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Welcome to our

Annual Report
and Financial

Statements
2023-24

We are committed to making sure our
customers have access to high-quality,
affordable and efficient water and wastewater
services, while we protect and enhance our
communities and the environment.

We provide essential water services to 2.7 million customers
and wastewater services to more than 4.7 million customers
across Kent, Sussex, Hampshire and the Isle of Wight.
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Reducing storm
overflow releases

Protecting water
sources and improving
water quality

Improving our sites
and networks

Our Clean Rivers and Seas Task
Force is delivering sustainable
drainage projects across the South
East to slow the flow of surface
water entering sewers and reduce
the use of storm overflows. Working
with local councils, landowners,

To protect our water sources, we
are making long-term investments
to reduce abstraction and improve
the health of the chalk streams of
the Rivers Test and ltchen. We are
also working with environmental

An additional £1.6 billion equity
into the Southern Water group

has enabled us to streamline
processes, expand teams and
increase the quantity and quality of
water supplies. At the same time,

we have upgraded our wastewater
pumping stations and continued

our sewer cleaning programme,
preventing flooding and pollutions.
Our improved alarm monitoring and
new Operational Control Centre is
proactively managing repairs before

they become an issue for customers.

Read more on pages 46 to 57.

Registered Office

Southern Water Services
Southern House, Yeoman Road
Worthing, West Sussex BN13 3NX
Registered no: 02366670

charities and regional partners on
large floodplain and river restoration
and wet woodland projects, pond
creation, hedgerow planting and
education projects to protect and
enhance these precious habitats.

Read more about this and our

other schemes to improve water
quality on pages 52 to 61.

Keep in touch with us

communities, customers and the
National Highways, these projects
will deliver green spaces, reduce
flooding and improve water quality.

Read more about the work
already done and our Clean
Rivers and Seas Plan 2025-35
on pages 57 and 61.

Visit our corporate website: C southernwater.co.uk )

® @SouthernWater southernwatermedia ® Southern Water
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Financial highlights
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Following its investigation into our wastewater treatment works compliance reporting, Ofwat
imposed a penalty under Section 22A of the Water Industry Act. We provided in full for this
proposed regulatory settlement in the financial statements for 2018—19, reducing profit in that
year. We are now making rebates to customers, through revenue, over the period from 2020-25
and these are offset in the income statement by the amortisation of the provision made in
2018-19. See note 5 to the financial statements.

ROCE is presented as the ratio of loss before interest and tax (£72.3 million) to non-current assets
excluding debt (£7,678.2 million) less current liabilities excluding borrowings and lease liabilities
(£581.0 million) from the Statement of Financial Position.

Regulatory Capital Value (RCV) is a measure of the value of our regulatory capital asset base, as
published by Ofwat.

The net debt to RCV ratio is calculated as the ratio of net debt (short and long-term senior
borrowings, less cash and short-term deposits) to the RCV (all values taken from our Regulatory
Accounts/note 32 to the financial statements).
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We supply information to independent ratings and indices on a range of Environmental, Social G R E S B
and Governance (ESG) matters. -' g
We performed well in the 2023 Global Real Estate Sustainability Benchmark (GRESB), which ‘l

assesses the ESG performance of infrastructure assets. We were awarded a Green Star rating
achieving the highest possible five stars, and a score of 97 out of a possible 100 (2022: Green

Star, five stars).

We also improved our position in the 2023-24 Inclusive Top 50 UK Employers, moving to

29th from 44th in the previous year and from 49th in 2020.

INCLUSIVE

TOP50 |

UK EMPLOYERS
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Our business at a glance

Our purpose is to provide water for life to... iy
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protect and enhance health sustain the
improve the and wellbeing economy
environment
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These are underpinned by our supportive culture and values .....vviriiisrsisiiiisssy

Our commitment to Our values
our customers and the

environment informs our @)j qOT ég}?’

decision making. Succeeding Doing the Always Working
together right thing improving with care

e Read more on pages 62 to 67.
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We are focused on the things that really matter to our stakeholders...

We know that our stakeholders want more than reliable water and wastewater services. We must
work with our partners to find solutions to shared challenges and make sure that our environment,
and the water sources we rely on, are protected and improved for future generations. As a large
regional employer, we must look after our people and be aware of the impact our operations have
on local communities.

Challenges
and how

we are
responding

Advanced technology
and changing customer
expectations

With advances in technology
and greater access to
information, big data, artificial
intelligence (Al) and machine
learning, services are
improving for customers.

Climate change and rising
environmental concern

Climate change is impacting
our environment and the way
we operate. Environmental
concerns are driving rapid
changes in government
priorities.

Growing population and
changing communities

Population growth will

place more pressure on
limited water resources.
Communities are adapting due
to demographic and societal
changes.

Meeting customer
expectations

New video triage service;
redesigned website; faster
resolution of queries;
improved incident response
and increased focus on
Priority Services.

Reputation

Regular customer newsletters
— targeted by region; regional
Your Water Matters customer
drop-in sessions; increased
stakeholder engagement and
proactive approach to local
news updates.

e Read more on pages 34 to 67.

Increased flooding

Relining and relocation

of sewers; slow-the-flow
sustainable drainage solutions;
larger infrastructure (storm
tanks and networks) and river-
basin catchment planning to
reduce flooding.

Decarbonisation

Carbon sequestration
through natural engineering
solutions. Alignment with the
government’s 2050 net zero
target and Ofwat’s focus on
location-based Scope 1, 2
and 3 emissions.

Water scarcity

Better management of leakage;
water-saving campaigns

and tools; development of

new water sources; reduced
abstraction; water transfers and
regional planning initiatives
and transfers.

Affordability

A minimum of 45% reduction
in bill payments for those
struggling to afford them;
increased access to our
customer Hardship Fund and
community grants.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Our business at a glance continued

We measure our success in terms of the value we create for our stakeholders

Our teams work within our communities to improve services for the benefit of customers and the environment.
Follow the signposting below to see them in action

Case study
Listening to our customers and taking action (Your Water Matters)

Your Water Matters is a series of events, held across our Stakeholders impacted
four counties, that enables us to share more information 650 ﬁ @

with customers about what we are doing to fix issues in attended the -

their communities. More than 650 people attended our Hastings event

Hastings event.

Katy Taylor, Read more on page 42.
Chief Customer Officer

Case study
Our Clean Rivers and Seas Plan in action

We wanted to provide our customers and stakeholders £1 5b Stakeholders impacted
with an easy way to find out what we are doing in their ° n m @ @ @
area to reduce the use of storm overflows. We created invested in our Clean =

a map, showing what the proposed plans are. We are Rivers and Seas Plan
investing £1.5 billion between 2025-35.

Nicole McNab Read more on page 61.
Clean Rivers and Seas Task Force

Case study
Improving the reliability of water supplies

Delivering a reliable supply of water for our customers is a 90/ Stakeholders impacted
top priority and one way we are achieving this is through 5 (o] 5

our programme of reservoir and tank inspection and of storage reservoirs D @ @
cleaning. Around 59% of our 355 storage reservoirs have inspected

now been inspected since 2020.

Joanne Harris, Read more on page 31.
Head of Water Performance

Case study
Improving our environment by enhancing water quality

We carry out investigations with Natural England and the 850/ Stakeholders impacted
Environment Agency to understand the potential impacts (o] m @ @ @
our water abstractions may be having. Where identified, of water from groundwater =

we are restoring river and wetland habitats. In some areas (in some areas).
around 85% of our water supplies come from groundwater.

Chris Woolhouse, Read more on page 60.
Catchment Hydrogeology Strategy Manager

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024

04



Hz/zzzZz

OVERVIEW
Key
. Customers (3 . Our People
=_" and Communities The Environment and Partners @ Investors @ Regulators
Case study

A new recycling project to solve water scarcity in the South East

One of the most amazing things about this project is the 10 Stakeholders impacted
scale of what we are trying to achieve. It will require a

5 .
huge team and the project will span a 10-year period, as year project D @ @ @

well as needing significant financial investment. We are in Hampshire
currently in the pre-planning phase.

Rob Lawless, Read more on page 49.
Programme Lead for Water for Life — Hampshire

Case study
Going ‘Beyond the Drain’ on our inclusive wastewater tour

Our new ‘Beyond the Drain’ tour is an inclusive 2 & 3 Stakeholders impacted
educational experience that takes account of special m @
educational needs. It gives students from key stages 2 key stages =

and 3, as well as their teachers, a great insight into what
happens to our wastewater and how it is treated.

Kim Twine and Daniel Rodrigues, Read more on page 43.
Education Officer and Community Engagement Officer

Case study
Empowering our colleagues to challenge unsafe behaviours

We want to make sure that everyone who works for Stakeholders impacted
Southern Water goes home safe at the end of every day. 460+ @

‘Stop, Think, Safe’ is our new immersive safety training colleagues attended -

event. More than 460 attended in the first four months. in four months

Sally Ford,
Director Health, Safety, Security and Wellbeing Read more on page 66.

Case study
National Inclusion Week — a new approach

This year for the first time, we invited other water 400 Stakeholders impacted
companies in the UK to share their expertise in different m @
areas during National Inclusion Week. We put together a participants =~

one-day event, attracting over 400 participants.

Naomi Turner,
Inclusion Partner Read more on page 67.

Read more about how our long-term priorities inform our current delivery strategy on pages 34 to 67.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Chair’s statement

Keith Lough,
Non-Executive

(14

In our 2025 to 2030 Business
Plan, we are seeking innovative
ways of working with local
authorities, in particular, to deliver
solutions that will benefit the
environment at lower cost to

our customers.”

£3bn Welcome to our Annual Report and Financial Statements
for 2023-24

capital investment
during 2020-25
As you will see from the Q&A with our CEO Lawrence on pages 13 to 18, more than a year on

Q from the publication of its Turnaround Plan, Southern Water is starting to see an improvement in
Read about how we are performance. With more than 2,600 colleagues, and many more supply chain partners, working
delivering onour planson | to a clear set of customer priorities, the Executive has focused teams across the business on
pages 34 o 67. building more resilience into operations, reducing total pollutions, improving water quality and our
wastewater treatment works’ compliance record.

There are some key areas where our 2020-25 targets remain challenging but the Turnaround

Plan — supported with further significant additional funding from our largest shareholder, Macquarie,
bringing our total capital investment to over £3 billion for this asset management period — is
delivering a step change to prepare our business to deliver our ambitious plans for the next
investment period to 2030 and beyond.

Planning for the future October, is double the investment we made in
2020-25, at around £8 billion. The scale of our

plan is unique due to the investment needed in
the South of England for new water sources, at
the same time as a significant investment in our
wastewater environmental plan and improving
our surface water management. It is the largest
investment we have ever made over a five-year
period, creating around 5,000 jobs across the
region, and representing expenditure of about
£3,500 per household. More importantly, it

also represents the highest commitment of all
the companies to deliver innovative natural

The final year of this investment cycle will

be critical in delivering further operating
efficiencies that will support major

new commitments under our 2025-30
business plan. We have already begun an
unprecedented investment in vital new water
sources for the South East, that will relieve
pressure on our rivers, and in new ways of
managing surface water flows to improve

the quality of wastewater we return to the
environment. Our 2025-30 plan, submitted in

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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solutions, wherever possible, working with
regional partners, large and small.

Our communities are facing real challenges,
including balancing cost of living changes,
with their clear wish to see generational
improvements in wastewater management and
in sustainable supplies of fresh water. We are
mindful, as we plan this step change in levels
of investment in our infrastructure, that we
must work within the means of what customers
are willing to pay. And we must work with our
regulators to determine how quickly required
investment programmes are delivered.

We have invested time with our customers in
developing our plans and believe we have struck
the right balance between the rate of investment,
necessary increases in customer bills and the
support mechanisms for those least able to afford
any changes to charges. As a Board, we remain
committed to finding ways to ensure that the
required pace of investment in the environment
does not unduly favour ‘grey’ solutions over
‘green’ or inhibit learning and innovation. We must
also ensure that the rate of investment in new
water supplies and in wastewater management
reflects what is manageable for our customers.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024

Supporting our communities

The way we capture, treat and supply water to
our customers is a matter for us all. We have
seen over the past year instances of surface
water and groundwater flooding becoming all
too common. We shall work collectively with
local authorities and National Highways, as we
have done this year, to manage our resources
better as they come under pressure from rapid
urbanisation and population growth across the
South East. In our 2025-30 business plan, we
are seeking innovative ways of working with
local authorities, in particular, to deliver solutions
that will benefit the environment at lower cost to
our customers.

Our Clean Rivers and Seas Plan, published in
November 2023, includes planned investment
of nearly £1.5 billion between 2025-35.

The plan demonstrates our continued
commitment to working with our community
partners to develop natural sustainable
drainage solutions, while improving our own
infrastructure to reduce repeat flooding and
the use of storm overflows across our region.
These solutions are already proving their
worth, as our Pathfinder projects continue to
deliver real reductions in releases along the
region’s coastline.

07

£8bn

business plan
2025-30

5,000

jobs created across
the South East
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Chair’s statement

continued

We continue to take a holistic approach to
Read more about our managing water quality in our river basin
performance, from our catchments. We are working within local
CEO, on pages 13 to 19. partnerships to manage nutrient levels and

soil health with farmers, and river health and
more sustainable abstraction methods with
Natural England and the Environment Agency
and other interested parties.

While we invest more than ever to reduce
leakage from our network and improve the
resilience, capacity and quality of our water
treatment processes, we have ramped up
our efforts to work with both customers and
large regional businesses this year to reduce
their water usage, offering funding for saving
initiatives and audits of premises.

We will maintain this focus on conserving

the water we have, while we work with
neighbouring water companies to develop

new sources and invest in a regional network
that will both meet the needs of our growing
communities and prepare us to mitigate the
impacts of climate change. With this in mind, we
have continued to invest in exciting new water
source projects such as water recycling and
new pipelines in Hampshire. Portsmouth Water
and Southern Water have now broken ground
on a new reservoir in Havant Thicket, which will
improve the resilience of our supplies in the
area and enable us to draw less water from the
chalk streams and aquifers.

The price control process

The water sector has three regulators covering
economic, environmental and water quality
objectives that need to balance appropriate
licensing, guidance and scrutiny with the
creation of a platform that supports water and
wastewater imperatives for customers and the
environment now and for future generations.
This is not an easy task, made more complex
by the unprecedented increases in investment
and delivery obligations being contemplated
now and into the future. The search for balance
needs openness on all sides and a framework
that allows customer money and investor
money to mutually support the increased risks
that come with delivering large, innovative
investment programmes. The changes being
called for are significant and obligate us to find
ways of enabling all stakeholders to achieve
success under the current price control process.

Looking after our people
and customers

A particular focus for the Board over the past
year has been on improving access to health,
safety, security and wellbeing support for our
colleagues at Southern Water. We need to
make sure every one, who is helping us serve
customers better, feels safe and supported as
they go about their work.

Protecting the personal information of our
people and customers is also a priority, and

the Board’s focus on cyber security has only
intensified following the attack on our systems
during 2023-24. We were prepared for such
an attack, and had expert internal and external
support to manage our response. | would like
to thank all those involved and our customers
for their patience as we dealt with this. We
have increased our security measures, and

the support on offer to those customers and
colleagues affected, and we remain vigilant and
committed to preventing future attacks. You will
find more detail on page 18.

While Southern Water has faced significant
challenges over the course of this year, the
commitment of our teams to keeping services
running for our customers has never wavered.
My fellow Board members and | see this every
day as we interact with the teams delivering
our Turnaround Plan and those working on our
long-term strategy.

Keith Lough
Chair

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Our strategic roadmap

We have established strategic priorities across short, medium, and long-term timeframes to address both our performance
turnaround and long-term ambitions in line with our five-year planning cycle. The nature of our business means we must think
in long-term planning and investment cycles to make sure we can deliver on our ambitious vision.

Our long-term
Priorities o O

Understanding and Ensuring a supply of
supporting our customers high-quality water for
and communities the future

Medium-term business plan 2020-25
(AMP7)

Overview
Our medium-term planning reflects our five-year
cycle of asset management planning (AMP)

periods and supports our long-term priorities. Overview
We have created four workstreams as part of our service

commitment in our Turnaround Plan to make sure we are in the
best possible position to deliver our ambitious plans for 2025-30.

Customer priorities:

Deliver great service - Empowered and supported colleagues — Enabling our people

to work in a safe, collaborative and inclusive workplace that
offers rewarding careers at the heart of our communities.

Use water wisely - Areliable supply of water for our customers — Safeguarding

resources and making sure our customers have access to a

. ly of high- lit t d into the future.
Protect and improve the supply of high-quality water now and into the future

environment + Healthy seas and rivers — Protecting and improving the
environment, working transparently to enhance inland and
coastal habitats.

Fit for the future . Trusted and easy customer service — Supporting our

customers with easy service and transparent communications
that show we care for our communities.

S0C®

See pages 34 to 67 for more information.
These are underpinned by a focus on our people, IT and
digitalisation, and finance and efficiency.

See pages 36, 46, 52 and 62 for more information.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
10


https://www.southernwater.co.uk/media/3i1mp4pl/6579_ofwat_company_turnaround_plan.pdf

Yz

OVERVIEW

Protecting and improving

the environment

Overview

Our Business Plan 2025-30 is our largest yet at nearly £8 billion and

marks the final stage in our transformation.

More than 25,000 customers spent over 8,000 hours telling us what

they think to help us develop it.

N

Enabling and
empowering our people

@

Renewable power
generator

AMP9

AMP10

Long-term priorities

Understanding and supporting our

customers and communities; ensuring a

supply of high-quality water for the future;
protecting and improving the environment;

enabling and empowering our people; and

renewable power generator.

It focuses on what they have told us is most important to them:

A reliable supply of water; healthy rivers and seas; and trusted and

easy customer service.

Key investment plans:

£3.41 billion in our wholesale water
services to:

Reduce leakage by 13% and
reduce average water use to 121
litres per person per day.

Provide 189 million litres per day
of new sources and capacity and
a further 82 million litres per day
by 2035.

Increase the resilience of our four
largest water supply sites serving
62% of our customers.

Install over one million smart
meters, improving customer
awareness of water use and the
accuracy of our billing.

You can read more about our long-term

£41 billion in our wastewater
services to:

Reduce our use of storm overflows
by a further 12% across 179

priority sites.

Reduce overall pollution incidents
by more than 50% and eliminate
serious pollution incidents.

Accommodate over 86,000 new
homes by building a new treatment
works at Whitfield near Dover.

Improve water quality in over
1,000km of rivers.

Two new advanced bioresources
treatment centres, increasing
power generation.

delivery strategy on our website.

£364 million in our retail services to:

Introduce a new customer
relationship management and billing
system that will allow our customers
to take control of their water use.

Redesign our customer services
processes with automated
updates via text and email.

Enhance our community
engagement programmes.

Trial new tariffs to encourage
water saving, while expanding
our social tariffs and Priority
Services offering.

Our PR24 plan was submitted in October 2023. A Draft Determination is expected from Ofwat in July 2024 followed
by a Final Determination in December 2024.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Our year in review
Q&A with Lawrence Gosden, CEO

Our performance has significantly improved in critical areas like total pollutions,
water quality and compliance, see page 19 for an overview. While we will

still have challenges in meeting some of the stretching targets set for this
investment period, every Southern Water colleague and our partners —
engineers, scientists, operators, analysts and office-based teams alike — is
committed to continuing to build on this improvement.

We are transparent about our performance. | want to start by highlighting

that we are reporting another year of financial loss as a business due to

the investments we have made to improve services for customers and the
environment, and no dividends have been paid to our shareholders. At the
same time, our shareholders have injected a total of around £1.6 billion into the
Southern Water group to support our turnaround, helping us to manage above
inflation costs, and invest more to improve our performance.
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£1.6bn

equity invested by
our shareholders
during 2020-25
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Our year in review continued
Q&A with Lawrence Gosden, CEO

(5] Q  What has the Turnaround
You can see how we're Plan achieved so far?

performing against
our performance A

We are making good progress and |
commitments on page 19. 99 Prog

wanted to highlight some significant
improvements in performance on things
that matter most to our customers.

Our water quality compliance risk has
significantly improved through the hard
work of our teams, moving us from
bottom of the industry to one of its

best performers. While this is a volatile
measure and a single failed works can
mean the difference between a high

or low score, the number of failed risk
assessments has reduced by half. As a
result, the safe control of our assets has
improved, with clearer processes and
reporting procedures now in place. At
the same time, our reservoir cleaning and
maintenance programme has reached
72% of our 355 storage reservoirs,
helping to increase water quality
compliance at our reservoirs to 99.9%.

We have installed our new geographic
information system (GIS) and asset
register, which have improved our
leakage and network team’s ability to
both find and fix more complex issues

on our network, helping to pinpoint the
locations and assets that need repair. We expect
to make a big shift in leakage performance over
the coming year.

On the wastewater side, our category 1-3
pollutions performance has continued to
improve with a 35% reduction in overall
pollutions. This is a result of systematic root
cause analysis of every single serious event
and greater visibility of data on our network
from our sewer level monitors, allowing us to
coordinate proactive repair and maintenance
from our Control Centre. We know we still have
more to do in terms of reducing our serious
pollutions, as our performance has deteriorated.
This is an area of focus as we move into the
final year of this delivery period.

In terms of customer service, we have reduced
complaints by 59% by fixing the processes
that are not working for our customers. We
are still lagging in terms of our customer
satisfaction score, which is impacted by
broader reputational perceptions of Southern
Water. However, we are confident that our
new website, which went live in April 2024,
will improve access to information for our
customers. Using business and data-driven
insights to create a range of new features, it
is now fully accessible and has an enhanced
mobile interface and self-service pages.

(14

The plan we have created
for the next investment
period is our largest yet,
at around £8 billion.”

Southern Water Annual ReportanchEinancialiStatements for the year ended 31 March 2024
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We have also increased reliability, improving
back-end systems, providing clear, consistent
calls to action and enhanced search engine
optimisation, and improving the visibility and
reach of our content for customers.

Our health and safety performance has improved
as a result of a focused transformation plan: we
saw another year-on-year reduction in lost time
injuries achieving 0.8, placing us ahead of our
target of 0.20 by 2025.

We have launched a new operational job
management system, allowing our operational
teams to manage customer issues and
appointments more quickly, keeping customers
informed at every stage of the process.

Internally, we have made some big changes
in the health, safety, security and wellbeing
space. We have introduced a new ‘Stop,
Think, Safe’ behavioural safety training
programme that everyone in the business

is invited to attend, which highlights the
near misses we all walk past every day, and
empowers colleagues to challenge and
reduce risk before an incident happens.
Alongside this, we are working to improve
training for colleague safety both in the
field and our call centres where, regrettably,
instances of abuse from the public can occur.

In addition, we have issued empowerment
cards for all colleagues and partners and
given our operational teams access to a new
risk reporting tool. These new measures
alongside improvements to our site security
within the year have delivered a real step
change in how we look at our risk profile in
the business.

Our new company-wide engagement platform
was launched, with more than 86% of
colleagues taking part in the first survey. | am
pleased to say that every team in the business
now has detailed action plans to deliver as a
result, including my Executive team.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024

Will you really be ready to
deliver a business plan twice
the size of your current one?

| know that there will be some doubts
about our capability to scale up our
operations, but we will be ready. We are
not starting from scratch; we are building
on the improvements and investments
made over the past 10 years and we
stand ready with all our partners and
stakeholders to maintain the positive
momentum from our Turnaround Plan.

We involved our supply chain partners,
customers and stakeholders in
conversations about our business

plan 2025-30, and they were clear in
their support of its scale and ambition.
Maintaining service is a priority, and

will be in the future, but there has

also been a shift in expectations and
standards when it comes to protecting
the environment. The impacts of climate
change and growing populations in

the South East add to this pressure

and mean that we need to reset and
fundamentally change the way we
capture, treat and recycle water; and we
need to do it now.

Although many of the issues we are
tackling are long term, such as reducing
our use of storm overflows and reliance
on grey solutions and carbon intensive
infrastructure to deliver essential water
services, we have already started to pilot
new, more environmentally sustainable
solutions. This new plan takes that further,
making major improvements in key
areas of water resilience and wastewater
recycling to enhance our environment
and protect it from harm.

15

You can read more about
our short and long-term
strategy on pages 10

and 1.
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Our year in review continued
Q&A with Lawrence Gosden, CEO

o

Read more about
our Water for Life —

Hampshire project on
page 49.

Are the bill increases you
are proposing necessary,
and how are you planning
to support those customers
who cannot afford to pay
more?

Subject to regulatory approval on

the final scope of our new business
plan, our bills will need to increase by
between 50% to 75% by 2030. This
enables us to keep pace with the rising
cost of materials and energy, but also
fund the scale of ambitious investment
needed to ensure a resilient water
future for our customers. This means
developing new water sources to
mitigate the impacts of climate change
and population growth, while also
modernising our wastewater treatment
infrastructure, removing more nutrients
from the water we recycle to the
environment and reducing the use of
storm overflows.

Our shareholders have absorbed
these costs in the current investment
period to 2025. We are in constant
discussions with our regulator about
how this would be implemented.

It decides the appropriate level of
charges for our customers.

To support our customers, we are
currently offering a minimum of a 45%
reduction in payments for those on
our financial assistance schemes and
we are looking to double the number
of people receiving them during the
next investment period. We will also
be increasing our Hardship Fund and
access to Priority Services.

Since 2020, our customers’ bills have
reduced by around 8% every year
because of the performance penalties
and rebates we have been required to
pay by our regulators.

Our proposed business plan considers
how the challenges of climate change,
population growth and increased
expectations will impact our services
out to 2050. We have considered what

16

A

we need to build, and when, so we

can phase increases in bills so future
customers are not paying for all the
adaptations that need to be made to
our infrastructure to protect services for
our customers.

Why are we paying so much
more for infrastructure
improvements?

We have closed out some of our big
construction schemes over the past
year, delivering real improvements for
customers and the environment.

Recognising that our region boasts some
of the finest chalk streams in Europe, one
area where we are making progress is
Hampshire. We are developing a host of
new water sources to reduce the amount
of water we currently take from the chalk
streams of the Rivers Test and Itchen,
investing nearly £1 billion since 2020.

We have also created new wetlands

in the area to help limit groundwater
flooding and storm overflow releases
into local harbours. On this and other
matters of river health and water quality,
we have been engaging and listening
carefully to a wide range of stakeholders
and interested parties.

A portion of the investment in Hampshire
has financed a project alongside
Portsmouth Water which has now broken
ground on the first reservoir in the South
East in 50 years, while our Water for Life
— Hampshire programme has completed
surveys and consultations on new water
transfer pipelines and recycling plants.

In terms of our wastewater infrastructure,
we have improved treatment capacity
and compliance at our sites, visibility
and reliability of our sewer network,
while our Clean Rivers and Seas Task
Force continues to seal sewer pipes,
redirect illegal connections, improve
storage capacity at our sites and install
sustainable drainage solutions to reduce
our use of storm overflows across the
South East. Our Clean Rivers and Seas

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Plan goes further still, explaining how we
will invest £1.5 billion to 2035 to continue
this vital work to improve the health of
our rivers and seas.

How do you feel entering
the last year of this
investment period?

| am pleased to say, we have seen
genuine improvement over the past 12
months. This is despite another year

of extreme weather events, causing
significant flooding across our network.

We have a much better view of how

we are performing, thanks to the
digitalisation of our network: we are
now able to take a data and insight-led
approach to operational activities, taking
action before our customers or the
environment are impacted.

Our turnaround focus also means

we are more closely tracking actions
and measures included in our service
commitment plan. We know we still have
more to do. We are now in the final year
of delivery of this five-year investment
period and we are focused on achieving
stretching targets.

It is our people who are putting in the hard
work and delivering this step change, and
| thank every single one of them for their
efforts and deep, personal commitment.

The following pages will provide you with
a detailed explanation of our strategy and
performance, and the specific actions

we have taken, and continue to take, to
improve so that we are ready to deliver
our business plan for 2025-30.
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8%
reduction on

customer bills from
2020-25

£1bn

invested in
Hampshire since
2020 to improve
access to new
water sources
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Our year in review continued

Read about how we are
using data to improve our
services on page 27.

CWe have improved our cyber security following the recent criminal attack on our systems)

On Monday 12 February 2024 we announced that data from a limited part of our server estate
had been stolen and was at risk following an illegal intrusion into our IT systems. This followed
our announcement on 23 January 2024 that we were investigating suspicious activity.

We are very sorry that this happened.

We have engaged leading independent cybersecurity experts to monitor the “dark web”. They
continue to report to us that, since we were named on the cyber criminals’ site on 22 January
2024, they have found no new evidence of the data potentially involved in this cyber incident
being published online. They will continue to carry out their checks for as long as is necessary.

We take data protection and information security very seriously and, in accordance with our
regulatory obligations, we are contacting anyone whose personal data may be at risk.

Throughout this process we have been working with government, our regulators and
the National Cyber Security Centre. We have also notified the police and the Information
Commissioner’s Office.

Since the incident, our IT security teams have worked with independent incident response
experts, using enhanced monitoring and protection tools to check actively for any suspicious
activity on our IT estate. Southern Water’s operations and services to customers have not
been impacted.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Our performance — a quick overview

Our Turnaround Plan is accelerating performance improvements where they’re needed most.
The plan runs from 2023-25 and we have made sure that all our 2,600+ employees understand
their role in delivering the plan, and are 100% focused on achieving our goals. Our Board reviews
progress against these each month.

A reliable supply of water for our customers: Trusted and easy customer service:

Safeguarding resources and making sure our
customers have access to a supply of high-
quality water now and into the future.

Supporting our customers with easy service
and transparent communications that show we
care for our communities.

Healthy rivers and seas: Empowered and supported colleagues:

Protecting and improving the environment, Enabling our people to work in a safe, collaborative

working transparently to enhance inland and and inclusive workplace that offers rewarding

coastal habitats. careers at the heart of our communities.

Performance
Outcome delivery incentive (ODI) Performance trend More info
2020-21 2021-22 2022-23 2023-24 2023-24
Customer experience a Q Q Q e See pg. 34
Developer experience Q g Q Q e See pg. 35
Water quality a e Q Q o See pg. 44
Leakage (in year) a e 6 Q o See pg. 45
Water usage e 6 e Q ° See pg. 35
Internal flooding a ° Q ° e See pg. 34
External flooding ° ° ° ° ° See pg. 50
Supply interruptions e e e Q 0 See pg. 44
Pollution incidents Q Q G Q ° See pg. 50
Unplanned outage ° Q ° ° 6 See pg. 45
Treatment works compliance e Q Q c o See pg. 51
Mains repairs e Q e g ° See pg. 51
Sewer collapses e e Q Q o See pg. 51
Key
Final Determination target Final Determination target missed but performance Final Determination target missed and
met or exceeded improved in relation to prior year outcome performance worse than prior year outcome
A\ Performance improving > Performance static Vv Performance deteriorating

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Our business mode|

S S S S S S SSSS SS S  S SA SSS ASSS S ff fl

Building a better future by delivering
value for our stakeholders and the
environment

Our inputs VL @ YISSSISS SIS,

Our key resources

The way we operate as a business is impacted by external For any business to be truly

factors — social, political, environmental, economic, sustainable it needs to consider

regulatory and technological — that we must consider its impacts and dependencies,

and manage the impact of: and this means going beyond
tracking financial and operational

@ measures to consider social and
environmental resources and how

they can affect our ability to create
value over time.

Covering more than 700 miles of coastline, marine habitats,
chalk block aquifers, rare chalk streams and clay rivers, the
region that we operate within is diverse and precious. We help

to protect five Areas of Outstanding Natural Beauty, [0) IR0

84 designated bathing waters, 17 Special Protection Areas, qn Nature

two UNESCO World Heritage biosphere reserves, 350+ Sites Natural resources that we
of Specific Scientific Interest, two national parks and 13 Ramsar rely on, such as aquifers
sites — these are wetland areas protected under the UNESCO and rivers.

Ramsar Convention, 1971.
o L Our people
o”‘/ﬁ The skills, capabilities and

1 |:| [l : : : . wellbeing of our colleagues
We are impacted by changes in the financial markets, interest and partners.

rates, inflation and other commodity prices, and we must Py
manage these to reduce risk. o~

o0Oo Financial health

We must meet changing requirements and work with our /QOQ\ Infrastructure
|, .
regulators to prepare for future challenges. M Our sites, equipment s k4

000 networks and IT systems.

W =

Including equity and debt.

The essential services we provide have a direct impact on Q%Q Social
our local communities. We must do all we can to support Engagement with our
and understand our customers. stakeholders to improve
/ our reputation and the
O value we create for our
Wé are always improving our services, using new technology communities.
and solutions, wherever they come from. m
000 Knowledge

Q,J e
& C,% The information, systems,
Decisions made by politicians and policymakers have the processes, procedures and
potential to impact our operations. We must follow any data we hold and share. e
government directions and adapt to policy developments. Read more on

page 24.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Enable us to deliver on our strategic priorities

Our rigorous
approach to

)

Read more on
pages 10 and 11.

planning across
multiple horizons

informs our
strategy

o,
n .-
I-term priofiti®

To create lasting value for our stakeholders

Customers and communities

We want to work with our
customers and communities so we
can meet their short and long-term
expectations and collaborate on
solutions that benefit them.

Our environment

We work collaboratively with our
regulators, non-governmental
organisations, campaigners and
local communities to find solutions
to protect and improve the
environment on which we rely.

Our people and partners

We celebrate a diverse range of
views and experience and use it to
inform our decision making.

Investors

We provide regular updates on
our performance and progress.
This also includes environmental,
social and governance (ESG)
updates alongside financial and
performance data.

Vs

7
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And address our
priority material issues

Having a thorough
understanding of what matters
most to our stakeholders is
vital and we consider these
material issues alongside our
own priorities and their ability
to create value.

e Read more on pages 32 and 33.

@ Wi

Read more on page 30.

Regulators

We work within policy and
regulatory frameworks, calling for
reform where we see a need, so we
can make sure we are delivering
the best outcomes for our
customers and the environment.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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Our business mode|
continued

How we operate
Our vision is to create a resilient water future for our customers in the South East

Our use of water and its return to the environment is a continuous cycle. Managing our impact at
every stage is critical to protecting future resources.

STRATEGIC REPORT

GOVERNANCE
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Water is collected

About 68.2% of the water we supply comes
from groundwater (water stored underground
in aquifers), 27.4% is taken from rivers and 4.4%
comes from our reservoirs.

Water is cleaned

Our 70 water supply works treat raw water to
the highest standards, making it safe to drink.

Clean water is
put into supply

Our 13,973-kilometre network, 224 service
reservoirs and 635 pumping stations deliver
a continuous supply of clean water to our
customers at a regulated pressure level.

Relevant material issues

E — Compliance; climate change; water use;
land management and access

S — Public health; local economies

G — Trust, transparency.

Associated risk

In our densely populated and water-stressed
region, we must balance the need to supply
high-quality water to our customers with the
need to preserve our natural resources.
Principal risks

- Water

« Compliance

« Climate change

« Corporate affairs.

i zzzzzzzzzzz7zz27272z2z272z272

Maintenance and development
We constantly monitor our sites and networks, conducting maintenance and developing new assets and equipment to make sure they are meeting the standards
set by our regulators. Failure to monitor, maintain and increase the capacity of our sites and networks could pose risks to public health, and result in disruptions

to supply, injury to our employees or customers, and damage to property.

ESG Key: E — Environment S — Social

Relevant material issues

E — Compliance; climate change; water use;
materials and solid waste; energy use

S — Public health; health, safety, security and
wellbeing

G — Trust, transparency; political and regulatory
environments; responsible supply chain.

Associated risk

Failures at our treatment sites and across our

network could result in a risk to public health

due to reduced water quality and/or disruptions

to supply. We use chemicals in the treatment

of water which, if not handled correctly, could

result in injury. Area-specific risk assessments

inform our monitoring programme, ensuring we

are sampling for relevant substances.

Principal risks

- Water

« Compliance

- Resources

« Health and safety

« Corporate affairs

« Climate change.

G — Governance

Relevant material issues
E — Compliance; climate change; water use

S — Public health; health, safety, security and
wellbeing

G — Trust, transparency; political and regulatory
environments; responsible supply chain.

Associated risk

We regularly test water that we pumped into
customers’ homes and businesses to make
sure it meets required standards to protect
public health. Our teams offer support and
advice on the installation of new pipework
and notify customers when we find any
trace of contaminants or lead pipes. We may
also experience increased leakage from

our network from customers’ homes and
businesses.

Principal risks
- Water

+ Customer

« Compliance

« Health and safety
« Corporate affairs

« Climate change.

@ W/ /e
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Customers enjoy
our water

Customers across the South East go about
their daily lives enabled by a supply of safe,
clean drinking water from their homes and
businesses. In 2023-24, we put 570 million
litres per day into supply.

Wastewater is collected

and treated

Our 40,058 kilometres of sewers and 3,519
pumping stations collect wastewater from our
customers’ homes and businesses, and from
the drains outside. Each day, 1,522 million litres
of wastewater is received at our 363 treatment
works, meeting strict environmental standards
before being returned to the environment.

GOVERNANCE

FINANCIALS
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Customers are billed

Our customer teams calculate and distribute
customers’ bills, handle payments and manage
any related account queries.

Relevant material issues
E — Water use; energy use; compliance

S — Public health: health, safety, security
and wellbeing; customer service; local
economies

G — Trust, transparency.

Associated risk
If we do not constantly look to improve and
maintain high levels of service and quality, we
run the risk of not fulfilling our obligations to
customers, to provide high-quality drinking
water and protect rivers and bathing waters.
Principal risks

Water
« Customer
« Compliance

Health and safety

Corporate affairs.

Ensuring future supply

Climate change and population growth in the South East present very real
challenges that initiatives like our Water for Life — Hampshire programme

are looking to address through bulk water transfers with neighbouring water
companies, water recycling projects and a host of other initiatives, all of which

Relevant material issues

E — Energy use; compliance; materials and solid
waste; climate change; land management
and access

S — Public health: health, safety, security
and wellbeing; customer service; local
economies

G — Trust, transparency; political and regulatory
environments; responsible supply chain.

Associated risk

If we do not manage our wastewater assets,
we may cause sewer flooding, environmental
pollution and unnecessary distress to our
customers. Potentially hazardous substances
and processes are used that could cause injury.
Varying rainfall, extreme weather and rising
sea levels all contribute to an increased risk of
flooding. This could also lead to contamination
of water supplies and infiltration/inundation of
our sewers and sites.
Principal risks
Wastewater Resources
« Customer « Health and safety
- Compliance Corporate affairs.

Climate change

Relevant material issues
E — Water use; energy use; compliance

S — Customer service; local economies;
affordability and vulnerability

G — Trust, transparency; data protection;
political and regulatory environments.

Associated risk

Errors in our billing calculations or customer
information could lead to poor levels of
customer satisfaction, and a rise in contact and
complaints, which could damage the company’s
reputation and increase our operating costs.
Failure to properly protect customer data

could also lead to significant fines under

Data Protection (GDPR) and Networks and
Information Systems (NIS) directives.

Principal risks
- Customer

- Finance

« Compliance

- Digital

« Corporate affairs.

Associated risk

will be needed to secure reliable water supplies for the future. We are also
working to reduce the amount of water lost through leaks on our network, and
we are working with our customers to help them use less water

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024

23

é
7
7

AARRRAERRRARRAARASANR AR RSAN N AANRANNSANNAANNNNN @

Y/ /i W/ //

At each stage of the cycle there are several opportunities and risks, including
penalties and rewards applied by Ofwat where we fail to meet or exceed
performance targets. We always seek to maximise opportunities, while also
identifying, managing and mitigating any risks.
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Our business mode|
continued

Our external drivers

The way we operate as a business is impacted by external factors outside of our
control that we must consider and manage the impact of.

Economic environment

We are impacted by changes in
investor markets, interest rates,
inflation and other market rate
movements, and we manage these
to reduce risks to our financial
stability and protect our investors’
interests. We also pay attention to
the economic climate as it will have
a direct impact on our customers
and their ability to pay their bills.

Environmental factors

Our natural environment is under
pressure from population growth
and climate change. We need to
continue to adapt and prepare to
manage current and future impacts.

Regulatory environment
We must prepare for future
challenges and be responsive
to regulatory requirements and
market reform.

Our relationships with our
regulators — economic, drinking
water quality and environmental

— are vital to ensure the resilience
of our business. We work closely
with them through consultations
and regular meetings to share our
progress and our plans, as well as
influencing market reform where we
see opportunities.

We must plan to reduce any
environmental deterioration from

our operations. The water cycle is
continuous, so we need to make sure
that we are removing water from and
returning it to the environment safely
and responsibly. We need to find
shared solutions to these challenges
to reduce our collective impact on the
water environment.

Political environment
Decisions made by politicians have
the potential to significantly impact
the way we operate. We make sure
that we follow any directions set
by government, and that we adapt
quickly to policy developments.

Social environment

As a provider of essential services,
we have a direct impact on our local
communities. We are mindful of this
and do all we can to support and
understand our customers.

Innovation and technology
We are always improving our
services, taking advantage of new
technologies and innovative ideas,
wherever they may come from.
New technology can bring with it a
number of risks, so we constantly
monitor our cyber security to meet
the needs of the business.

We know that there are areas across
the South East experiencing high
levels of deprivation as a result of the

We work closely with regional and
national organisations to understand

impacts of the cost-of-living crisis.

We make it a priority to offer support

and advice to our customers who
might find themselves in vulnerable
circumstances.

Regulatory environment
The water sector

Eleven licensed companies provide both water and
wastewater services, serving more than 25 million
household and commercial customers in England and
Wales, while an additional five smaller licensed companies
provide water-only services to customers.

the development of any policies
that will influence our business,
while ensuring they understand

the operational challenges and
opportunities, we encounter in
delivering essential services for our
communities in the South East.

Since the industry was privatised in 1989, a regulatory
framework has been in place to make sure that customers
receive consistent standards of service at an affordable

price, managed by the industry economic regulator Ofwat.
This framework has seen these water and wastewater
companies invest billions of pounds maintaining and
improving sites, technology, and services, and, in turn,
enhancing the environment.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
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The challenges of population growth and climate
change mean that the water industry must
significantly change the way it operates over

the coming years. There are many drivers for
change. These include the 25-year Environment
Plan, the Environment Act, the review of

the Water Industry National Environment
Programme, the Storm Overflows Discharge
Reduction Plan, and our own regulatory planning
submissions for 2025-30 and beyond. All

of which have been created to meet rising
concerns about the water industry’s impact on
the environment and expectations of customers
and stakeholders.

By 2050, within Southern Water’s region,

we are preparing for the possibility that we
could lose a third of our water sources due to
climate change. We will also see a reduction
in the amount of water we are allowed to take
from rivers and underground sources, and our
population will have grown by 25%.

Working with our regulators

We are working proactively with the rest of

the sector, regulators, and others on workable
solutions to these challenges, which we simply
cannot solve alone. Concerns around storm
overflows and chalk streams are examples
where a multi-sector approach is essential, and
we fully support the government’s efforts to
facilitate a collective response.

We are actively exploring new ways of working,
including through nature-based solutions and
natural capital approaches, such as wetlands
creation, river restoration projects and tree
planting, as part of our long-term planning.

We also support a sector-wide commitment

to deliver net zero water and waste services,
aiming to bring our services in line with these
targets by 2050.

25%

population
growth by 2050

1

licensed water
and wastewater
companies in the UK

We are subject to regulation of our price and performance by economic, quality and environmental regulators, as

outlined below.

4

defra

dwi )

The Department for Environment, Food and Rural Affairs (Defra)
determines the overall water and sewerage policy framework
in England, setting standards, drafting legislation and creating
special permits, such as drought orders. gov.uk/government/
organisations/department-for-environment-food-rural-affairs

0 f{at

Ofwat is the economic regulator of the water and sewerage
sectors. It protects the interests of consumers by promoting
appropriate competition, making sure water companies properly
carry out their functions and ensuring they have the adequate
finance in place. ofwat.gov.uk/

Emvironmeni

LW Apgency
The Environment Agency is the environmental regulator of the
water and wastewater sector in England. It is the principal adviser
to the government on the environment, and the leading public
body improving and protecting the environment of England. It
works with a range of organisations to reduce flood risk, promote
sustainable development, and secure environmental and social
benefits. gov.uk/government/organisations/environment-agency

The Drinking Water Inspectorate is the drinking water quality
regulator and enforces the Water Quality Regulations set by the
government. To do this, it checks the tests carried out on drinking
water by water companies, along with carrying out company
inspections. dwi.gov.uk

The Consumer Council for Water represents water and
wastewater consumers. It also investigates consumer complaints
that have not been satisfactorily resolved by water companies.

ccwater.org.uk

[ et

Natural England advises the government by providing practical
guidance, grounded in science, on how to best safeguard
England’s natural wealth. Its purpose is to protect and improve
England’s natural environment and encourage people to enjoy
and get involved with their surroundings. gov.uk/government/
organisations/natural-england
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QOur business mode|
continued

Trends and challenges

We've identified the main factors that affect our business now and will continue to do so in
the future.

A growing population

Population growth will place more pressure on limited resources.

«  The UK’s population has grown by 8.7 million people in 20 years.

. By 2050, the population in the South East is predicted to grow by another 25%.

«  More than 800,000 news homes and reduced open spaces will require new water solutions.

- By 2050 we estimate that demand for water may have grown by 70 million litres a day from today’s 440 million
litres per day.

Material issues

Climate change; public health; biodiversity and natural capital; responsible supply chain; water use; political and
regulatory environment; local economies; energy use; and stakeholder engagement and networks.

How we are responding

- Through Water Resources South East, we are collaborating with our neighbouring water companies and making
connections to their networks in water-stressed areas to increase supply and meet demand. Read more: wrse.org.uk

«  Our Water for Life — Hampshire programme is developing a new network of water mains, water recycling facilities
and transfers across the region. Read more: southernwater.co.uk/our-story/water-for-life-hampshire

« We have developed our water and wastewater plans to meet future demand. Read more: southernwater.co.uk/dwmp
or southernwater.co.uk/our-story/water-resources-management-plan.

6 See page 49 for more information.

Changing communities

Communities are adapting due to demographics and societal changes.

. People are increasingly focused on health and wellbeing and enjoying their local environment.
- The average age of the population is predicted to be over 65 by 2050.

« Increasing mobility means that nearly three million households move each year.

« Hybrid working increases demand for local services.

Material issues

Health, safety, security and wellbeing; public health; affordability and vulnerability; trust, transparency and legitimacy;
and water use.

How we are responding

- Over the past two years we have increased the quality and frequency of our regular customer engagement. For
example, more than 25,000 customers spent over 8,000 hours telling us what they thought of our new business
plan 2025-30. This included dozens of different audiences and segments of our society.

- Our regular panels made up of current and future customers, businesses and vulnerable communities also help to
inform our day-to day operations and plans and investments for the future.

«  Our Customer and Communities Challenge Group, made up of customer stakeholder experts representing
different audiences from across our region, also played a key role in the testing of our plans. We will continue to
be challenged by it as we move into delivery of the 2025-30 plan.

e See pages 40-41 for more information.

Southern Water Annual Report and Financial Statements for the year ended 31 March 2024
26


http://www.wrse.org.uk/
http://www.southernwater.co.uk/our-story/water-for-life-hampshire
http://www.southernwater.co.uk/dwmp
http://www.southernwater.co.uk/our-story/water-resources-management-plan

Az

STRATEGIC REPORT

Evolving customer expectations

Customer expectations are evolving with technology and greater access to information.

Increasing expectations on speed of service, as experienced in other sectors.
Increasing demand for real-time data that improves lifestyle and finances.
An expectation of 100% availability from their utility providers with lower tolerance of failure.

A desire for personalised services tailored to customers’ needs.

Material issues

Customer service; affordability and vulnerability; data protection; and energy and water use.

How we are responding

During the year, we created four specific customer newsletters for each area of our region, sharing focused local
news about improvements in the community and providing updates on works in the area.

We set up a series of face-to-face customer drop-ins, called Your Water Matters, that will visit key locations across
Kent, Sussex, Hampshire and Isle of Wight. This means customers will have direct access to the teams and
information about projects we are delivering in their area.

We have streamlined our operational response teams and partnered with local authorities to make sure that
when we cannot supply customers with water, more of those with an urgent need for bottled water deliveries
are prioritised.

We have launched a new website, using business and data-driven insights to improve accessibility, our customers
ability to self-serve and the visibility and reach of our content for customers.

Read more about our customer service performance and plans on pages 34 to 43.

Increasing use of technology
Big data, artificial intelligence (Al) and machine learning are all becoming increasingly common.

Growing ability to unlock valuable insights from data.
Data becoming increasingly open to all — customers, stakeholders and government.
Increasing automation to simplify and speed up processes.

Using Al to learn and adapt to changing environments.

Material issues

Water use; compliance; customer service; community engagement; and trust transparency and legitimacy.

How we are responding

We have launched a new customer contact management system which will improve our access to customer data,
accuracy of location information using What3Words, and allow us to manage the customer journey from contact
through to resolution in one place. It also allows us to send text and email updates to customers, keeping them
informed of progress every step of the way.

We are using machine learning applications to help identify where leaks are most likely to occur, meaning we

can detect larger leaks more quickly, reducing the amount of water lost to leaks and reducing disruption for our
customers.

Data and analytics feeding into our Control Centre is helping us spot pollution risk at our pumping stations and
improve wastewater treatment compliance.

We are working in partnership with Severn Trent to understand how Al can make more efficient and effective
decisions to automatically reconfigure our network in storm conditions, to reduce hydraulic overload leading to
spills and pollutions.

We are involved in is the industry-wide Stream open data initiative, funded by Ofwat and other water companies
so we can standardise how we share and describe data across the industry. We have begun publishing our
first datasets through Stream and we will continue to develop our own open data strategy to support our
stakeholders.

See page 65 for more information.
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Our business mode|
continued

Rising concerns about the environment

Demand to protect the environment is driving change in government priorities.

Social media rapidly exposing environmental harm.

Pollutions no longer acceptable.

Rare and fragile chalk streams under threat.

Storm overflow systems no longer acceptable to communities.

Open-water swimming increasing in popularity.

Material issues

Compliance; health, safety, security and wellbeing; public health; trust, transparency and legitimacy; company
structure, ownership; political and regulatory environment; and stakeholder engagement and networks.

How we are responding

We have increased myth-busting updates across our social media channels, explaining our processes and
providing more information about the work we are doing in communities to limit the impact of our operations on
the environment, for example through our Clean Rivers and Seas Task Force.

We have published the fifth iteration of our Pollution Incident Reduction Plan that details the steps we are taking

to further reduce Category 1-3 pollutions. The work already delivered in this area, analysing root cause, upgrading
our pumping stations, and continuing our sewer cleaning and relining programme, has already delivered year-on-
year reductions in total pollutions. Sadly, serious pollutions have increased, and we are focused on improving our
telemetry, modelling and visualisation tools in our Control Centre to drive a proactive rather than reactive response
to address this.

Our Catchment Management team has delivered a series of river restoration projects in Hampshire, Sussex and on
the Isle of Wight to re-route and reinvigorate local chalk streams and improve water quality. Read more on page 61.
The task force published its detailed Clean Rivers and Seas Plan in November 2023, asking for customer
feedback on our proposals for reducing our use of storm overflows. This feedback will inform our delivery plans
from 2025-30.

See pages 50 to 61 for more information.
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Climate change

Climate change is impacting our environment and the way we operate our water and wastewater services.

«  Need to reduce carbon emissions.
- Forecasts for more extreme weather, warmer land, air and sea, polar ice melting, changes in ocean currents.
. Seasonal storms increasing in intensity and hyper-locality.

- Biodiversity reducing.

Material issues

Compliance; climate change; public health; energy use; biodiversity and natural capital; responsible supply chain;
water use; and materials and solid waste.

How we are responding

- We are aiming to update and republish our Net Zero Plan in the coming year. Our updated plan will include an interim
target of a 35% reduction in Scope 1and 2 emissions between 2023-30, based on a 2022-23 baseline year. This
interim target accounts for our forecast emissions and our planned investments in assets. The plan recognises the
need to continue to develop our carbon culture to ensure it is fully embedded into decision-making processes.
Involvement in innovation and industry collaboration is also key to enabling long-term reductions.

«  We have undertaken capital carbon assessments of our future work programmes, i.e., for our 2025-30 programme,
and developed capital carbon scenarios to 2050 to provide decarbonisation trajectories that help inform future and
whole life carbon targets and design choices. These scenarios give insight into what the focus for engagement with
the supply chain may be to facilitate and influence the decarbonisation of these supply chains.

- We have also continued to develop our carbon-related climate change reporting requirements and processes
with our supply chain, including the continued integration and implementation within our risk and value process to
facilitate effective consideration at all relevant project lifecycle gateway stages.

- We have also carried out climate change risk assessments (CCRASs) of relevant sites in order to assess relevant
risks, including temperature, extreme rainfall, sea level rise, storms, etc. These risk assessments will inform the
further integration of climate change adaptation planning and mitigation into our management systems.

See pages 68 to 84 for more information.

In July 2023, Defra published the third National Adaptation Programme

This sets out a commitment to take clear and decisive action over the next five years to maintain our country’s
resilience to the impacts of climate change. The programme includes a voluntary fourth round of climate adaptation

reporting. During 2024, we will prepare and submit our Climate Adaptation Report in line with the fourth round
guidance (ARP4), which will include an action plan setting out how we intend to manage the risks we have identified
in our risk assessment.
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Delivering value to our stakeholders

Water enables everything we do so we have a responsibility
to meet the needs of a range of stakeholders

(7 Customers and
— Communities

Our customers expect us to deliver

wholesome water and effectively
remove wastewater. They want us
to deliver services sustainably, at
affordable prices while supporting
those in vulnerable circumstances.

Water for life is a shared
responsibility which means we
must build partnerships in our
communities with interest groups
and local charities as well as
future customers. Our employee

volunteering programme helps us to

connect with our communities.
How we measure value
. Customer experience (C-MeX)

« Other metrics include value for

money, community engagement,
developer experience (D-MeX),
complaints, vulnerability support

and financial assistance.

@ Regulators

Standards and targets set by
our regulators help to define
our business plans, so we must
constantly look to engage and
influence them, where we can.

Read more about our regulators on

page 25.

How we measure this

«  Outcome delivery incentives
(ODIs); Environmental

Performance Assessment (EPA)

- Regulatory price controls help
to align shareholder value with
customer and environmental
priorities.

The Environment

Our natural environment, including
reservoirs, river catchments and
bathing waters, provide spaces for
wildlife and recreation, and create
value in terms of tourism. We work
hard to protect and improve them
while delivering our essential
services.

How we measure value

- Environmental Performance
Assessment, conducted by the
Environment Agency

«  Other metrics include pollutions,
internal/external flooding,
leakage, greenhouse gas
emissions and natural capital
value added.

@ Investors

To add value for our investors,
we manage risk and provide an
appropriate return, when we can.

We invest their money to provide for

growth and resilience.

How we measure this

«  Outcome delivery incentives,
Environmental Performance
Assessment (EPA), GRESB

- Financial performance.

@ Our People
and Partners

We want to attract, develop and
nurture an inclusive and diverse
workforce, making sure we look
after the health, safety and wellbeing
of every colleague and partner. We
invest in the region’s infrastructure,
generating jobs, improving skills and
helping to sustain the local economy
through our capital construction
programme. We work in partnership
with our supply chain, ensuring
transparency and fair treatment.

How we measure value

- Employee engagement; Voice
of the Supply Chain (survey)
engagement

«  Other metrics include diversity
and inclusion, learning and
development

« Metrics also include those
specifically related to health,
safety, security and wellbeing,
such as injuries and near misses.
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Case study

Improving the reliability of water supplies

“Delivering a reliable supply of water for our
customers is our top priority and one way we
are achieving this is through our programme of
reservoir and tank inspection and cleaning.

“After your water has been treated at one of our
Water Supply Works it is stored in large tanks,
often found up on a hillside, before the water
then gravitates down in our network of pipes to
your home.

“Our reservoir maintenance team will shut the
inlet to the reservoir cell and drain the water
into supply. They then enter the reservoir to
complete a condition survey and to clean it. As
it's confined space, the team needs to carry
escape breathing apparatus and have a team
on the surface to make sure they stay safe.

“If any issues are spotted in the tank, such as a
hairline crack or a faulty valve, the team will carry
out the repairs, unless a more detailed structural
survey or engineering works are needed.

“Once completed, the tank is fully sterilised
before being re-filled with water. The water is
then sampled to make sure it's safe to put back
into supply. Sometimes, we might also install a
loose membrane over the roof, which wouldn’t
mean that the reservoir needed to be taken out

of supply.
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“This programme of inspection, cleaning and
maintenance has reduced risk to water quality
and helped us find more potential structural
defects which could impact water quality.
Around 58% of our 355 storage reservoirs have
now been inspected since 2020, and water
quality compliance at our reservoirs is currently
at 99.9%.

“The reservoir maintenance programme is
critical to ensure water quality standards
are met and that we protect these amazing,
Victorian assets.”

Joanne Harris
Head of Water Performance

Stakeholders impacted

355

storage reservoirs

99.9%

water quality
compliance

Read about how we are
Ensuring a supply of high-
quality water on pages
44 to 49.
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Our focus areas

26

material issues

©

Read about how we
create value for our

stakeholders on page 30.

prioritise our plans and reporting

Our approach to materiality
Step one —

Defining the issues

We identified the issues,
starting with last year’s
materiality assessment

and then considered our
stakeholder engagement
over the year. We also
considered our corporate
strategy, external trends
including the UN Sustainable
Development Goals,
enterprise risks, and sector
benchmarks.

Step two —

Our assessment process

To assess the importance of each issue,

we considered its effect on our ability to

create value internally and externally, for

our customers and other stakeholders. The
level of interest to stakeholders is based on
views gathered through direct engagement
throughout the year. This includes the insights
gathered as part of the consultation process for
our business plan 2025-30.

GOVERNANCE

Prioritising the issues

The significance of selected
issues was scored for

four stakeholder groups —
customers, stakeholders
including regulators,
government and NGOs,
employees and investors

— using insight from
engagement during the
year. ‘One’ indicating no
impact/negligible ability to
influence and very infrequent
stakeholder interest.

‘Five’ indicating critical
impact for all functions/
high levels of control, and
significant interest of many
stakeholders.

FINANCIALS

Understanding what matters most to our stakeholders helps us

Having a clear understanding of the material issues of each of our stakeholders allows us to create
value for them. The matrix on the next page represents the results of that assessment for this year.

Step three —

Internal validation

We tested the prioritisation
scores with internal groups,
including the Executive to
validate the process and
ranking.

Prioritising our material issues

A total of 26 issues were identified from this
year’s materiality assessment process with
three new issues added — storm overflows,
financial stability and risk management,

and employee engagement. These issues
were plotted on the matrix on the next

page, representing the level of interest to
stakeholders and how much each issue affects
our ability to create value.
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Value delivered as a water companv

Our material issues

Environmental

© Biosolids

e Energy use

e Compliance

o Land management and access
e Nature based solutions

e Protection from climate change
o Storm overflows

e Water supplies

Link to principal risks

Wastewater — see page 120; Climate change — see page 122; Resources — see page 124
Climate change — see page 122

Compliance — see page 122

Compliance and Climate change — see page 122

Compliance and Climate change — see page 122

Climate change — see page 122

Read more on pages 57 and 61

Water — see page 120; Delivery — see page 123

Social

e Affordability and vulnerability
@ Community engagement

0 Customer service

@ Diversity and inclusion

@ Drinking water quality

@ Fair and equal pay and working
@ Health, safety, security, and wellbeing
@ Human rights

Q Local economies

@ Skills and employment

Link to principal risks
Customer — see page 121
Customer — see page 121
Customer — see page 121
People — see page 125

Read more on pages 46 to 47
People — see page 125
Health and safety — see page 124
Resources — see page 124
Customer — see page 121
People — see page 125

Governance dimension

@ Company structure, ownership

@ Cyber security and data protection

@ Employee engagement

@ Financial stability and risk management
@ Political and regulatory environments
@ Responsible supply chain

@ Stakeholder engagement and networks
@ Trust, transparency, and legitimacy

Link to principal risks

Compliance — see page 122

Compliance — see page 122; Digital — see page 123

People — see page 125

Financial — see page 121; Compliance — see page 122

Financial — see page 121; Corporate affairs — see page 125

Resources — see page 124

Customer — see page 121; Corporate affairs — see page 125; Delivery — see page 123
Read more on pages 166 to 176
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Our operational performance

Building a better future
by understanding and
supporting our communities

Our performance at a glance

Associated Link to
performance End of AMP Executive
Outcome Why it’s important commitment Performance target remuneration

2020-21 2021-22 2022-23 2023-24

13

Customer Customers want to see us improve our C-MeX Median Direct
experience customer service performance. They
want us to minimise the impact of issues .
. . P Void 2.56
and disruptions to their daily life. When )
properties

Deliver great service

shown comparative information, they
expect us to do better.

Gap sites 65
Sewer It is essential that our network stops Internal sewer @ @ 274 Indirect
flooding homes being flooded with waste from flooding
prevention sewers. There is strong support to
ensure we continue to improve sewer
flooding prevention.
Supporting the  Customers find the concept of the social Customer @ 90
vulnerable tariff acceptable. They want us to protect  satisfaction
the most vulnerable in society, and find with
it acceptable to pay a little extra on vulnerability
their bill to help those in genuine need. support
They want us to partner and provide
support by understanding and acting on Effectiveness 90
customers’ individual circumstances. of financial
assistance
Priority 0 ° 7.0
services for
customers in
vulnerable
circumstances
Value for @ @ 80
money
Key
Ofwat target met or Ofwat target missed but performance improved in Ofwat target missed and performance was worse
exceeded relation to prior year outcome than prior year outcome

D Turnaround Plan priority areas
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How we measure our progress

Our Water for Life Business Plan 2020-25 is broad and ambitious and includes 47 clear customer commitments. We
recognise that performance needs to be improved for our customers and the environment and we have detailed plans in
place to do this. Our Turnaround Plan, our service commitment to customers, explicitly targets improvements in health and
safety, capability, systems and technology, resilience of our