directors’ remuneration 

The following table shows the remuneration due to directors for their services to the Company during the year: 
 

  2023  2022 

  £m £m 

Short-term employee benefits 2.8 3.4 

Share based payment 2.8 3.3 

  5.6 6.7 

 

Short-term employee benefits in 2023 include executive directors’ bonuses that were paid by Severn Trent Plc amounting to 
£574,000. 

The emoluments of the non-executive directors are paid by Severn Trent Plc. 

There were no retirement benefits accruing to directors (2022: nil) under a defined benefit scheme and one director (2022: one 
director) under a defined contribution scheme. 

Two directors (2022: two directors) exercised share options or received LTIP awards which vested during the year. 

 

8 Directors’ interests and remuneration – Group and Company (continued) 

c) Highest paid director 

 

  2023  2022 

  £m £m 

Aggregate emoluments (excluding pension contributions) 3.2 3.9 

 
The highest paid director at 31 March 2023 and 31 March 2022 was not a member of the defined benefit pension scheme. 
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9 Finance income – Group  
 

 2023 2022 
 £m £m 

Interest income earned on:   
Bank deposits 3.0 0.1 

Amounts due from group undertakings 3.7 1.3 

Other finance income 1.4 1.5 

Total interest receivable 8.1 2.9 

Interest income on defined benefit scheme assets 76.8 52.8 
 

84.9 55.7 
 

 

10 Finance costs – Group 
 

  2023 2022 
  £m £m 

Interest expense charged on:    

Bank loans and overdrafts  33.5 16.4 

Other loans  322.5 234.7 

Lease liabilities  3.5 3.8 

Amounts payable to group undertakings  ‒ 0.2 

Total borrowing costs  359.5 255.1 

Other finance expenses  ‒  0.3 

Interest cost on defined benefit scheme liabilities  80.7 59.3 
  440.2 314.7 

 

Borrowing costs of £54.7 million (2022: £34.2 million) incurred funding eligible capital projects have been capitalised at an 

interest rate of 5.91% (2022: 4.34%). Tax relief of £10.3 million (2022: £6.4 million) was claimed on these costs which has 

created tax losses carried forward, offset by a related deferred tax charge of £13.6 million (2022: £8.4 million). 

 

11 Net gains on financial instruments - Group 
 

  
  

  
2023 2022 

  
£m £m 

Loss on swaps used as hedging instruments in fair value hedges  (1.3) (1.0) 

(Loss)/gain arising on debt in fair value hedges  (0.3) 1.6 

Exchange loss on other loans  (7.4) (6.6) 

Loss on cash flow hedges transferred from equity  (4.9) (7.1) 

Hedge ineffectiveness on cash flow hedges  (1.3) (0.6) 

Gain arising on swaps where hedge accounting is not applied 
 35.7 51.4 

Amortisation of fair value adjustment on debt 
 1.2 1.2 

Gain on revaluation of investment 
 39.9 13.9 

 
 61.6 52.8 

 

The net gain on financial assets and liabilities mandatorily measured at fair value through profit or loss was £34.4 million (2022: 
£50.4 million). There were no financial assets or liabilities designated as at fair value through the profit or loss (2022: nil). 

The Group’s hedge accounting arrangements are described in note 34. 
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12 Taxation 

a) Analysis of tax charge in the year 

 

 

   2023 2022    
 

 
    £m £m 

Current tax     
Current year at 19% (2022: 19%)   (2.6) (3.2) 

Prior years   2.1 (3.9) 

Total current tax credit   (0.5) (7.1) 

Deferred tax     

Origination and reversal of temporary 

differences: 

    

Current year   35.2 65.5 

Prior years   (1.4) 

 

2.3 

Deferred tax before exceptional deferred tax   33.8 67.8 

Exceptional charge on rate change   – 289.2 

Total deferred tax   33.8 357.0 

    33.3 349.9 

 

b) Factors affecting the tax charge in the year 

The Group tax charge for the current year is lower (2022: higher) than the standard rate of corporation tax in the UK of 19% 
(2022: 19%). The differences are explained below: 

 

 2023 2022 

  £m £m 

Profit before taxation 189.0 284.6 

   
Tax at standard rate of corporation tax in the UK 19% (2022: 19%) 35.9 54.1 

Tax effect of depreciation on non-qualifying assets 1.7 1.5 

Permanent impact of super deduction (4.8) (5.3) 

Other permanent differences (8.7) (3.6) 

Current year impact of rate change 8.5 15.6 

Exceptional deferred tax charge arising from rate change – 289.2 

Adjustments in respect of prior years 0.7 (1.6) 

Total tax charge 33.3 349.9 

 

12 Taxation (continued) 

b) Factors affecting the tax charge in the year (continued) 

The Group current tax charge is lower (2022: lower) than the standard rate of corporation tax in the UK of 19% (2022: 19%). 
The differences are explained below: 

 2023 2022 

  £m £m 

Profit before taxation 189.0 284.6 

   
Tax at standard rate of corporation tax in the UK 19% (2022: 19%) 35.9 54.1 

Tax effect of depreciation on non-qualifying assets 1.7 1.5 

Permanent impact of super deduction (4.8) (5.3) 

Other permanent differences (8.7) (3.6) 

Tax effect of accelerated capital allowances (37.7) (41.2) 

Other timing differences 11.0 (8.7) 

Adjustments in respect of prior years 2.1 (3.9) 

Total current tax credit (0.5) (7.1) 

 

The most significant factor impacting the Group’s current tax charge is the difference between the depreciation charged on 
property, plant and equipment in the financial statements and the amount deductible from taxable profits in the form of capital 
allowances. Where the assets qualify for capital allowances this creates a temporary difference and deferred tax is recognised 
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on the difference between the carrying amount of the asset and the amount that will be deductible for tax purposes in future 
years. Changes in the amount of deferred tax recognised on these assets are charged or credited to deferred tax in the income 
statement. Where the amount of the capital allowances received is greater than the depreciation charged this is referred to as 
accelerated capital allowances. 

On 3 March 2021, the UK Government announced the introduction of a capital allowance ‘super deduction’ which gave an in-
year capital allowance of 130% on the cost of plant and machinery qualifying for the relief between 1 April 2021 and 31 March 
2023 and an acceleration of capital allowances on the cost of assets qualifying for special rate allowances. The introduction of 
these changes mean the Group was eligible to claim more capital allowances in the last two years to the extent that the Group 
will not be liable to pay corporation tax for those two years. 

Certain of the Group’s property, plant and equipment assets are not eligible for capital allowances under current legislation. 
Therefore there is no tax deduction that corresponds to the depreciation charged on these assets and deferred tax is not 
recognised in respect of this permanent difference. 

The 30% allowance in excess of the cost of assets qualifying for the super deduction will never be charged as depreciation in 
the financial statements and therefore this represents a permanent difference between profits recognised in the income 
statement and taxable profits. 

Other permanent differences comprise mainly the revaluation gain on investments, which is not taxable, and other income or 
expenditure that is not deductible for tax purposes or income that is not taxable. 

Other temporary differences comprise items other than depreciation of property, plant and equipment where the amount is 
included in the tax computation in a different period from when it is recognised in the income statement. Deferred tax is provided 
on these items. 

The amounts included for tax assets in the financial statements include estimates and judgments relating to uncertain tax 
positions. If the computations subsequently submitted to HMRC include different amounts then these differences are reflected 
as an adjustment in respect of prior years in the subsequent financial statements.  

Deferred tax is provided at 25%, the rate that is expected to apply when the asset or liability is expected to be settled. Further 
details are provided in note 25. 

c) Tax (credited)/charged directly to other comprehensive income or equity 

In addition to the amount charged to the income statement, the following amounts of tax have been (credited)/charged directly 
to other comprehensive income or equity: 

 2023 2022 

  £m £m 

Deferred tax   

Actuarial losses/gains (60.3) 47.1 

Cash flow hedges (1.2) 12.3 

Share based payments (0.2) (4.7) 

Rate change – (7.1) 

Transfers to the income statement 1.2 1.8 

Total deferred tax (credited)/charged to other comprehensive income or equity (60.5) 49.4 

 

 

13 Dividends – Group and Company 

On 31 March 2022 the Company declared and paid two dividends in specie comprising: 

- The entire issued share capital of Hafren Dyfrdwy Cyfngedig 
- An intra-group loan receivable from Hafren Dyfrdwy Cyfngedig 

Total distributions in the year are below: 

  Group  Company 

 2023 2022 2023 2022 

 Number Number Number Number 

Cash dividend 428.0 150.0 428.0 150.0 

Dividend in specie – 205.1 – 270.0 

Total distributions in the year 428.0 355.1 428.0 420.0 

 

The dividend in specie was recorded in the Company financial statements at the book value of the investments distributed.  

The dividend in specie in the Group financial statements was recorded at the carrying value of the net assets of Hafren Dyfrdwy 
Cyfngedig that was derecognised. 
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Amounts recognised as distributions to equity holders in the year: 

 
  2023    2022 

  
Pence per 

share £m   
Pence per 

share £m 

Interim dividend for the year ended 31 March                                                                      34.2  428.0 12.0  150.0 

  

14 Goodwill - Group 

Goodwill impairment tests 

Goodwill relates to the whole of the Group’s operations and cannot be allocated at a lower level.   

A summary of the carrying amount of goodwill is presented below. 

 2023 2022 

 £m £m 

Regulated Water and Waste Water 63.5 63.5 

 

The Group also has an intangible asset with indefinite useful life amounting to £4.3 million (2022: £4.3 million). 

On 1 July 2018 the Instruments of Appointment of Severn Trent Water Limited and Hafren Dyfrdwy Cyfyngedig (formerly Dee 
Valley Water Limited) were amended to align the areas for which the appointments were made with the national border between 
England and Wales. As a result, as at 31 March 2022 the business that the goodwill related to was partly in Severn Trent Water 
and partly Hafren Dyfrdwy. Upon disposal of Hafren Dyfrdwy from the Group, it was assessed that there was no systematic 
basis for allocating the goodwill between the two entities. Consequently, this has been treated as wholly attributable to Severn 
Trent Water and has been assessed for impairment as such. 

The Group has reviewed the carrying value of goodwill for impairment in accordance with the policy stated in note 2. The 
carrying value of the Group was determined on the basis of fair value, through a Level 3 valuation, less costs to sell.  

The fair value, determined using a discounted cash flow calculation for the Group is based on the most recent financial 
projections available for the business, which cover the five year period to 31 March 2028. 

The key assumptions underlying these projections are the cash flows in the projections and the following: 

  % 

Discount rate  6.5 

RPI long-term inflation  3.0 

CPI long-term inflation  2.0 

Growth rate in the period beyond the detailed projections  1.5 

  

The discount rate, used in the discounted cash flow calculation, was an estimate for the weighted average cost of capital at the 
year end date based on the nominal post-tax WACC detailed in the Ofwat PR19 final determination and updated for subsequent 
changes in market conditions. The rate disclosed above is the equivalent pre-tax nominal rate, the post-tax rate used was 6.2%. 

Inflation has been included in the detailed projections at 3.0% and 2.0% for RPI and CPI respectively based on the Bank of 
England’s target rate for CPI. 

14 Goodwill – Group (continued) 

Cash flows beyond the end of the five-year period are extrapolated using an assumed real growth rate of 1.5% in the Group’s 
regulatory capital base, based on past experience. 

The fair value less costs to sell for the Group exceeded its carrying value by £2,551.3 million. An increase in the discount rate to 
7.1% or a reduction in the growth rate in the period beyond the detailed projections to 0.7% would reduce the recoverable 
amount to the carrying amount of the Group. 
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15 Other intangible assets  

Group 
  

 Computer software 
Capitalised 

development 
costs and 

patents  

Other 
intangible 

assets Total  

Internally 
generated Purchased 

 £m £m £m £m £m 

Cost      

At 1 April 2021 294.8 162.8 12.0 4.3 473.9 

Additions 21.4 14.6 ‒ ‒ 36.0 

Disposals ‒ ‒ (12.0) ‒ (12.0) 

Transfers from property, plant and equipment 11.3 3.0 1.3 ‒ 15.6 

Disposal of Hafren Dyfrdwy Cyfngedig (9.6) ‒ ‒ ‒ (9.6) 

At 1 April 2022 317.9 180.4 1.3 4.3 503.9 

Additions 21.8 12.2 ‒ 5.7 39.7 

At 31 March 2023 339.7 192.6 1.3 10.0 543.6 

Amortisation      

At 1 April 2021 (211.3) (117.5) (12.0) ‒ (340.8) 

Amortisation for the year (24.7) (8.7) ‒ ‒ (33.4) 

Disposals ‒ ‒ 12.0 ‒ 12.0 

Disposal of Hafren Dyfrdwy Cyfngedig 3.6 ‒ ‒ ‒ 3.6 

At 1 April 2022 (232.4) (126.2) ‒ ‒ (358.6) 

Amortisation for the year (23.6) (6.2) (0.1) ‒ (29.9) 

At 31 March 2023 (256.0) (132.4) (0.1) ‒ (388.5) 

Net book value      

At 31 March 2023 83.7 60.2 1.2 10.0 155.1 

At 31 March 2022 85.5 54.2 1.3 4.3 145.3 

 
Other intangible assets include the instrument of appointment acquired with Dee Valley Water and rights obtained under 
contracts for biological assets. The instrument of appointment has an indefinite useful life and as such the carrying value has 
been included in the impairment assessment performed for the Regulated Water and Waste Water CGU described in note 14. 
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15 Other intangible assets – Group and Company (continued) 

 
Company  

 Computer software 
Capitalised 

development 
costs and 

patents  

 

Total  

Internally 
generated Purchased 

Other 
intangible  

assets 

 £m £m £m 
 

£m 

Cost      

At 1 April 2021 285.2 162.8 12.0 ‒ 460.0 

Additions 21.4 14.6 ‒ ‒ 36.0 

Disposals ‒ ‒ (12.0) ‒ (12.0) 

Transfers from property, plant and equipment 11.3 3.0 1.3 ‒ 15.6 

At 1 April 2022 317.9 180.4 1.3 ‒ 499.6 

Additions 21.8 12.2 ‒ 5.6 39.6 

At 31 March 2023 339.7 192.6 1.3 5.6 539.2 

Amortisation      

At 1 April 2021 (208.7) (117.4) (12.0) ‒ (338.1) 

Amortisation for the year (23.7) (8.7) ‒ ‒ (32.4) 

Disposals ‒ ‒ 12.0 ‒ 12.0 

At 1 April 2022 (232.4) (126.1) ‒ ‒ (358.5) 

Amortisation for the year (23.6) (6.2) (0.1) ‒ (29.9) 

At 31 March 2023 (256.0) (132.3) (0.1) ‒ (388.4) 

Net book value      

At 31 March 2023 83.7 60.3 1.2 5.6 150.8 

At 31 March 2022 85.5 54.3 1.3 ‒ 141.1 

       
Other intangible assets include rights obtained under contracts for biological assets. 
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16 Property, plant and equipment 

Group 
 

 

Land and 
buildings 

Infrastructure 
assets 

Fixed plant 
and 

equipment 
Moveable 

plant 
Assets under 
construction Total 

 £m £m £m £m £m £m 

Cost       

At 1 April 2021 3,911.9 5,773.1 4,741.7 71.5 1,081.7 15,579.9 

Additions 57.5 129.9 129.8 0.4 371.7 689.3 

Transfers on commissioning 131.5 87.6 310.9 12.1 (542.1) ‒ 

Disposals (3.7) ‒ (8.9) (4.9) (3.1) (20.6) 

Disposal of Hafren Dyfrdwy Cyfngedig (43.5) (129.2) (94.1) ‒ (32.6) (299.4) 

Transfers to intangible assets ‒ ‒ ‒ ‒ (15.6) (15.6) 

At 1 April 2022 4,053.7 5,861.4 5,079.4 79.1 860.0 15,933.6 

Additions 30.9 161.1 69.5 0.8 605.8 868.1 

Transfers on commissioning 74.5 1.2 179.6 1.1 (256.4) ‒ 

Disposals (10.8) (0.3) (30.5) (2.0) (9.1) (52.7) 

At 31 March 2023 4,148.3 6,023.4 5,298.0 79.0 1,200.3 16,749.0 

Depreciation       

At 1 April 2021 (1,531.1) (1,434.5) (2,872.4) (38.0) ‒ (5,876.0) 

Charge for the year (96.6) (40.8) (205.4) (7.1) ‒ (349.9) 

Disposals 3.5 ‒ 8.1 4.6 ‒ 16.2 

Disposal of Hafren Dyfrdwy Cyfngedig 2.6 13.2 40.5 ‒ ‒ 56.3 

At 1 April 2022 (1,621.6) (1,462.1) (3,029.2) (40.5) ‒ (6,153.4) 

Charge for the year (96.3) (44.3) (213.3) (6.7) ‒ (360.6) 

Disposals 10.8 0.2 30.3 1.9 ‒ 43.2 

At 31 March 2023 (1,707.1) (1,506.2) (3,212.2) (45.3) ‒ (6,470.8) 

Net book value       

At 31 March 2023 2,441.2 4,517.2 2,085.8 33.7 1,200.3 10,278.2 

At 31 March 2022 2,432.1 4,399.3 2,050.2 38.6 860.0 9,780.2  
 

Additions include assets transferred from developers at no cost, which have been recognised at their fair value of £99.3 million 

(2022: £62.6 million). 
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16 Property, plant and equipment (continued) 

Company  

 

Land and 
buildings 

Infrastructure 
assets 

Fixed plant 
and 

equipment 
Moveable 

plant 
Assets under 
construction Total 

 £m £m £m £m £m £m 

Cost       

At 1 April 2021 3,663.0 5,645.2 4,656.4 71.4 1,033.9 15,069.9 

Additions 56.5 129.5 128.6 0.4 360.7 675.7 

Transfers on commissioning 114.5 86.7 302.6 12.1 (515.9) ‒ 

Disposals (3.7) ‒ (8.2) (4.8) (3.1) (19.8) 

Transfers to intangible assets ‒ ‒ ‒ ‒ (15.6) (15.6) 

At 1 April 2022 3,830.3 5,861.4 5,079.4 79.1 860.0 15,710.2 

Additions 30.0 161.1 65.4 0.8 605.8 863.1 

Transfers on commissioning 74.5 1.2 179.6 1.1 (256.4) ‒ 

Disposals (10.8) (0.3) (30.5) (2.0) (9.1) (52.7) 

At 31 March 2023 3,924.0 6,023.4 5,293.9 79.0 1,200.3 16,520.6 

Depreciation       

At 1 April 2021 (1,461.0) (1,422.3) (2,836.5) (38.0) ‒ (5,757.8) 

Charge for the year (91.6) (39.8) (200.8) (7.1) ‒ (339.3) 

Disposals 3.5 ‒ 8.1 4.6 ‒ 16.2 

At 1 April 2022 (1,549.1) (1,462.1) (3,029.2) (40.5) ‒ (6,080.9) 

Charge for the year (92.6) (43.3) (211.2) (6.7) ‒ (353.8) 

Disposals 10.8 0.2 30.3 1.9 ‒ 43.2 

At 31 March 2023 (1,630.9) (1,505.2) (3,210.1) (45.3) ‒ (6,391.5) 

Net book value       

At 31 March 2023 2,293.1 4,518.2 2,083.8 33.7 1,200.3 10,129.1 

At 31 March 2022 2,281.2 4,399.3 2,050.2 38.6 860.0 9,629.3 
 

 
Additions include assets transferred from developers at no cost, which have been recognised at their fair value of £99.3 million 
(2022: £62.6 million). 
 

The net book value of land and buildings is analysed as follows: 

Group   

     2023 2022 

     £m £m 

Freehold     2,440.9 2,431.8 

Short leasehold     0.3 0.3 

     2,441.2 2,432.1 
 

 

Company  

     2023 2022 

     £m £m 

Freehold     2,292.8 2,280.9 

Short leasehold     0.3 0.3 

     2,293.1 2,281.2  
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17 Leases 

a) The Group’s leasing activities 

The Group and Company leases various properties, equipment and vehicles. Lease agreements are typically made for fixed 

periods of up to 999 years but may have extension options as described in note 2 h). 

Lease contracts are negotiated on an individual basis and include a wide range of terms and conditions. The contracts do not 

include covenants other than security interests in the leased assets that are held by the lessor and leased assets may not be 

used as security for other borrowing. The contracts do not impose any restrictions on dividend payment, additional debt or 

further leasing. There were no sale and leaseback transactions in the period. 

b) Income statement 

The income statement includes the following amounts relating to leases for the year ended 31 March 2023: 

  Group 

 2023 2022 

 £m £m 

Depreciation charge of right-of-use assets:   

Land and buildings 0.2 0.5 

Infrastructure assets 1.2 1.1 

Fixed plant and equipment 0.2 0.2 

Moveable plant 0.6 0.3 

Total depreciation of right-of-use assets 2.2 2.1 

   

Interest expense included in finance cost 3.5 3.8 

 

c) Balance sheet 

The balance sheet includes the following amounts relating to leases: 

   Group  Company 

  2023 2022 2023 2022 

  £m £m £m £m 

Right-of-use assets:      

Land and buildings  4.8 4.8 151.9 155.7 

Infrastructure assets  110.3 111.5 344.6 359.4 

Fixed plant and equipment  3.4 3.4 3.1 3.1 

Moveable plant  1.5 0.1 1.8 0.4 

  120.0 119.8 501.4 518.6 

 

Additions to right-of-use assets for the Group were £2.3 million (2022: £2.7 million) and for the Company were £2.3 million 

(2022: £2.7 million). 

   Group  Company 

  2023 2022 2023 2022 

  £m £m £m £m 

Lease liabilities:      

Current  7.3 5.8 26.3 22.1 

Non-current  95.9 103.0 496.4 524.4 

  103.2 108.8 522.7 546.5 
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17 Leases (continued) 

c) Balance sheet (continued) 

 

Obligations under lease liabilities are as follows:  

   Group  Company 

  2023        2022 2023 2022 

 
 

£m        £m £m £m 

Within 1 year                      11.0 9.4 44.1 40.7 

1 - 2 years  11.5 10.0  44.7 41.2 

2 - 5 years  37.8 33.7  137.2 127.5 

After more than 5 years  71.6 86.5  434.9 514.8 

Gross obligations under finance leases  131.9 139.6  660.9 724.2 

Less: future finance charges  (28.7) (30.8) (138.2) (177.7) 

Present value of lease obligations  103.2 108.8  522.7 546.5 
 

Net obligations under leases were as follows:  

       Group   Company 

  2023 2022  2023 2022 

  £m £m  £m £m 

Within 1 year   7.3 5.8   26.3  22.1 

1 - 2 years   8.0 6.4   27.5  23.5 

2 - 5 years   28.5 24.8   90.4  79.2 

After more than 5 years   59.4 71.8   378.5  421.7 

Included in non-current liabilities   95.9 103.0   496.4  524.4 
   103.2 108.8   522.7  546.5 

 

 
d) Cash flow 

The Group’s total cash outflow for leases in the year was £14.9 million (2022: £13.2 million) which consists of £3.5 million (2022: 

£3.8 million) payment of interest and £11.4 million (2022: £9.4 million) repayment of principal elements. 
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18 Investments 
 

 Group    Company 

 
Other 

investments  
£m 

 
 

Subsidiaries 
£m 

Other 
investments 

£m 

 
Total 

£m 

At 1 April 2022 1,564.0  393.8 1,564.0 1,957.8 

Gain on revaluation 39.8  0.1 39.8 39.9 

At 31 March 2023 1,603.8  393.9 1,603.8 1,997.7 
 

 

The Company has the following subsidiary undertakings: 

Subsidiary undertaking 
Country of operation and 
incorporation Principal activity 

Percentage and class of 
share capital held 

Aqua Deva Limited England and Wales Dormant company 100% ordinary 

Chester Water Limited England and Wales Holding company 100% ordinary 

Dee Valley Group Limited England and Wales Holding company 100% ordinary 

Dee Valley Limited England and Wales Holding company 100% ordinary 

Dee Valley Services Limited England and Wales Dormant company 100% ordinary 

Dee Valley Water (Holdings) Limited England and Wales Holding company 100% ordinary 

East Worcester Water Limited England and Wales Finance company 100% ordinary and 
100% non-voting 

Energy Supplies UK Limited England and Wales Dormant company 100% ordinary 

North Wales Gas Limited England and Wales Dormant company 100% ordinary 

Northern Gas Supplies Limited England and Wales Dormant company 100% ordinary 

Severn Trent General Partnership Limited Scotland Finance company 100% ordinary 

Severn Trent LCP Limited England and Wales Finance company 100% ordinary 

Severn Trent Leasing Limited England and Wales Leasing company 100% ordinary 

Severn Trent Reservoirs Limited England and Wales Finance company 100% ordinary 

Severn Trent Utilities Finance Plc England and Wales Finance company 100% ordinary 

Severn Trent WWIF Limited England and Wales Trading company 100% ordinary 

Wrexham Water Limited England and Wales Dormant company 100% ordinary 

 
The Company has the following investment: 

Associated undertaking 
Country of operation and 
incorporation Principal activity 

Percentage and class of share 
capital held 

Severn Trent Trimpley Limited England and Wales Non-trading company 49% ordinary 

 

The Company also has an indirect investment in Severn Trent Limited Partnership and Severn Trent 2017 Limited Partnership. 
Both partnerships are registered in Scotland, as a result of Severn Trent General Partnership Limited being the general partner 
in each partnership. 

In the opinion of the Directors the fair values of the Company’s investments are not less than the amount at which they are 
stated in the balance sheet. 

Unless stated below, the registered office of the aforementioned entities is Severn Trent Centre, 2 St John's Street, Coventry, 
CV1 2LZ, United Kingdom. 
 
The registered office of Dee Valley Limited is Packsaddle, Wrexham Road, Rhostyllen, Wrexham, LL14 4EH.     

The registered office of Severn Trent General Partnership Limited is 50 Lothian Road, Festival Square, Edinburgh, EH3 9WJ. 
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19 Categories of financial assets - Group 
 

  2023 2022 

 Note £m £m 

Fair value through profit and loss    
Cross currency swaps - not hedge accounted  20.5 13.7 

Interest rate swaps - not hedge accounted  ‒ 2.9 

Investments  1,603.8 1,564.0 

Inflation swaps - not hedge accounted  7.3 ‒ 

  1,631.6 1,580.6 

Derivatives designated as hedging instruments    
Cross currency swaps - fair value hedges  14.0 14.6 

Interest rate swaps - cash flow hedges  40.5 ‒ 

Energy hedges - cash flow hedges  0.5 27.6 

  55.0 42.2 

Total financial assets at fair value  1,686.6 1,622.8 

Financial assets at amortised cost    
Trade receivables 20 254.2 199.5 

Accrued income 20 285.8 248.1 

Other amounts receivable 20 64.9 41.3 

Amounts due from parent company 20 154.5 226.0 

Amounts due from group undertakings 20 86.0 71.9 

Short-term deposits  ‒ 75.0 

Cash at bank and in hand  9.4 2.8 

Total financial assets at amortised cost  854.8 864.6 

Total financial assets  2,541.4 2,487.4 

Disclosed in the balance sheet within:    
Non-current assets    
Derivative financial assets  82.3 31.2 

Trade and other receivables  154.5 227.1 

Investments  1,603.8 1,564.0 

  1,840.6 1,822.3 

Current assets    
Derivative financial assets  0.5 27.6 

Trade and other receivables  690.9 559.7 
Cash and cash equivalents  9.4 77.8 

  700.8 665.1 

  2,541.4 2,487.4 
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20 Trade and other receivables  
 

  Group   Company 

 2023 2022  2023 2022 

 £m £m  £m £m 

Current assets      
Net trade receivables 254.2 199.5  254.2 199.5 

Other amounts receivable 64.9 41.3  64.9 41.3 

Prepayments 21.9 17.0  21.9 17.0 

Net accrued income 285.8 248.1  285.8 248.1 

Receivables due from group undertakings 85.8 70.6  86.8 71.6 

Receivables due from group undertakings under finance leases ‒ ‒  0.8 0.7 

Receivables due from group undertakings under loan agreements 0.2 0.2  0.2 0.2 

 712.8 576.7  714.6 578.4 

Non-current assets      
Prepayments 5.4 1.2  5.4 1.2 

Receivables due from group undertakings ‒ 1.1  ‒ 1.1 

Receivables due from group undertakings under finance leases ‒ ‒  95.0 95.8 

Receivables due from parent company under loan agreements 154.5 226.0  154.5 226.0 

 159.9 228.3  254.9 324.1 

 872.7 805.0  969.5 902.5 
 

 

The carrying values of trade and other receivables are reasonable approximations of their fair values. 

a) Credit risk  

i) Trade receivables and accrued income 

The Company has a statutory obligation to provide water and sewerage services to customers within its region. Therefore there 

is no concentration of credit risk with respect to its trade receivables and the credit quality of its customer base reflects the 

wealth and prosperity of all of the domestic households within the Severn Trent Water region. 

In the current and prior year, Water Plus, a joint venture between Severn Trent and United Utilities, was the largest retailer for 

business customers in the Severn Trent Water region. Credit risk is considered separately for trade receivables due from Water 

Plus and is considered immaterial as amounts outstanding are paid within 30 days.  

The Group applies the IFRS 9 simplified approach to measuring expected credit losses, which uses a lifetime expected credit 

loss allowance for all trade receivables and accrued income.  

A collective provision is recorded for expected credit losses against assets for which no specific provision has been made. 

Expected credit losses for trade receivables are based on the historical credit losses experienced over the last nine years and 

reasonable supportable information on the future impact of external economic factors on the Group’s collection of trade 

receivables.  

Debts are written off when there is no realistic expectation of further collection and enforcement activity has ceased. There were 

no amounts outstanding on receivables written off and still subject to enforcement activity (2022: nil). 

b) Expected credit loss allowance – trade receivables and accrued income 

The expected credit loss at 31 March 2023 and 2022 was as set out below. The expected loss rate disclosed is calculated as 

the loss allowance as a proportion of the gross carrying amount.  
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20 Trade and other receivables - Group and Company (continued) 

b)   Expected credit loss allowance – trade receivables and accrued income (continued) 

 

Group and Company  

2023 
Expected 
loss rate 

Gross 
carrying 
amount 

Loss 
allowance 

Net 
carrying 
amount 

 % £m £m £m 

Not past due 4  362.5  (12.8)  349.7 

Up to 1 year past due 23  94.1  (21.3)  72.8 

1 - 2 years past due 32  62.8  (20.4)  42.4 

2 - 3 years past due 37  44.3  (16.5)  27.8 

3 - 4 years past due 39  27.8  (10.9)  16.9 

4 - 5 years past due 52  24.8  (13.0)  11.8 

5 - 6 years past due 55  17.9  (9.9)  8.0 

6 - 7 years past due 54  12.3  (6.6)  5.7 

7 - 8 years past due 64  8.0  (5.1)  2.9 

8 - 9 years past due 70  5.6  (3.9)  1.7 

More than 9 years past due 96  7.5  (7.2)  0.3 

   667.6  (127.6)  540.0 

     
2022  

Expected 
loss rate 

% 

Gross 
carrying 
amount 

£m 

Loss 
allowance 

£m 

Net 
carrying 
amount 

£m 

Not past due  4 295.5 (11.4) 284.1 

Up to 1 year past due  25 86.2 (21.6) 64.6 

1 – 2 years past due  39 60.7 (23.6) 37.1 

2 – 3 years past due  42 37.2 (15.5) 21.7 

3 – 4 years past due  54 30.5 (16.6) 13.9 

4 – 5 years past due  50 24.5 (12.3) 12.2 

5 – 6 years past due  53 15.2 (8.1) 7.1 

6 – 7 years past due  64 10.6 (6.8) 3.8 

7 – 8 years past due  71 6.9 (4.9) 2.0 

8 – 9 years past due  67 3.3 (2.2) 1.1 

More than 9 years past due  100 5.3 (5.3)  – 

   575.9 (128.3) 447.6 

 

Movements on the expected credit loss allowance were as follows: 

  Group   Company 

 2023 2022  2023 2022 

 £m £m  £m £m 

At 1 April 128.3 136.2  128.3 130.8 

Charge for bad and doubtful debts 23.1 24.8  23.1 23.7 

Amounts written off during the year (23.8) (26.2)  (23.8) (26.2) 

Disposal of Hafren Dyfrdwy – (6.5)  – – 

At 31 March 127.6 128.3  127.6 128.3 
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 4 

 

 

21 Finance lease receivables - Company 

Minimum lease payments receivable are as follows: 
 

  2023 2022 

 
 £m £m 

Within 1 year  5.7 5.7 

1 - 2 years  5.7 5.7 

2 - 5 years  17.0 17.0 

After more than 5 years  198.9 210.2 

Gross obligations under finance leases  227.3 238.6 

Less: unearned interest receivable  (131.5) (142.1) 
  95.8 96.5 

 

 

The present value of minimum lease payments receivable are as follows: 
 

  2023 2022 

  £m £m 

Within 1 year  0.8 0.7 

1 - 2 years  0.8 0.8 

2 - 5 years  2.7 2.6 

After more than 5 years  91.5 92.4 

Included in non-current liabilities  95.0 95.8 
  95.8 96.5 

 

 

The Company considers that the credit risk in relation to these receivables is immaterial and therefore no provision for expected 

credit losses has been recognised (2022: nil). 

The Company has granted finance leases of between 44 and 57 years in respect of concrete settling tanks. The interest terms 

were set at the inception of the leases. Leases bear interest at a weighted average interest rate of 5.1% (2022: 5.1%). 

22 Borrowings 
 

  Group  Company 
  2023 2022  2023 2022 
  £m £m  £m £m 

Current liabilities    
   

Bank overdraft  5.4 7.7  5.4 7.7 

Other loans  300.0 250.6  300.0 0.8 

Loans due to parent and fellow subsidiary undertakings  ‒ ‒  ‒ 249.9 

Lease liabilities  7.3 5.8  7.3 5.8 

Lease liabilities payable to other group companies  ‒ ‒  19.0 16.3 
  312.7 264.1  331.7 280.5 

Non-current liabilities    
 

  

Bank loans  689.4 755.7  689.4 755.7 

Other loans  5,974.5 5,275.3  848.0 934.6 

Loans due to fellow subsidiary undertakings  ‒ ‒  5,682.9 4,882.6 

Lease liabilities  95.9 103.0  95.9 103.0 

Lease liabilities payable to other group companies  ‒ ‒  400.5 421.4 

  6,759.8 6,134.0  7,716.7 7,097.3 

  7,072.5 6,398.1 
 

8,048.4 7,377.8 
 
 

See note 33 for details of interest rates payable and maturity of borrowings. 
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23 Categories of financial liabilities - Group 
 

 Note 2023 2022 

  £m £m 

Fair value through profit and loss    
Interest rate swaps - not hedge accounted  10.0 37.0 

Inflation swaps - not hedge accounted  ‒ 3.7 

  10.0 40.7 

Derivatives designated as hedging instruments    

Cross currency swaps - fair value hedges  0.9 ‒ 

  0.9 ‒ 

Total derivative financial liabilities  10.9 40.7 

Other financial liabilities    
Borrowings 22 7,072.5 6,398.1 

Trade payables 24 113.6 76.8 

Other payables 24 7.9 7.1 

Amounts due to parent and fellow subsidiary undertakings 24 86.2 57.3 

Total other financial liabilities  7,280.2 6,539.3 

Total financial liabilities  7,291.1 6,580.0 

 
Disclosed in the balance sheet within:    
Non-current liabilities    
Derivative financial liabilities  10.9 40.7 

Borrowings  6,759.8 6,134.0 

Other payables  ‒ 0.1 

  6,770.7 6,174.8 

Current liabilities    
Borrowings  312.7 264.1 

Trade payables  113.6 76.8 

Other payables  7.9 7.0 

Amounts due to parent and fellow subsidiary undertakings  86.2 57.3 

  520.4 405.2 

  7,291.1 6,580.0 
 

 

24 Trade and other payables 
 

  Group   Company 

 2023 2022  2023 2022 

 £m £m  £m £m 

Current liabilities      
Trade payables 113.6 76.8  113.6 76.8 

Social security and other taxes 7.1 6.6  7.1 6.6 

Other payables 7.9 7.0  8.2 7.5 

Accruals and receipts in advance 519.6 485.7  464.5 436.3 

Deferred income 15.9 15.2  15.9 15.2 

Amounts due to parent and fellow subsidiary undertakings 86.2 57.3  135.5 98.5 

 750.3 648.6  744.8 640.9 

Non-current liabilities      
Other payables ‒ 0.1  ‒  ‒ 

Accruals and receipts in advance 13.5 3.0  13.5 3.0 

Deferred income 1,445.1 1,317.5  1,445.1 1,317.5 

 1,458.6 1,320.6  1,458.6 1,320.5 

 2,208.9 1,969.2  2,203.4 1,961.4  
 
The accruals balance above includes £146.5m of contract liabilities (2022: £144.8m). Movements in this balance are set out in 
note 5 of the financial statements.  
 
The Directors consider that the carrying value of trade payables is not materially different from their fair values. 
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25 Deferred tax 

Group 

An analysis of the movements in the major deferred tax liabilities and assets recognised by the Group is set out below: 
 

 

Accelerated 
tax 

depreciation 

Retirement 
benefit 

obligations 

Fair value of 
financial 

instruments Other Total 

 £m £m £m £m £m 

At 1 April 2021 959.0 (24.0) (38.0) (3.5) 893.5 

Charge/(credit) to income 359.5 2.8 0.9 (6.2) 357.0 

Charge/(credit) to equity ‒ 41.9 12.6 (5.1) 49.4 

Disposal of Hafren Dyfrdwy (22.0) (4.4) – 0.4 (26.0) 

At 1 April 2022  1,296.5 16.3 (24.5) (14.4) 1,273.9 

Charge/(credit) to income 47.7 16.0 14.3 (44.2) 33.8 

Credit to equity ‒ (60.3) ‒ (0.2) (60.5) 

At 31 March 2023 1,344.2 (28.0) (10.2) (58.8) 1,247.2 

 

Company 

An analysis of the movements in the major deferred tax liabilities and assets recognised by the Company is set out below: 
 

 

Accelerated 
tax 

depreciation 

Retirement 
benefit 

obligations 

Fair value of 
financial 

instruments Other Total 

 £m £m £m £m £m 

At 1 April 2021 943.2 (27.3) (38.0) (7.3) 870.6 

Charge/(credit) to income 353.3 2.4 0.9 (7.4) 349.2 

Charge/(credit) to equity ‒ 41.2 12.6 (5.1) 48.7 

At 1 April 2022  1,296.5 16.3 (24.5) (19.8) 1,268.5 

Charge/(credit) to income 47.7 16.0 14.3 (44.2) 33.8 

Credit to equity ‒ (60.3) ‒ (0.2) (60.5) 

At 31 March 2023 1,344.2 (28.0) (10.2) (64.2) 1,241.8 
 

 

Most of the Group and Company’s deferred tax liabilities are expected to be recovered over more than one year. Deferred tax 

assets and liabilities have been offset. The offset amounts, which are to be recovered/settled after more than 12 months, are as 

follows: 

Group 
 

 2023 2022 

 £m £m 

Deferred tax asset (97.0) (38.9) 

Deferred tax liability 1,344.2 1,312.8 

 1,247.2 1,273.9 

 

Company 
 

 2023 2022 

 £m £m 

Deferred tax asset (102.4) (44.3) 

Deferred tax liability 1,344.2 1,312.8 

 1,241.8 1,268.5 
 

Deferred tax is provided at the rate that is expected to apply when the asset or liability is expected to be settled. On 3 March 
2021, the UK Government announced an increase in the rate of corporation tax from 19% to 25%, effective 1 April 2023. 
Deferred tax assets and liabilities were therefore remeasured at 1 April 2021 at the new rate of 25%. This resulted in an 
exceptional deferred tax charge in the income statement for 2022 of £289.2 million and a credit to reserves amounting to £7.1 
million (Company: charge of £282.7 million to the income statement and credit of £7.8 million to the reserves). 
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26 Retirement benefit schemes 

a)  Defined benefit pension schemes 

i) Background 

The Group operates a number of defined benefit pension schemes. The Severn Trent Pension Scheme (‘STPS’) and the 
Severn Trent Mirror Image Pension Scheme (‘STMIPS’) closed to future accrual on 31 March 2015. The defined benefit pension 
schemes (the ‘Schemes’) cover increases in accrued benefits arising from inflation and pension increases. Their assets are held 
in separate funds administered by trustees. The trustees are required to act in the best interests of the schemes’ beneficiaries. 
A formal actuarial valuation of each Scheme is carried out on behalf of the trustees at triennial intervals by an independent 
professionally qualified actuary. Under the defined benefit pension schemes, members are entitled to retirement benefits 
calculated by reference to their pensionable service and pensionable salary history, with inflationary pension increases applying 
in line with the Scheme rules. 
 
The defined benefit pension schemes and the dates of their last completed formal actuarial valuations as at the accounting date 
are as follows: 

  
Date of last formal actuarial 

valuation 
Severn Trent Pension Scheme (STPS)* 31 March 2022 
Severn Trent Mirror Image Pension Scheme (STMIPS) 31 March 2022 

* The STPS is by far the largest of the Group's UK defined benefit schemes, comprising over 90% of the Group’s overall defined benefit obligations. 

The defined benefit scheme assets have been updated to reflect their market value at 31 March 2023. Actuarial gains and 

losses on the scheme assets and defined benefit obligations have been reported in the statement of comprehensive income. 

Service cost, and the costs of administrating the scheme, are recognised in operating costs and interest cost is recognised in 

net finance costs. 

On 29 June 2021, the Group completed the bulk annuity buy-in for STMIPS. Severn Trent Water Limited is the only employer in 
this scheme. As a result of the buy-in, whilst the legal obligation to pay the employee benefits directly as they fall due remains 
with the Group, the right to reimbursement of such amounts to the Group has been obtained under the insurance policy. 
  

ii) Amounts included in the balance sheet arising from obligations under defined benefit pension schemes 

 

   Group   Company 
  

2023 2022  2023 2022 
  

£m £m  £m £m 

Fair value of assets  1,744.5 2,595.3  1,946.8 2,814.3 

Present value of the defined benefit obligations  (2,023.1) (2,732.9)  (2,023.1) (2,732.9) 
  (278.6) (137.6)  (76.3) 81.4 

Presented on the balance sheet as:       

Retirement benefit obligation – funded schemes in surplus  – –  – 81.4 

Retirement benefit obligation – funded schemes in deficit  (278.6) (137.6)  (76.3) – 

Net retirement benefit (obligation)/surplus  (278.6) (137.6)  (76.3) 81.4 
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26 Retirement benefit schemes (continued) 

a) Defined benefit pension schemes (continued) 

ii) Amounts included in the balance sheet arising from obligations under defined benefit pension schemes 

(continued) 

The Schemes’ assets were as follows:  

   Group   Company 
  

2023 2022  2023 2022 

STPS and STMIPS  
£m £m  £m £m 

Fair value of scheme assets       

Equities  188.4 478.1  188.4 478.1 

Annuity policies  87.7 104.6  87.7 104.6 

Corporate bonds  237.0 953.0  237.0 953.0 

Liability driven investment funds (LDI)  259.2 627.6  259.2 627.6 

Property  239.6 296.8  239.6 296.8 

Contributions due from Scottish Limited Partnerships1  –  –   202.3 219.0 

Cash  732.6 135.2  732.6 135.2 
  1,744.5 2,595.3  1,946.8 2,814.3 

 

 

1 The Scottish Limited Partnerships are subsidiaries of Severn Trent Water and therefore any movements are eliminated upon consolidation. 

Most of the assets have quoted prices in active markets, but there are equities, annuity policies, corporate bonds and LDI 
investments which are unquoted amounting to £419.0 million.  

 

Movements in the fair value of the schemes’ assets were as follows: 
 

   Group   Company 

 
 2023 2022  2023 2022 

  
£m £m  £m £m 

Fair value at 1 April   2,595.3  2,600.4   2,814.3  2,768.4 

Interest income on scheme assets   76.8  52.8   76.8  51.5 

Contributions paid by the group/company   99.8  61.4   72.3  35.6 

Return on plan assets (excluding amounts included in finance 
income) 

  (899.5)  68.9   (899.5)  68.2 

Scheme administration costs   (4.0)  (3.8)   (4.0)  (3.6) 

Benefits paid   (123.9)  (120.3)   (123.9)  (117.3) 

Unwind of discount on contribution due from SLPs   –  –   10.8  11.5 

Disposal of Hafren Dyfrdwy   –  (64.1)   –  – 

Fair value at 31 March   1,744.5  2,595.3   1,946.8  2,814.3 
 

  

   Group   Company 

  2023 2022  2023 2022 

  £m £m  £m £m 

Present value at 1 April  (2,732.9) (2,959.8)  (2,732.9) (2,911.8) 

Current service cost  – (0.2)  – – 

Past service credit  8.3 –  8.3 – 

Interest cost  (80.7) (59.3)  (80.7) (58.4) 

Actuarial (losses)/gains arising from changes in 
demographic assumptions 

 (16.4) 5.6  (16.4) 5.8 

Actuarial gains arising from changes in financial 
assumptions 

 730.7 192.6  730.7 191.4 

Actuarial losses arising from experience adjustments  (56.0) (78.7)  (56.0) (77.2) 

Benefits paid  123.9 120.3  123.9 117.3 

Disposal of Hafren Dyfrdwy  – 46.6  – – 

Present value at 31 March  (2,023.1) (2,732.9)  (2,023.1) (2,732.9) 
 

 

The Group has assessed that it has an unconditional right to a refund of any surplus assets in each of the Schemes following 

settlement of all obligations to scheme members. 
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26 Retirement benefit schemes (continued) 

 

iii) Amounts recognised in the income statement in respect of these defined benefit schemes 
  

   Group 

  2023 2022 

  £m £m 

Amounts credited/(charged) to operating costs    

Current service cost  – (0.2) 

Past service credit  8.3 – 

Scheme administration costs  (4.0) (3.8) 
  4.3 (4.0) 

Amounts charged to finance costs    

Interest cost  (80.7) (59.3) 

Amounts credited to finance income    

Interest income on scheme assets  76.8 52.8 

Total amount charged to the income statement  0.4 (10.5) 
 

 

The actual return on scheme assets was a loss of £822.7 million (2022: gain of £121.7 million). 

Actuarial gains and losses have been reported in the statement of comprehensive income.  
  

iv) Actuarial risk factors 

The Schemes typically expose the Group to actuarial risks such as investment risk, inflation risk and longevity risk. 

Investment risk 

The Group's contributions to the Schemes are based on actuarial calculations which make assumptions about the returns 
expected from the Schemes' investments. If the investments underperform these assumptions in the long term then the Group 

may need to make additional contributions to the Schemes in order to fund the payment of accrued benefits. 

Each scheme’s investment strategy seeks to balance the level of investment return sought with the aim of reducing volatility and 
risk. In undertaking this approach reference is made to both the maturity of liabilities and the funding level of that scheme. A 
number of further strategies are employed to manage underlying risks, including liability-matching asset strategies, 
diversification of asset portfolios and interest rate hedging. 

Currently the Schemes have a balanced approach to investment in equity securities, debt instruments and real estate. Due to 
the long-term nature of the scheme liabilities, we consider it appropriate to invest a portion of the Scheme assets in equity 
securities and in real estate to leverage the return generated by the fund. 

Inflation risk 

The benefits payable to members of the schemes are linked to inflation measured by the RPI or CPI, subject to caps. The 
Group's contributions to the Schemes are based on assumptions about the future level of inflation. If inflation is higher than the 
levels assumed in the actuarial calculations then the Group may need to make additional contributions to the Schemes in order 
to fund the payment of accrued benefits. 

The Schemes use LDI’s within the asset portfolios to hedge against the value of liabilities changing as a result of movements in 
long-term interest rate and inflation expectations. This structure allows the Schemes to both hedge against these risks and 
retain capital investment in assets that are expected to generate higher returns.  

Longevity risk 

The Group's contributions to the Schemes are based on assumptions about the life expectancy of scheme members after 
retirement. If scheme members live longer than assumed in the actuarial calculations then the Group may need to make 
additional contributions to the schemes in order to fund the payment of accrued benefits. 
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26 Retirement benefit schemes (continued) 

a) Defined benefit pension schemes (continued) 

v) Actuarial assumptions 

The major financial assumptions used in the accounting valuation of the obligations for the STPS which represents by far the 
largest defined benefit obligation for the Group were as follows.  

  2023 2022 

    % pa % pa 

Price inflation – RPI  3.3 3.6 

Price inflation – CPI  
Pre 2030:           2.3  
Post 2030:         3.2  

2.6 
3.5 

Discount rate  4.8 2.8 

Pension increases in payment  3.3 3.6 

Pension increases in deferment   3.3 3.6 

 

The assumption for RPI price inflation is derived from the difference between the yields on longer-term fixed rate gilts and on 
index-linked gilts.  
 
In setting our discount rate, we construct a yield curve. Short dated yields are taken from market rates for AA corporate bonds. 
Long-dated yields for the curve are based on the average yield available on all long-dated AA corporate bonds. We project the 
expected cash flows of the schemes and adopt a single equivalent cash flow weighted discount rate taking account of the 

constructed yield curve.  

The mortality assumptions are based on those used in the latest triennial funding valuations. The mortality assumptions 
adopted at the year end for accounting purposes and the life expectancies at age 60 implied by the assumptions are as follows 
for the STPS: 

   2023    2022 

  Men Women  Men Women 

Mortality table used S3PMA S3PFA_M  S3PMA_L S3PFA_M 

Mortality table compared with standard table 98% 91%  112% 95% 

Mortality projections CMI 2021 CMI 2021  CMI 2021 CMI 2021 

Long-term rate of future improvement per annum 1.0% 1.0%  1.0% 1.0% 

Weighting factor given to data for 2021 40% 40%  20% 20% 

Remaining life expectancy for members currently aged 60 (years) 25.8 28.6  26.5 28.5 

Remaining life expectancy at age 60 for members currently aged 
40 (years) 

26.9 29.8  27.6 29.7 

 

The calculation of the scheme obligations is sensitive to the actuarial assumptions and in particular to the assumptions relating 
to discount rate, price inflation (capped, where relevant) and mortality. The following table summarises the estimated impact 
on the Group’s obligations from changes to key actuarial assumptions whilst holding all other assumptions constant: 

Assumption Change in assumption Impact on disclosed obligations 

Discount rate1  Increase/decrease by 0.1% pa Decrease/increase by £26 million 

Price inflation2 Increase/decrease by 0.1% pa Increase/decrease by £21 million 

Mortality3 Increase in life expectancy by 1 year Increase by £72 million 

 
1 A change in discount rate is likely to occur as a result of changes in bond yield and as such would be expected to be offset to a significant 
degree by a change in the value of the bond assets held by the Schemes. 
2 The projected impact resulting from a change in RPI reflects the underlying effect on pensions in payment, pensions in deferment and 
resultant pension increases. 
3 The change in assumption is based on triennial valuations and reflect the fact that life expectancy rates are expected to increase. 
 

In reality, interrelationships exist between the assumptions, particularly between the discount rate and price inflation. The above 
analysis does not take into account the effect of these interrelationships.  Also, in practice any movement in obligations arising 
from assumption changes are likely to be accompanied by movements in asset values – and so the impact on the accounting 
deficit may be lower than the impact on the obligations shown above. 

In presenting the above sensitivity analysis, the present value of the defined benefit obligation has been calculated using the 
projected unit credit method at the end of the reporting period, which is the same as that applied in calculating the defined 
benefit obligation liability recognised in the balance sheet.  
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26 Retirement benefit schemes (continued) 

a) Defined benefit pension schemes (continued) 

 

(vi) Effect on future cash flows 

Contribution rates are set in consultation with the Trustees for each Scheme and each participating employer. 
 
The average duration of the benefit obligation at the end of the year is 13 years for STPS and 10 years for STMIPS (2022: 16 

years). 

The most recently completed formal triennial actuarial valuations and funding agreements were carried out as at 31 March 2022 

for the STPS and STMIPS. As a result of the STPS actuarial valuation, annual deficit reduction contributions of £34.2 million 

were agreed, with the March 2023 payment having been increased in line with the annual increase in CPI to November 2022. 

Thereafter, future contributions for the STPS will also increase in line with CPI inflation until March 2027. The first two 

contributions in March 2023 and March 2024 are payable directly into the STPS and it is expected that payments in future years 

will be payable to a limited liability partnership that the Group and Trustee are in the process of setting up.  

Payments of £8.2 million per annum through an asset backed funding arrangement will also continue to 31 March 2032 for the 

STPS. Further inflation linked payments of £15.0 million per annum are being made through an additional asset backed funding 

arrangement, with payments having started in the financial year ending 31 March 2018 and continuing to 31 March 2031. These 

contributions will cease earlier should a subsequent valuation of the STPS show that they are no longer needed. There are no 

deficit reduction contributions payable by the Group for STMIPS. 

b) Defined contribution pension schemes 

The Group also operates the Severn Trent Group Personal Pension, a defined contribution scheme, for its UK employees.   

The total cost charged to operating costs of £20.2 million (2022: £26.9 million) represents contributions payable to these 

schemes by the Group at rates specified in the rules of the scheme. As at 31 March 2023, no contributions (2022: nil) in respect 

of the current reporting period were owed to the schemes. 

 

27 Provisions 

Group 

 Insurance Regulatory Other Total 

 £m £m £m £m 

At 1 April 2022 16.1 19.2 10.8 46.1 

Charged to income statement 5.4 – 2.7 8.1 

Other net additions – 34.2 – 34.2 

Utilisation of provision (9.4) (5.7) – (15.1) 

At 31 March 2023 12.1 47.7 13.5 73.3 

  
   2023 2022 

   £m £m 

Included in     
Current liabilities   47.2 33.3 

Non-current liabilities 
  

26.1 12.8 
   

73.3 46.1 
 

 

Insurance includes provisions in respect of Lyra Insurance Guernsey Limited, a captive insurance company and a wholly owned 
subsidiary of the Group, and insurance deductions in Severn Trent Water Limited. The associated outflows are estimated to arise 
over a period of up to five years from the balance sheet date. 

Regulatory comprises provisions for works, some of which are capital projects, in response to legally enforceable undertakings 
to regulators. The associated outflows are estimated to arise over a period of up to five years from the balance sheet date.  

Other provisions include provisions for dilapidations, commercial disputes, either from continuing or discontinued operations, 
and potential environmental claims. The associated outflows are estimated to arise over a period up to ten years from the 
balance sheet date. 
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27 Provisions (continued) 

 

Company 
 

 Insurance Regulatory Other Total 

 £m £m £m £m 

At 1 April 2022 16.1 19.2 10.8 46.1 

Charged to income statement 5.4 – 2.7 8.1 

Other net additions – 34.2 – 34.2 

Utilisation of provision (9.4) (5.7) – (15.1) 

At 31 March 2023 12.1 47.7 13.5 73.3  
 
 

   2023 2022 

   £m £m 

Included in     
Current liabilities   47.2 33.3 

Non-current liabilities 
  

26.1 12.8 
   73.3 46.1 

 

28 Share capital – Group and Company 

 

 

29 Share Premium – Group and Company 

 
  

2023 2022 

 
 £m £m 

As at 1 April and 31 March   249.7 249.7 

 

30 Hedging reserve – Group and Company 

 

 Hedging reserve 

 £m 

At 1 April 2021 (71.6) 

Total comprehensive income for the year 44.9 

At 1 April 2022 (26.7) 

Total comprehensive income for the year 0.1 

Reserves transfer 26.2 

At 31 March 2023 (0.4) 

 

The hedging reserve arises from gains or losses on interest rate swaps and energy swaps taken directly to equity under the 
hedge accounting provisions of IFRS 9 and the transition rules of IFRS 1. 

  2023 2022 
  £m £m 

Total issued and fully paid share capital    

1,250,100,000 ordinary shares  of 0.1p (2022: 1,250,100,000)  1.3 1.3 
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31 Capital management – Group 

The Group’s principal objectives in managing capital are: 

• to maintain a flexible and sustainable balance sheet structure; 

• to maintain an investment-grade credit rating; 

• to access a broad range of sources of finance to obtain both the quantum required and lowest cost compatible with the 
need for continued availability; 

• to manage exposure to movements in interest rates to provide an appropriate degree of certainty as to its cost of funds;   

• to minimise exposure to counterparty credit risk; and 

• to provide the Group with an appropriate degree of certainty as to its foreign exchange exposure. 
 

The Group seeks to achieve a balance of long-term funding or commitment of funds across a range of funding sources at the 
best possible economic cost. The Group monitors future funding requirements and credit market conditions to ensure continued 
availability of funds. Further details of the dividend policy and its application we set out in the Company’s Annual Performance 
Report, which is available at stwater.co.uk. 
 

The Group's capital at 31 March was:  
  

  2023 2022 
  £m £m 

Net cash and cash equivalents  4.0 70.1 

Bank loans  (689.4) (755.7) 

Other loans  (6,274.5) (5,525.9) 

Loans due from parent company  154.5 226.2 

Lease liabilities  (103.2) (108.8) 

Cross currency swaps  33.6 28.3 

Net debt  (6,875.0) (6,065.8) 

Equity attributable to owners of the Company  (2,299.4) (2,743.1) 

Total capital  (9,174.4) (8,808.9) 
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32 Fair values of financial instruments – Group  

a) Fair value measurements 

The valuation techniques that the Group applies in determining the fair values of its financial instruments on a recurring basis 
are described below. The techniques are classified under the hierarchy defined in IFRS 13 which categorises valuation 
techniques into Levels 1 - 3 based on the degree to which the fair value is observable. The Group's valuation techniques are 
Level 2 unless otherwise stated below:  

 
 2023  2022  

 £m  £m Valuation techniques and key inputs 

Cross currency swaps   Discounted cash flow 
Assets 

Liabilities 

34.5 

(0.9) 

28.3 

– 

Future cash flows are estimated based on forward interest rates 
from observable yield curves at the period end and contract interest 
rates discounted at a rate that reflects the credit risk of 
counterparties. The currency cash flows are translated at spot rate. 

Interest rate swaps   Discounted cash flow 

Assets 

Liabilities 

40.5 

(10.0) 

2.9 

(37.0) 

Future cash flows are estimated based on forward interest rates 
from observable yield curves at the period end and contract interest 
rates discounted at a rate that reflects the credit risk of 
counterparties.    

Energy swaps   Discounted cash flow 
Assets 

 

0.5 

 

27.6  

     

Future cash flows are estimated based on forward electricity prices 
from observable indices at the period end and contract prices 
discounted at a rate that reflects the credit risk of counterparties. 

Inflation swap   Discounted cash flow 
Assets 

Liabilities 

7.3 

– 

– 

(3.7) 

Future cash flows on the RPI leg of the instrument are estimated 
based on observable forward inflation indices. 

Future cash flows on the CPI leg of the instrument are estimated 
based on the future expected differential between RPI and CPI (‘the 
wedge’). 

Both legs are discounted using observable swap rates at the period 
end, at a rate that reflects the credit risk of counterparties. This is 
considered to be a Level 3 valuation technique.  

Investment   Net asset value 

Asset 1,603.8 1,564.0  The fair value of the investment is considered to be the Group’s 
share of its net assets. This is considered to be a Level 3 valuation 
technique. 

 

Changes in the carrying values of instruments that are measured using a Level 3 technique were as follows: 

 

 Inflation swaps Investment 

 £m £m 

At 1 April 2021 (32.1) 1,550.1 

Gains recognised in profit or loss 28.4 13.9 

At 31 March 2022     (3.7) 1,564.0 

Gains recognised in profit or loss 11.0 39.8 

At 31 March 2023 7.3 1,603.8 

 

These Level 3 instruments are valued using unobservable inputs. In valuing the inflation swaps, we have identified the 
unobservable input as the CPI wedge. A change of 10bps in the CPI wedge would result in a change in the carrying value of 
£4.5 million. 
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32 Fair values of financial instruments – Group (continued) 
  

b) Comparison of fair value of financial instruments with their carrying amounts 

The Directors consider that the carrying amounts of all financial instruments, except those disclosed in the table below, 
approximate to their fair values. The carrying values and estimated fair values of other financial instruments are set out below: 
  

  31 March    31 March 

 2023  2022 

 Carrying value Fair value  Carrying value Fair value 

 £m £m  £m £m 

Floating rate debt      
Bank loans 545.4 527.4  625.8 623.5 

Other loans 146.8 157.9  147.8 161.4 

Bank overdraft 5.4 5.4  7.7 7.7 

  697.6  690.7   781.3  792.6 

Fixed rate debt      
Other loans 4,241.6 4,014.6  3,784.9 4,024.8 

Lease liabilities 103.2 103.2  108.8 117.9 

  4,344.8  4,117.8   3,893.7  4,142.7 

Index-linked debt      
Bank loans 144.0 137.1  129.9 149.5 

Other loans 1,886.1 1,798.0  1,593.2 2,352.6 

  2,030.1  1,935.1   1,723.1  2,502.1 

  7,072.5  6,743.6   6,398.1  7,437.4 
 

 

The above floating, fixed or index-linked classification does not take into account the impact of unhedged interest rate swaps or 

cross currency swaps. 

Fixed rate loans are valued using market prices for similar instruments, which is a Level 2 valuation technique. 

Index-linked bonds are rarely traded and quoted prices are not considered to be a reliable indicator of fair value. Therefore, 

these bonds are valued using discounted cash flow models with discount rates derived from observed market prices for a 

sample of bonds, which is a Level 2 valuation technique. 

Fair values of the other debt instruments are also calculated using discounted cash flow models with discount rates derived from 

observed market prices, which is a Level 2 valuation technique. 
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33 Risks arising from financial instruments – Group  

The Group’s activities expose it to a variety of financial risks:  

• market risk (including interest rate risk, exchange rate risk and other price risk); 

• credit risk; 

• liquidity risk; and 

• inflation risk.  

The Group’s overall risk management programme addresses the unpredictability of financial markets and seeks to reduce 
potential adverse effects on the Group’s financial performance or position. 

Financial risks are managed by a central treasury department (“Group Treasury”) under policies approved by the Board of 
Directors. The Board has established a Treasury Committee to monitor treasury activities and to facilitate timely responses to 
changes in market conditions when necessary. Group Treasury operates under the Group’s Treasury Procedures Manual and 
Policy Statement and identifies, evaluates and hedges financial risks in close co-operation with the Group’s operating units. The 
Board defines written principles for overall risk management, as well as written policies covering specific areas such as 
exchange rate risk, interest rate risk, credit risk and the use of derivative and non-derivative financial instruments. The Group’s 
policy is that derivative financial instruments are not held for trading but may be used to mitigate the Group's exposure to 
financial risk. The types of derivative instruments held and the related risks are described below. 

Interest rate swaps are held to mitigate the Group's exposure to changes in market interest rates. Further details are set out in 
sections a) (i) and note 34 b) (i) below. 

Cross currency swaps are held to mitigate the Group's exposure to exchange rate movements on amounts borrowed in foreign 
currencies. Further details are set out in section a) (ii) below. 

Energy swaps are held to mitigate the Group’s exposure to changes in electricity prices. Further details are provided in note 34 
below. 

Severn Trent Water operates under a regulatory environment where sales prices are linked to inflation measured by CPIH. In 
order to mitigate the risks to cash flow and earnings arising from fluctuations in CPIH, the Group holds debt instruments where 
the principal repayable and interest cost is linked to RPI/CPIH and the Group holds RPI/CPI swaps to mitigate the risk of 
divergence between RPI and CPIH. 

a) Market risk 

The Group is exposed to fluctuations in interest rates and, to a lesser extent, exchange rates. The nature of these risks and the 
steps that the Group has taken to manage them are described below.  

i) Interest rate risk 

The Group’s income and its operating cash flows are substantially independent of changes in market interest rates. The 
Group’s interest rate risk arises from long-term borrowings.  

Borrowings issued at variable rates expose the Group to the risk of adverse cash flow impacts from increases in interest rates.  

Borrowings issued at fixed rates expose the Group to the risk of interest costs above the market rate when interest rates 
decrease.  

The Group’s policy is to maintain 40% to 70% of its interest bearing liabilities in fixed rate instruments in AMP7. In measuring 
this metric, management makes adjustments to the carrying value of debt to better reflect the amount that interest is calculated 
on. Details of the adjustments made are set out below: 

  
 2023 2022 

 £m £m 

Net debt (note 36)  6,875.0  6,065.8 

Cash and cash equivalents  9.4  77.8 

Loan due from parent company and group undertakings  154.5  226.2 

Cross currency swaps included in net debt at fair value  33.6  28.3 

Fair value hedge accounting adjustments  (20.1)  (21.1) 

Exchange on currency debt not hedge accounted  (22.3)  (14.9) 

Interest bearing financial liabilities  7,030.1  6,362.1 
 

 
The Group manages its cash flow interest rate risk by borrowing at fixed or index-linked rates and by using interest rate swaps. 
Under these swaps the Group receives floating rate interest and pays fixed rate interest calculated by reference to the agreed 
notional principal amounts. In practice the swaps are settled by transferring the net amount. These swaps have the economic 
effect of converting borrowings from floating rates to fixed rates. The Group has entered into a series of these interest rate 
swaps to hedge future interest payments to beyond 2030. 
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33 Risks arising from financial instruments – Group (continued) 

a) Market risk (continued) 

i) Interest rate risk (continued) 

The following tables show analyses of the Group's interest-bearing financial liabilities by type of interest. Debt which is hedged 
by interest rate swaps is included in the category after taking account of the impact of the swap. Debt raised in foreign 
currencies has been included at the notional sterling value of the payable leg of the corresponding cross currency swap since 
this is the amount that is exposed to changes in interest rates.  
 
Valuation adjustments that do not impact the amount on which interest is calculated, such as fair value hedge accounting 
adjustments, are excluded from this analysis.  
 
The net principal amount of swaps is shown as an adjustment to floating rate and fixed rate debt to demonstrate the impact of 
the Group's interest rate swaps on the amount of liabilities bearing fixed interest. 
 

 
Floating  

rate 
Fixed  

rate 
Index- 
linked Total 

2023 £m £m £m £m 

Bank overdraft (5.4)  – –  (5.4) 

Bank loans  (545.4)  – (144.0)   (689.4) 

Other loans  (83.0)  (4,263.0) (1,886.1)   (6,232.1) 

Lease liabilities –  (103.2) –   (103.2) 
  (633.8) (4,366.2) (2,030.1)  (7,030.1) 

Impact of swaps not matched against specific debt instruments  275.0 (275.0)  – – 

Interest-bearing financial liabilities  (358.8) (4,641.2) (2,030.1) (7,030.1) 

Proportion of interest-bearing financial liabilities that are fixed  66%   

Weighted average interest rate of fixed rate debt   4.12%   

Weighted average period for which interest is fixed (years)   9.6   

 
 

 
Floating  

rate 
Fixed  

rate 
Index- 
linked Total 

2022 £m £m £m £m 

Bank overdraft (7.7) – – (7.7) 

Bank loans (625.8)  – (129.9) (755.7) 

Other loans (104.3) (3,792.4) (1,593.2) (5,489.9) 

Lease liabilities –  (108.8)  –  (108.8) 
 (737.8) (3,901.2) (1,723.1) (6,362.1) 

Impact of swaps not matched against specific debt instruments 475.0  (475.0)  –   –  

Interest-bearing financial liabilities (262.8) (4,376.2) (1,723.1) (6,362.1) 

Proportion of interest-bearing financial liabilities that are fixed  69%   

Weighted average interest rate of fixed rate debt  3.93%   

Weighted average period for which interest is fixed (years)  8.7   

 
 
Interest rate swaps not hedge accounted 
 
The Group has a number of interest rate swaps which are not accounted for as cash flow or fair value hedges. This has led to a 
credit of £25.9 million (2022: £25.2 million) in the income statement. 

 
    Average contract 

fixed interest rate  

Notional principal 
amount  Fair value 

 2023 2022  2023 2022  2023 2022 

   %   £m £m   £m £m 

Pay fixed rate interest         
1 – 2 years – 4.98  – (50.0)  – (2.2) 

2 – 5 years – 5.14  – (150.0)  – (13.6) 

5 – 10 years 5.46 5.46  (75.0) (75.0)  (10.0) (21.2) 

  5.46 5.20   (75.0) (275.0)   (10.0) (37.0) 
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33 Risks arising from financial instruments – Group (continued) 

a) Market risk (continued) 

i) Interest rate risk (continued) 

Interest rate sensitivity analysis 

The sensitivity after tax of the Group’s profits, cash flow and equity, including the impact on derivative financial instruments, to 
reasonably possible changes in interest rates at 31 March is as follows: 

 2023  2022 

 1.0% -1.0%  1.0% -1.0% 

  £m £m   £m £m 

Profit or loss 2.3 (2.8)  9.7  (10.6) 

Cash flow (2.8) 2.8  (1.5) 1.5  

Equity 2.3 (2.8)   9.7  (10.6) 

 

ii) Exchange rate risk 

Except for debt raised in foreign currency, which is hedged, the Group's business does not involve significant exposure to 
foreign exchange transactions and therefore the sensitivity of the Group’s results to changes in exchange rates is not material.  

Certain of the Group’s subsidiaries enter into transactions in currencies other than the functional currency of the operation of 
sterling. Exchange risks relating to such operations are not material but are managed centrally by Group Treasury through 
forward exchange contracts to buy or sell currency. These contracts led to no charge (2022: nil) in the income statement. 

The Group has raised debt denominated in currencies other than sterling to meet its objective of accessing a broad range of 
sources of finance. The Group mitigated its exposure to exchange rate fluctuations by entering into cross currency swaps at the 
time that the debt was drawn down to swap the proceeds into sterling debt bearing interest based on SONIA.  

Where the terms of the receivable leg of the swap closely match the terms of the underlying debt, the swaps are expected to be 
effective hedges, hence the swaps have been accounted for as fair value hedges. The notional value and fair value of these 
swaps is shown in note 34 a) (i). 

The Group also has cross currency swaps with a notional sterling value of £98.3 million (2022: £98.3 million) which are not 
accounted for as fair value hedges. Economically these swaps act to mitigate the exchange rate risk of debt within the Group 
which is denominated in foreign currency and also swap the interest from fixed to floating, but they are not designated hedges 
under IFRS 9. This has led to income of £7.1 million (2022: £2.3 million) in the income statement as well as an exchange loss of 
£7.4 million (2022: gain of £6.6 million) on the underlying debt. 

The Group’s gross and net currency exposures arising from currency borrowings are summarised in the tables below. These 
show, in the relevant currency, the amount borrowed and the notional principal of the related swap or forward contract. The net 
position shows the Group's exposure to exchange rate risk in relation to its currency borrowings. 

 

 Euro US Dollar Yen 

2022 €m $m ¥Bn 

Borrowings by currency (19.9) (180.0) (2.0) 

Cross currency swaps - hedge accounted 19.9  30.0   2.0  
Cross currency swaps - not hedge accounted –   150.0  –   

Net currency exposure –   –   –   

 

b)  Credit risk 

Operationally the Group has no significant concentrations of credit risk. Amounts provided against accounts receivable and 
movements on the provision during the year are disclosed in note 20.  

Cash deposits and derivative contracts are only placed with high credit quality financial institutions, which have been approved 
by the Board. Group Treasury monitors the credit quality of the approved financial institutions and the list of financial institutions 
that may be used is approved annually by the Board. The Group has policies that limit the amount of credit exposure to any one 
financial institution.  

 Euro US Dollar Yen 

2023 €m $m ¥bn 

Borrowings by currency (19.9) (180.0) (10.3) 

Cross currency swaps - hedge accounted 19.9  30.0   10.3  
Cross currency swaps - not hedge accounted –  150.0  –   

Net currency exposure  –  – –   
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33   Risks arising from financial instruments – Group (continued) 

b)    Credit risk (continued) 

Credit risk analysis 

At 31 March, the aggregate credit limits of authorised counterparties and the amounts held on short term deposits were as 
follows: 

 Credit limit  Amount deposited 

 2023 2022  2023 2022 

  £m £m   £m £m 

Double A range 150.0 150.0  – – 

Single A range 770.5 710.5  – 75.0 

Below single A range – 10.0  – – 

  920.5 870.5   – 75.0 

 

 
The fair values of derivative assets analysed by credit ratings of counterparties were as follows: 
 Derivative assets 

 2023 2022 

  £m £m 

Single A range 82.8 52.6 

Triple B range – 6.2 

  82.8 58.8 

 

c) Liquidity risk 

i) Committed facilities 
Prudent liquidity management requires sufficient cash balances to be maintained; adequate committed facilities to be available 
and the ability to close out market positions. Group Treasury manages liquidity and flexibility in funding by monitoring forecast 
and actual cash flows and the maturity profile of financial assets and liabilities, and by keeping committed credit lines available.  

At the balance sheet date the Group had committed undrawn borrowing facilities expiring as follows: 

 2023 2022 

  £m £m 

2 – 5 years 700.0 1,000.0 
5 years 100.0 – 

 800.0 1,000.0 

 

ii) Cash flows from non-derivative financial instruments 

The following tables show the estimated cash flows that will arise from the Group's non-derivative net financial liabilities. The 
information presented is based on the earliest date on which the Group can be required to pay and represents the undiscounted 
cash flows including principal and interest. 

Interest and inflation assumptions are based on prevailing market conditions at the year end date. 
 

2023 
Undiscounted amounts payable: Floating rate Fixed rate Index-linked 

Trade and 
other 

payables 

Payments 
on financial 

liabilities 

 £m £m £m £m £m 

Within 1 year (12.6) (454.6) (36.1) (128.6) (631.9) 

1 - 2 years (8.2) (136.2) (89.3) – (233.7) 

2 - 5 years (123.3) (863.5) (113.8) – (1,100.6) 

5 - 10 years (211.9) (1,856.6) (714.3) – (2,782.8) 

10 - 15 years – (863.8) (168.0) – (1,031.8) 

15 - 20 years – (905.9) (304.4) – (1,210.3) 

20 - 25 years – (152.9) (326.2) – (479.1) 

25 - 30 years – – (738.5) – (738.5) 

30 - 35 years – – (2,909.0) – (2,909.0) 

35 - 40 years – – (917.5) – (917.5) 

40 - 45 years – – (413.3) – (413.3) 

45 - 50 years – – – – – 

Total (356.0) (5,233.5) (6,730.4) (128.6) (12,448.5) 
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33 Risks arising from financial instruments – Group (continued) 

c)   Liquidity risk (continued) 

ii)   Cash flows from non-derivative financial instruments (continued) 
  

Undiscounted amounts receivable:  

Loans 
due from 

related 
parties 

Trade and 
other  

receivables 

Cash and 
short 
term 

deposits 

Amounts due 
from group 

undertakings 

Receipts 
from 

financial 
assets 

  £m £m £m £m £m 

Within 1 year  – 604.9 9.4 86.0 700.3 

1-2 years  – – – 154.5 154.5 

Total  – 604.9 9.4 240.5 854.8                   

2022 Floating rate Fixed rate Index-linked 

Trade and 
other 

payables 

Payments on 
financial 
liabilities 

 £m £m £m £m £m 

Within 1 year (1.9) (397.5) (30.7) (90.4) (520.5) 

1 - 2 years (310.9) (443.3) (32.7) (0.1) (787.0) 

2 - 5 years (393.3) (1,158.1) (154.4) – (1,705.8) 

5 - 10 years (104.7) (1,529.3) (593.1) – (2,227.1) 

10 - 15 years – (689.6) (255.1) – (944.7) 

15 - 20 years – (907.6) (280.5) – (1,188.1) 

20 - 25 years – – (211.6) – (211.6) 

25 - 30 years – – (727.2) – (727.2) 

30 - 35 years – – (1,713.3) – (1,713.3) 

35 - 40 years – – (2,082.6) – (2,082.6) 

40 - 45 years – – (411.9) – (411.9) 

Total (810.8) (5,125.4) (6,493.1) (90.5) (12,519.8) 
  

Undiscounted amounts receivable:  

Loans due 
from 

related 
parties 

Trade 
receivables 

Cash and 
short term 

deposits 

Amounts 
due from 

group 
undertakings 

Receipts 
from 

financial 
assets 

  £m £m £m £m £m 

Within 1 year  – 488.9 77.8 70.6 637.3 

1-2 years  – – – 227.1 227.1 

Total  – 488.9 77.8 297.7 864.4 
 

Index-linked debt includes loans with maturities up to 50 years. The principal is revalued at fixed intervals and is linked to 
movements in the RPI or CPIH. Interest payments are made bi-annually based on the revalued principal. The principal 
repayment equals the revalued amount at maturity. The payments included in the table above are estimates based on the 
forward inflation rates published by the Bank of England at the balance sheet date. 

(iii) Cash flows from derivative financial instruments 

The following tables show the estimated cash flows that will arise from the Group's derivative financial instruments. The tables 
are based on the undiscounted net cash inflows/(outflows) on the derivative financial instruments that settle on a net basis and 
the undiscounted gross inflows/(outflows) on those derivatives that require gross settlement. When the amount payable or 
receivable is not fixed, the amount disclosed has been determined by reference to the projected interest and foreign currency 
rates derived from the forward curves existing at the balance sheet date. Actual amounts may be significantly different from 
those indicated below. 

 
   

Cross currency swaps  

2023 
Interest rate 

swaps 
Inflation 

swaps 

 
Energy 
swaps 

Cash 
receipts 

Cash 
payments Total 

  £m £m   £m £m £m £m 

Within 1 year 8.5 0.5   0.5 7.4 (6.1) 10.8 

1 – 2 years 8.4 0.5   – 7.5 (6.0) 10.4 

2 – 5 years 15.2 2.0   – 157.2 (125.1) 49.3 

5 – 10 years 4.2 7.2    – 47.7 (45.1) 14.0 

10 – 15 years –  (1.9)  – 82.8 (59.0) 21.9 

  36.3 8.3   0.5 302.6 (241.3) 106.4 
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33 Risks arising from financial instruments – Group (continued) 

c)   Liquidity risk (continued) 

iii)   Cash flows from derivative financial instruments (continued) 

 

 
   

Cross currency swaps  

2022 
Interest rate 

swaps 
Inflation 

swaps 

 
Energy 
swaps 

Cash 
receipts 

Cash 
payments Total 

  £m £m   £m £m £m £m 

Within 1 year (16.0) 0.2   28.0 6.2 (3.5) 14.9  

1 – 2 years (15.1) 0.3   –    6.2 (3.5) (12.1) 

2 – 5 years (28.0) 1.3    –  
 

146.3 (120.3) (0.7) 

5 – 10 years (24.8) 3.0   –    39.3 (33.2) (15.7) 

10 – 15 years –    (5.7)  –    –    –     (5.7) 

15 – 20 years –    (8.2)  –    –    –     (8.2) 

  (83.9) (9.1)  28.0 198.0 (160.5) (27.5) 

  

d) Inflation risk 

The Group's parent company, Severn Trent Water Limited, operates under a regulatory environment where its prices are linked 
to inflation as measured by CPIH. Its operating profits and cash flows are therefore exposed to changes in inflation. In order to 
mitigate and partially offset this risk, Severn Trent Water Limited has raised debt which pays interest at a fixed coupon based on 
a principal amount that is adjusted for the change in inflation during the life of the debt instrument (index-linked debt). The 
amount of index-linked debt at the balance sheet date is shown in section a) (i) interest rate risk, and the estimated future cash 
flows relating to this debt are shown in section c) (ii) cash flows from non-derivative financial instruments. 
 
Ofwat is moving the measure of inflation used in the economic regulatory model from RPI to CPIH over a period of time. In 
anticipation of this the Group has entered into CPI/RPI swaps with a notional value of £350 million (2022: £350 million) in order 
to mitigate the risk of divergence between inflation measured by CPIH and that measured by RPI. 
 
 

Inflation rate sensitivity analysis 

The finance cost of the Group's index-linked debt instruments varies with changes in CPI/CPIH/RPI rather than interest rates. 
The sensitivity at 31 March of the Group’s profit and equity to changes in CPI/CPIH/RPI is set out in the following table. This 
analysis relates to financial instruments only and excludes any CPI/CPIH/RPI impact on Severn Trent Water’s revenues and 
Regulated Capital Value, or accounting for defined benefit pension schemes. 

 2023  2022 

 +1.0% -1.0%  +1.0% -1.0% 

  £m £m   £m £m 

Profit or loss (16.4) 16.4  (14.0) 14.0 

Equity (16.4) 16.4   (14.0) 14.0 
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34 Hedge accounting – Group  

The Group uses derivative financial instruments to hedge exposures to changes in exchange rates and interest rates. Hedge 
accounting is adopted for such instruments where the criteria set out in IFRS 9 are met. Hedge ineffectiveness arises from 
credit risk, which is not hedged. 
 
a) Fair value hedges 

(i) Cross currency swaps 

The Group raises debt denominated in currencies other than sterling. Cross currency swaps are entered into at the time that the 
debt is drawn down to swap the proceeds into sterling debt in order to mitigate the Group’s exposure to exchange rate 
fluctuations. Where the terms of the receivable leg of the swap closely match the terms of the underlying debt, the swaps are 
expected to be effective hedges.  

At the year end the amounts of cross currency swaps designated as fair value hedges were as follows: 

 

 
Notional principal amount 

  
Fair value 

 
2023 2022 

 
2023 2022 

 
£m £m 

 
£m £m 

Euro 11.4 11.4   6.4 7.4 

US dollar 23.2 23.2  3.1 0.9 

Yen 59.9 8.5  3.6 6.3 

  94.5 43.1   13.1  14.6 

 

b) Cash flow hedges 

(i) Interest rate swaps 

The Group has entered into interest rate swaps under which it has agreed to exchange the difference between fixed and floating 
interest rate amounts calculated on agreed notional principal amounts. Such contracts enable the Group to mitigate the risk of 
changing interest rates on future cash flow exposures arising from issued variable rate debt. Where the hedge is expected to be 
highly effective these interest rate swaps are accounted for as cash flow hedges. 

Details of interest rate swaps that have been accounted for as cash flow hedges are summarised below: 

 

Average contract fixed interest 

rate 
 

Notional principal amount 
 

Fair value 

 
2023 2022 

 
2023 2022 

 
2023 2022 

Period to maturity % % 
 

£m £m 
 

£m £m 

2 – 5 years 1.73 1.70  100.0 50.0  9.9 1.0 

5 – 10 years 1.83 1.82   248.0 298.0   30.6 1.9 

  1.80 1.80   348.0  348.0   40.5  2.9 

 

The Group recognised a loss on hedge ineffectiveness of £1.3 million (2022: loss of £0.6 million) in gains on financial 
instruments in the income statement in relation to interest rate swaps. 

 

(ii) Energy swaps 

The Group enters into a series of energy swaps under which it agrees to exchange the difference between fixed and market 
prices of electricity at six-monthly intervals. No such energy swaps are currently active and the risk of changes in wholesale 
energy prices in the next year is managed through physical contracts. 

Details of energy swaps that have been accounted for as cash flow hedges are summarised below: 
 

 
Average contract price 

 
Notional contracted amount 

 
Fair value 

 
2023 2022 

 
2023 2022 

 
2023 2022 

Period to maturity £/MWh £/MWh 
 

MWh MWh 
 

£m £m 

Less than 1 year 44.7 38.5   43,680 131,520   0.5 27.6 

  44.7 38.5   43,680 131,520   0.5 27.6 
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34 Hedge accounting – Group (continued) 

b)   Cash flows hedges (continued) 

ii)   Energy swaps (continued) 

At the year end the cumulative fair value adjustments arising from the corresponding continuing hedge relationships were as 

follows: 

2023 

 

Carrying amount of 

hedged items  

Cumulative amount of fair 

value adjustments on the 

hedged items 

 
Assets Liabilities 

 
Assets Liabilities 

  £m £m   £m £m 

Cross currency swaps ‒ (109.9)  ‒ (14.0) 

Interest rate swaps ‒ (147.8)  ‒ ‒ 

  ‒ (257.7)  ‒ (14.0) 

 

2022 

 

Carrying amount of  

hedged items  

Cumulative amount of fair value 

adjustments on the  

hedged items 

 
Assets Liabilities 

 
Assets Liabilities 

  £m £m   £m £m 

Cross currency swaps ‒ (58.2)  ‒ (13.7) 

Interest rate swaps ‒ (347.7)  ‒ ‒  

  ‒ (405.9)  ‒ (13.7) 

 
£109.9 million (2022: £58.2 million) of the carrying amount of hedged items and £14.0 million (2022: £13.7 million) of the 
cumulative amount of fair value adjustments on the hedged items relates to fair value hedges. The remainder relates to cash 
flow hedges. 
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35 Share based payment – Group  

The Group operates a number of share based remuneration schemes for employees. During the year, the Group recognised 
total expenses of £9.2 million (2022: £8.0 million) related to equity settled share based payment transactions. 

The weighted average share price of Severn Trent Plc during the period was £27.65 (2022: £27.30).  

At 31 March 2023, there were no options exercisable (2022: none) under any of the share based remuneration schemes. 

a) Long Term Incentive Plans (‘LTIPs’) 

Under the LTIPs, conditional awards of shares may be made to Executive Directors and senior staff. Awards are subject to 
performance conditions and continued employment throughout the vesting period.  

Awards outstanding  

The 2019, 2020, 2021 and 2022 LTIP awards are subject to Severn Trent Water’s achievement of Return on Regulated Equity 
in excess of the level included in the Severn Trent Water business plan over a three year vesting period. It has been assumed 
that performance against the LTIP non-market conditions will be 100% (2022: 100%). 

Details of changes in the number of awards outstanding during the year are set out below: 
 
 

Number of awards 

Opening at 1 April 2021 684,222 

Granted during the year 199,232 

Vested during the year (230,003) 

Lapsed during the year (26,744) 

Outstanding at 1 April 2022 626,707 

Granted during the year 180,642 

Vested during the year (221,558) 

Lapsed during the year (12,517) 

Outstanding at 31 March 2023 573,274 

 

Details of LTIP awards outstanding at 31 March were as follows:  

  
Number of awards 

Date of grant 
Normal Date 

of Vesting 2023 2022 

July 2019 2022  ‒  227,242 

July 2020 2023  188,080  200,233 

July 2021 2024  181,632  199,232 

July 2022 2025  203,562  ‒ 

   573,274  626,707 
 

 
The awards outstanding at 31 March 2023 had a weighted average remaining contractual life of 1.1 years (2022: 1.1 years). 

Details of the basis of the LTIP scheme are set out in the Directors’ remuneration report on pages [128] and [129]. 
  

b) Employee Sharesave Scheme 

Under the terms of the Sharesave Scheme, the Board may grant the right to purchase ordinary shares in Severn Trent Plc to 
those employees who have entered into an HMRC approved Save As You Earn contract for a period of three or five years. 
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35 Share based payment – Group (continued) 

b)    Employee Sharesave Scheme (continued) 

Options outstanding 

Details of changes in the number of options outstanding during the year are set out below: 
 

  Number of share options 
Weighted average 

exercise price 

Outstanding at 1 April 2021  3,954,506 1,687p 

Granted during the year  844,913 2,307p 

Forfeited during the year  (69,143) 1,731p 

Cancelled during the year  (126,119) 1,801p 

Exercised during the year  (713,797) 1,660p 

Lapsed during the year  (4,264) 1,691p 

Disposal of subsidiary  (64,377) 1,852p 

Outstanding at 1 April 2022  3,821,719 1,823p 

Granted during the year  815,985 1,897p 

Forfeited during the year  (67,386) 1,966p 

Cancelled during the year  (197,307) 2,111p 

Exercised during the year  (963,558) 1,502p 

Lapsed during the year  (7,749) 1,772p 

Outstanding at 31 March 2023  3,401,704  1,981p 

Sharesave options outstanding at 31 March were as follows: 
 

 
 

   Number of awards 

Date of grant Normal date of exercise Option price 2023 2022 

January 2017 2020 or 2022 1,633p ‒ 120,336 

January 2018 2021 or 2023 1,652p 101,990 104,593 

January 2019 2022 or 2024 1,474p 203,612 1,045,033 

January 2020 2023 or 2025 1,787p 787,550 841,055 

January 2021 2024 or 2026 1,860p 808,539 888,452 

January 2022 2025 or 2027 2,307p 689,996 822,250 

January 2023 2026 or 2028 2,183p 810,017 ‒ 

   3,401,704 3,821,719  

The awards outstanding at 31 March 2023 had a weighted average remaining contractual life of 1.7 years (2022: 1.7 years). 

c) Fair value calculations 

The fair values of the share awards made and share options granted during the year were calculated using the Black Scholes 
method. The principal assumptions and data are out below: 
 

    
2023 

    
2022 

 
LTIP 

  
SAYE 

 
LTIP 

  
SAYE 

   

3 year 

scheme 

5 year 

scheme 
   

3 year 

scheme 

5 year 

scheme 

Share price at grant date (pence)  2,858   2,674  2,674   2,676   2,939  2,939 

Option life (years)  3   3.3  5.3   3   3.3  5.3 

Vesting period (years)  3   3  5   3   3  5 

Expected volatility (%)  18.2   18.2  18.2   18.2   18.2  18.2 

Expected dividend yield (%) 3.7  4.0 4.0  3.9  3.5 3.5 

Risk free rate (%) n/a   3.5  3.6  n/a   0.1  0.1 

Fair value per share (pence)  2,842   526  542   2,659   543  521  

Expected volatility is measured over the three years prior to the date of grant of the awards or share options. Volatility has been 
calculated based on historical share price movements. 
The risk-free rate is derived from yields at the grant date of gilts of similar duration to the awards or share options. 
The dividend yield is calculated using the expected dividend for the year divided by the share price at the date of grant. 
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36 Cash flow statement 

a) Reconciliation of operating profit to operating cash flows 
 

  2023 2022 
  £m £m 

Profit before interest and tax  482.7 490.8 

Depreciation and impairment of property, plant and equipment  360.6 349.9 

Depreciation of right-of-use assets  2.2 2.1 

Amortisation of intangible assets  29.9 33.4 

Pension service (credit)/cost  (8.3) 0.2 

Defined benefit pension scheme administration costs  4.0 3.8 

Defined benefit pension scheme contributions  (99.8) (61.4) 

Share based payments charge  9.2 8.0 

Profit on sale of property, plant and equipment and intangible assets  (2.3) (7.6) 

Release of deferred credits  (16.1) (17.4) 

Contributions and grants received  45.1 42.7 

Provisions charged to the income statement  8.1 14.5 

Utilisation of provisions for liabilities and charges  (15.1) (12.5) 

Operating cash flows before movements in working capital  800.2 846.5 

Increase in inventory  (2.7) (0.1) 

Increase in amounts receivable  (138.8) (106.8) 

Increase in amounts payable  89.6 116.6 

Cash generated from operations  748.3 856.2 

Tax received  6.1 62.5 

Tax paid  (13.9) (1.2) 

Net cash generated from operating activities  740.5 917.5 
 
 

 

b) Non-cash transactions 

Non cash investing and financing cash flows disclosed in other notes are: 

• Acquisition of right-of-use assets (note 17) 

• Acquisition of infrastructure assets from developers at no cost (note 16) 

• Shares issued to employees for no cash consideration under the LTIP (note 35) 
 

c) Exceptional cash flows 

There were no cash flows from items classified as exceptional in the income statement (2022: nil). 
 

d) Reconciliation of movement in cash and cash equivalents to movement in net debt 

Group 
 

 At 1 April 2022 Cash flow 
Fair value 

adjustments 

Inflation 
uplift on 

index-
linked debt 

Foreign 
exchange 

Other non-
cash 

movements 
At 31 March 

2023 

 £m £m £m £m £m £m £m 

Net cash and cash equivalents 70.1 (66.1) ‒ ‒ ‒ ‒ 4.0 

Bank loans (755.7) 80.5 ‒ (13.5) ‒ (0.7) (689.4) 

Other loans (5,525.9) (551.4) 0.9 (191.2) (7.4) 0.5 (6,274.5) 

Leases (108.8) 11.4 ‒ ‒ ‒ (5.8) (103.2) 

Cross currency swaps 28.3 ‒ ‒ ‒ ‒ 5.3 33.6 

Loans due from parent company 226.2 (71.7) ‒ ‒ ‒ ‒ 154.5 

Net debt (6,065.8) (597.3) 0.9 (204.7) (7.4) (0.7) (6,875.0) 
 

 
Liabilities from financing activities comprise bank loans, other loans and leases. 
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36 Cash flow statement (continued) 

e) Liabilities from financing activities 

 Bank loans Other loans Lease liabilities Total 

 £m £m £m £m 

At 1 April 2021 (980.8) (5,177.4) (111.8) (6,270.0) 

Cash flow 234.9 (250.6) 9.4 (6.3) 

Fair value adjustments ‒ 2.9 ‒ 2.9 

Inflation adjustment on index-linked debt (6.9) (96.0) ‒ (102.9) 

Foreign exchange ‒ (6.6) ‒ (6.6) 

Other non-cash movements (2.9) 1.8 (6.4) (7.5) 

At 1 April 2022 (755.7) (5,525.9) (108.8) (6,390.4) 

Cash flow 80.5 (551.4) 11.4 (459.5) 

Fair value adjustments ‒ 0.9 ‒ 0.9 

Inflation uplift on index-linked debt (13.5) (191.2) ‒ (204.7) 

Foreign exchange ‒ (7.4) ‒ (7.4) 

Other non-cash movements (0.7) 0.5 (5.8) (6.0) 

At 31 March 2023 (689.4) (6,274.5) (103.2) (7,067.1) 

  

37 Contingent liabilities – Group and Company 

a) Bonds and guarantees 

 

Group undertakings have entered into bonds and guarantees in the normal course of business. No liability (2022: nil) is 

expected to arise in respect of either bonds or guarantees. 

b) Banking offset arrangements 

 

The banking arrangements of the Group operate on a pooled basis with certain fellow group undertakings. Under these 

arrangements participating companies guarantee each other’s balances only to the extent that their credit balances can be 

offset against certain overdrawn balances of other Severn Trent group companies.  

At 31 March 2023 the Group and Company’s maximum liability under these arrangements was £5.4 million (2022: nil). 

c) Claims under the Environmental Information Regulations 2004 regarding property searches 

 

Since 2016, the Group has received letters of claim from a number of groups of personal search companies (PSCs) which allege 

that the information held by Severn Trent Water Limited (STW) used to produce the CON29DW residential and also the 

commercial water and drainage search reports sold by Severn Trent Property Solutions Limited (STPS), is disclosable under the 

Environmental Information Regulations. In April 2020, a group of over 100 PSCs commenced litigation against all water and 

sewerage undertakers in England and Wales, including STW and STPS. The claimants are seeking damages, on the basis that 

STW and STPS charged for information which should have been made available either free, or for a limited charge, under the 

Environmental Information Regulations. STW and STPS are defending this claim. This is an industry-wide issue and the litigation is 

in progress. A timetable for the claim has recently been set by the court leading up to a stage 1 trial on the EIR legal issues only 

(not the other issues or amount of damages) which is scheduled to be held in November 2023.  

 

d) Ongoing combined sewer overflow investigations 

Ofwat and the Environment Agency have each issued their own investigations into the waste water industry to investigate 

compliance with the conditions of environmental permits. We were able to respond quickly and comprehensively and have had 

open conversations since. It is not yet clear what the scope or likely outcome of this investigation will be as it is in its early stages. 
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38 Financial and other commitments – Group and Company 

a) Investment expenditure commitments 

Capital commitments are as follows: 

  2023 2022 

  £m £m 

Contracted for but not provided for in the financial statements  630.1 352.5 
 

In addition to these contractual commitments, the Group and Company have longer term expenditure plans which include 
investments to achieve improvements in performance mandated by the Director General of Water Services (Ofwat) and to 
provide for growth in demand for water and waste water services. 

39 Post balance sheet events – Group and Company 

There have been no post balance sheet events.  

40 Related party transactions – Group and Company 

Transactions between the Company and its subsidiaries, which are related parties, have been eliminated on consolidation and 
are not included in this note. Transactions between the Group, ultimate parent Severn Trent Plc and other related parties are 
disclosed below. 

Transactions 
 

 

Transactions with fellow 

subsidiary undertakings 
 

Transactions with ultimate 

parent 
 

Transactions with other 

related parties 

 
2023 2022 

 
2023 2022 

 
2023 2022 

 
£m £m 

 
£m £m 

 
£m £m 

Sale of services 0.4  0.5   ‒  ‒   259.5 259.8 

Purchase of services 5.5  4.2   0.4  1.0   ‒ ‒ 

Net interest income ‒  ‒   3.7  1.6   3.9 2.5 

Dividends paid to related parties  428.0  355.1   ‒  ‒   ‒ ‒ 
         

Balances outstanding at 31 March:         

Amounts due from related parties  85.8 71.7   ‒ ‒   ‒ ‒ 

Amounts due to related parties (83.0) (51.2)  (3.2) (6.1)  ‒ (0.2) 

Loans due from related parties 0.2 0.2   154.5 226.0   ‒ ‒ 

         

The related parties are fellow subsidiary undertakings, the ultimate parent Severn Trent Plc, and Severn Trent Plc’s joint venture, 

Water Plus Limited. 

Remuneration of key management personnel 

Key management personnel comprise the members of STEC during the year, and non-executive directors of the Company.  

The remuneration of the directors is included within the amounts disclosed below. 

 

2023 

  

2022 

 

  £m £m 

Short-term employee benefits 4.6 5.7 

Service contract non-executive director benefits 0.9 0.7 

Share based payment 5.4 6.6 

  10.9 13.0 

 

The retirement benefit schemes entered into by the Group are considered to be related parties. Details of transactions and 

balances with the retirement benefit schemes are disclosed in note 26. 
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41 Alternative performance measures – Group 

Financial measures or metrics used in this report that are not defined by IFRS are alternative performance measures (‘APMs’). 
The Group uses such measures for performance analysis because they provide additional useful information on the 
performance and position of the Group. Since the Group defines its own alternative performance measures, these might not be 
directly comparable with other companies’ alternative performance measures. These measures are not intended to be a 
substitute for, or superior to, IFRS measurements. 

a) Exceptional items 

Exceptional items are income or expenditure which individually or, if of a similar type, in aggregate should, in the opinion of the 
Directors, be disclosed by virtue of their size or nature if the financial statements are to give a true and fair view.  

b) Net debt 

Net debt comprises borrowings including remeasurements for changes in fair value of amounts in fair value hedging 
relationships, cross currency swaps that are used to fix the sterling liability of foreign currency borrowings (whether hedge 
accounted or not), net cash and cash equivalents, and loans to joint ventures. See note 36. 

c) Effective interest cost 

The effective interest cost is calculated as net finance costs, excluding net finance costs from pensions, plus capitalised finance 
costs divided by the monthly average net debt during the year. 
 

   2023 2022 

   £m £m 

Net finance costs   355.3 259.0 

Net finance costs from pensions   (3.9) (6.5) 

Capitalised interest   54.7 34.2 
   406.1 286.7 
     

Average net debt   6,547.7 5,977.4 
     

Effective interest cost   6.2% 4.8% 
 

 

This APM is used as it shows the average finance cost for the net debt of the business. 

d) Effective cash cost of interest 

The effective cash cost of interest is calculated on the same basis as the effective interest cost except that it excludes finance 
costs that are not paid in cash but are accreted to the carrying value of the debt (principally inflation adjustments on index-linked 
debt). 
 

  
 2023 2022 

  
 £m £m 

Net finance costs   355.3 259.0 

Net finance costs from pensions   (3.9) (6.5) 

Indexation adjustments    (210.2) (102.9) 

Capitalised interest   54.7 34.2 
   195.9 183.8 
     

Average net debt   6,547.7 5,977.4 
     

Effective cash cost of interest   3.0% 3.1% 
 

 

This is used as it shows the average finance cost that is paid in cash.   
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41 Alternative performance measures – Group (continued) 

e) PBIT interest cover 

The ratio of PBIT to net finance costs excluding net finance costs from pensions. 
 

 2023 2022 

 £m £m 

PBIT 482.7 490.8 

Net finance costs 355.3 259.0 

Net finance costs from pensions (3.9) (6.5) 

Net finance costs excluding finance costs from pensions 351.4 252.5 

 
  

 
ratio ratio 

PBIT interest cover ratio  1.4  1.9 
 

 

This is used to show how the PBIT of the business covers the financing costs associated only with net debt on a consistent 
basis. In previous years we have reported adjusted PBIT interest cover. 

f) EBITDA and EBITDA interest cover 

The ratio of profit before interest, tax, depreciation and amortisation to net finance costs excluding net finance costs from 
pensions. 
 

 2023 2022 

 £m £m 

PBIT 482.7 490.8 

Depreciation (including right-of-use assets) 362.8 352.0 

Amortisation 29.9 33.4 

EBITDA 875.4 876.2 

   

Net finance costs 355.3 259.0 

Net finance costs from pensions (3.9) (6.5) 

Net finance costs excluding finance costs from pensions 351.4 252.5 

   

 ratio ratio 

EBITDA interest cover ratio 2.5 3.5 
 
 

This is used to show how the EBITDA of the business covers the financing costs associated only with net debt on a consistent 
basis. 

 

 

 

 

 

 

 

 

 

 



Severn Trent Water Limited 
Notes to the Group and Company financial statements (continued) 
For the year ended 31 March 2023 

208 
 

 

41    Alternative performance measures – Group (continued) 

g) Adjusted effective current tax rate 

The current tax charge for the year, excluding prior year charges, exceptional current tax, and current tax on exceptional items 

and on financial instruments, divided by profit before tax, net losses/gains on financial instruments and exceptional items.  

 

 

 

h) Operational cashflow 

Cash generated from operations less contributions and grants received. 
 

 
2023 2022 

 £m £m 

Cash generated from operations 748.3 856.2 

Contributions and grants received          (45.1)    (42.7) 

Operational cashflow 703.2 813.5 
 

This APM is used to show operational cash excluding the effect of contributions and grants received as part of capital 

programmes. 

 

i) Cash capex 

Cash paid to acquire property, plant and equipment and intangible fixed assets less contributions and grants received and 

proceeds on disposal of property, plant and equipment and intangible fixed assets. 
 

 
2023 2022 

 £m £m 

Purchase of property, plant and equipment (669.4)  (596.3) 

Purchase of intangible assets  (39.7) (36.0)     

Contributions and grants received 45.1 42.7  

Proceeds on disposal of property, plant and equipment  11.8 11.3 

Cash capex (652.2) (578.3) 

 

This APM is used to show the cash impact of the Group’s capital programmes. 

 

42 Ultimate parent undertaking 

The immediate parent undertaking is Severn Trent Draycote Limited. 

The ultimate parent undertaking and controlling party is Severn Trent Plc, which is the parent undertaking and controlling party 

of the largest group to consolidate these financial statements. Copies of the Severn Trent Plc consolidated financial statements 

can be obtained from Severn Trent Plc's registrars at Equiniti, Aspect House, Spencer Road, Lancing, West Sussex, BN99 6DA. 

  

 
 

2023  

 
2022 

 Current tax thereon  Current tax thereon 

    

  £m £m   £m  £m 

Profit before tax 189.0 ‒  284.6  ‒ 

Adjustments:       

Net gains/(losses) on financial instruments 61.6 ‒  (52.8)  ‒ 

  250.6 ‒   231.8  ‒ 

 Adjusted effective current tax rate  0.0%     0.0% 




