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This document contains certain 'forward looking statements’ with respect
to Severn Trent's financial condition, results of operations and business
and certain of Severn Trent's plans and cbjectives with respect to these
itemns.

Forward looking statements are sometimes, but not always, identified by
their use of a date in the future or such words as 'anticipates’, ‘aims’,
‘due’, "could’, 'may’, 'should’, ‘expects’, 'believes’, ‘intends’, ‘plans’,
“targets’, 'goal’ or 'estimates’. By their very nature forward looking
staternents are inherently unpredictable, speculative and involve risk and
uncertainty because they relate to events and depend on circumnstances
that will occur in the future.

There are a number of factors that could cause actual results and
developrments to differ materially from those expressed or implied by
these forward looking statements. These factors include, but are not
lirnited to, changes in the economies and markets in which the group
operates; changes in the regulatory and competition frameworks in which
the group operates; the irmpact of legal or other proceedings against or
which affect the group; and changes in interest and exchange rates.
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All written or verbal forward looking statements, made in this document
or made subsequently, which are attributable to Severn Trent or any
other member of the group or persons acting on their behalt are
expressly qualified in their entirety by the factors referred to above.
Severn Trent does not intend to update these forward fooking statements.
This document is not an offer to sell, exchange or transfer any securities
of Severn Trent Plc or any of its subsidiaries and is not soliciting an offer
to purchase, exchange or transfer such securities in any jurisdiction,
Securities may not be offered, sald or transterred in the United States
absent registration or an applicable exemption from the registration
requirements of the US Securities Act of 1933 {as amended).

Severn Trent Plc

Severn Trent Plc is a public limited company listed on the
London Stock Exchange and registered in England and
Wales with company number 2366619. This is the Annual
Report and Accounts for the year ended 31 March 2007.

More information on Severn Trent Plc can be found on our
website at www.severntrent.com




FOCUSED
ACT

e

> special dividend of £575 million paid
to shareholders in October 2006

> improved balance sheet efficiency
following payment of special dividend

> no dilution of dividend per share as
a result of Biffa demerger

> sale of non core activities, including
US Laboratories, Aquafin and Property

> overhead costs to fall by £6-10 million
over next 12 months

> gearing to move to 60% of Regulated
Capital Value

> dividends to increase by 3% above
inflation to 2010

Group turnover £m

Group profit before tax £m

EEW o i i Bl 1,480.2

Lm,_._& i L__J1.455.3
+1.7%

M' St 3255

oogs. o J177s
+83.19,

Group profit* £m

Earnings* per share pence

B e 2302
* before tax, exceptional items and IAS 39 fair value
adjustments (see income statement) + 9 . 5 o

Mm 82.4
lm&m_q o na

* frorm continuing operations before exceptional itemns,
IAS 39 fair value adjustments and deferred tax (see note 14} + 1 5 .4 o

Final dividend pence

Total shareholder return

e ———— ¢ 57

\mﬂ. o _!31.97
+21.09%,
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31-03-02; 3 03 - ;
| Severn Trent Plc (3 FTSE 100 Index

This graph shows the value at 31 March 2007, of £100 invested in Severn Trent on
31 March 2002 compared with the value of £100 invested in the FTSE 100 Index.
The other peints plotted are the values at intervening financial year ends.
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Severn Trent Plc is a FTSE
100 group focused on water.
It serves over 3.7 million
household and business
customers in England and

Wales and provides water Group turnover
and waste water solutions £1480.2m

in the UK and overseas. 8,372 employees

The water industry in England and Wales invests more than £3 billion
a year and employs over 27,000 people. There are ten water and
sewerage companies in England and Wales and sixteen water supply
companies, Severn Trent Plc is the second largest water company listed \k_ ¢
|
i

on the London Stock Exchange.

Coverage

Severn Trent Water's region -
stretches from mid Wales to t
Rutland and from the Bristol

. Channel to the Humber. We deliver
nearly 2 billion litres of water

a day to homes and businesses
through 46,000 km of pipes.

A further 54,000 km of sewers
take waste water away to over
1,000 sewage works.,

The regulatory framework

Ofwat sets annual price limits for each water company. The current
price limits were set in 2004 for the period 2005-10 (the ‘AMP4’
period). They will next be set in 2009.

Each water company has to submit an annual return (the ‘June
Return’) to Ofwat covering its activities. This is the primary source

of regulatory information and enables Ofwat to monitor and compare
the performance of the companies.

Water quality in England and Wales is regulated by the Drinking
Water Inspectorate; river pollution and flooding is regulated by
the Environment Agency.

2 Severn Trent Annual Report and Accounts 2007
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Turnover

£12181m
80.3%

of group turnover !

5,289 employees

-~ 1t
- S&a%m Trent Water provides high quality water and sewerage services
.to over 3.7 million household and business customers, in England
and mid Wales. H

Key strengthsL" )

> lower tariff levels compared to other water companies

> drinking water and waste water quality significantly above average
> strong management team with clear and focused strategy

> sustained commltment to corporate responsibility

For further mformatlonwislt www.stwater.co.uk
e

‘;'"\c
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TECHNOLOGS
AND SERVICES

Turnover

£2889m
19.0%

of group turnover

2,984 employees

Water Technologies and Services is one of the world’s leading suppliers
of water and waste water treatment solutions. Headquartered in the US,
it has a growing presence in the Middle East, Europe and Asia. It has
three main businesses: Water Purification, Operating Services and
Analytical Services.

Key strengths
> strong brand recognition

. > market leadership in disinfection, filtration and arsenic removal -

all growing markets
> continually expanding product and technology base
> good track record of organic growth and cost control

For further information visit www.severntrentservices.com
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Sir John Egan
Chairman

| am pleased to report on a year of significant
restructuring for the Severn Trent group

of companies which allows us to implement
our focus on water business strategy.
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I am pleased to report on a year of significant restructuring for the
Severn Trent group of companies which allows us to implement our
focus on water business strategy.

In June 2006 the board announced its intention to restructure Severn
Trent. Biffa Plc was successfully demerged on 9 October 2006, the sale
of Severn Trent Property was completed on 6 November 2006 and the
sale of US Laboratories was concluded at the end of December 2006.

In addition, group balance sheet efficiency has been improved by
the payment on 20 October 2006 of a £575 million special dividend
to shareholders.

As previously announced, the board intends to maintain group debt at
around the target 60% of regulated capital value, and to continue to
increase dividends by 3% above the rate of inflation at least up to 2010,
the remainder of the regulatory review period.

The current market capitalisation of the smaller and focused Severn
Trent at £3.5 billian is greater than it was at the end of 2004.
Sharehaiders have received a demerged Biffa worth £1.1 billion and
have received a special dividend of £575 million.

Severn Trent Water's customers' top priority is the safety and reliability
of their drinking water and we have a strong track record on this.

We have consistently achieved 99.9% compliance with water quality
standards since 1997, which represents one of the best compliance
records in our industry.

Over and above these basic requirements, management is developing
detailed plans for fundamental improvements across all areas of

the business as outlined in the review by our Group Chief Executive,
Colin Matthews.

Group results

Overall, Severn Trent has delivered a positive performance in 2006/07,
with group profit from continuing operations before tax, IAS 39 fair value
adjustments and exceptional items at £252 million and group profit from
continuing operations before tax was £325.5 million, an increase of 83.1%.

In line with our declared pdlicy, the board is proposing a final dividend
of 38.68 pence (31.97 pence) to be paid on 3 August 2007. This would
give a total dividend for the year, excluding the special dividend paid
on 20 October 2006, of 61.45 pence per ordinary share, an increase

of 20.2%.

Corporate responsibility

When | was invited to join the Severn Trent Pic board and became its
Chairman | did not know the full extent of the challenges which the
hoard and new incoming management team were to uncover and the
immense commitment of time and energy which has been needed to
manage these issues.

There is no point in dwelling unduly on the 2000 to 2004 era to apportion
blame or responsibility as this does not heip customers or shareholders.

There is, however, every point in me stating here on behalf of the board
and management teamn that we have already accepted the responsibility
for making things right. :

| believe that you will see from the considerable work outlined in this
annual report what we have achieved so far - and the considerable work
that we are determined still to do.

We are waiting to learn from Ofwat and the Serious Fraud Office the
conclusion of investigations into reporting irregularities made to Ofwat
by Severn Trent Water.




We are continuing to co-operate fully to restore confidence in Severn
Trent Water going forward and we acknowledge that further amends may
be made to customers, depending on the outcome of the investigations.

In response to Ofwat’s interim report of March 2006 concerning
allegations of false reporting made against Severn Trent Water in 2004,
we have already credited customer accounts and alered bills
appropriately for subsequent years.

We have taken and will continue to take, all actions we think appropriate
{o ensure the maintenance of both high ethical and professional
standards and resilient and effective controls throughout our companies.

Our new strategy on corporate responsibility (CR) is {o support the new
management team’s drive for excellence by achieving high standards on
a range of CR issues.

Those issues include: climate change; the local environment; engagement
with local communities; health and safety; business ethics, diversity and
investing in people. Further details of our CR strategy, values and action

plans are set out on the Severn Trent website (www.severntrent.com).

To be effective, a company’s CR strategy must be fully integrated with its
core business planning. The strategic and organisational change that
took place within Severn Trent in 2006/07 has reinforced this.

As described later in this Annual Report, Severn Trent Water has
determined 20 critical success factors and adopted 20 KPls, by which it
will measure performance and set targets. Many of these indicators link
directly to Severn Trent Water's CR strategy - for example, the KPIs on
health and safety, leakage. net energy use, pollution incidents and
employee motivation. This ensures that CR is entrenched at the very
core of Severn Trent's activities.

In addition, Severn Trent’s Corporate Responsibility Committee, a board
committee, has introduced a more structured approach to reviewing
all areas of our CR performance.

Take climate change for example. This has risen up the political and
public agenda in 2006/07. We welcome this. Severn Trent Water has
been engaged in planning for the changing climate for a number of
years. We have built a leading reputation in this area with key
stakeholders such as the Carbon Trust.

Severn Trent Water's work on climate change focuses on two main
aspects: mitigating our impact on climate change, and adapting te it. In
turn, mitigation has two main aspects: energy efficiency initiatives and
in-house renewable energy production, primarily biogas combined heat
and power {CHP). The effects of our work in both these areas are
reflected in our KPI on net energy use.

Board, management and staff
The board of Severn Trent Plc continually reviews its management plans
to ensure orderly succession and continuity of leadership.

After a year of great strategic change, Chief Executive Colin Matthews is
reshaping the group to focus on water aided by Tony Wray, Managing
Directer of Severn Trent Water, wha is concentrating on improving
Severn Trent Water day to day operations. As the priority switches more
and more to implementing the improvement plans announced by Mr
Matthews, the two roles will combine.

The board therefore wishes to provide clarity and confidence to
customers, employees and shareholders that there will be a smoeth
leadership transition in due course from Mr Matthews to Mr Wray
particularly now that detailed preparations are underway to achieve an
appropriate regulatory setttement for 2010 to 2015.

It is expected that the consideration of the two roles into one leading to
the appointment of Mr Wray as Chief Executive and the retirernent of Mr
Matthews from the board and the company will take place around the
end of 2007.

Martin Bettington, Managing Director of Biffa Plc, stood down from
Severn Trent Plc when Biffa was demerged in October. | thank him for
his tremendous cantribution to Severn Trent in helping to grow Biffa to
the point where it is now an independent FTSE 250 company valued ai
more than £1 billion,

Marisa Cassoni stood down from the board in October after 5 years as a
non-executive director. | thank her for her contribution, particularly her
membership of the Audit, Remuneration and Nominations Committees.

Rachel Brydon Jannetta stood down from the board in December 2006
on completion of the sale of the US Laboratories, our US analytical
environmental testing firm, to TestAmerica Holdings. As President and
CEQ of Severn Trent Laborateries, she made a significant contribution to
Severn Trent during her 11 years with the company and the last two
years cn the board during a period of significant change.

As part of our strategy of focusing an water, all the current executive
and non-executive directors of Severn Trent Plc now hold similar
positions on the board of Severn Trent Water Limited. Since March
2007 the boards of directors of Severn Trent Plc and Severn Trent
Water Limited have been identical.

We have carried out rigorous board effectiveness reviews with the help
of independent consultants, which have generated a number of actions
to secure improvements to board performance.

| would also like to pay a special tribute to our committed staff whose
performance in a year of exceptional challenge and change has been
outstanding, ensuring we continue to achieve our business goals.

Investment proposition

Severn Trent is a high quality business whose investment programme
drives strong growth prospects. The management team has a clear and
focused strategy and is engaged in the single minded pursuit of higher
standards as the means te achieve both higher levels of customer
satisfaction and sustained strong financial returns to shareholders.

Outlook

The outlook for the coming year is one of significant improvement, with
our plans indicating that we will meet the Ofwat determination for
operating costs in 2007/08. This improvermnent is driven by the fall in
energy prices (with prices now fixed for 2007/08, our total energy costs
will be around £17 million lower than 2006/07), and the delivery of
efficiency savings of £5 million through the implementation of our
improvement plans.

Our plans encompass the medium and longer term, in some cases
extending beyond the end of the current AMP4 period. Delivering
sustained improvement will result in cost efficiencies being realised,
but will necessitate investment to succeed.

With the exception of any unforeseen variation in commodity prices
(principally energy), we expect that the achievement of our plans

will enable us to deliver around £30 million of cost efficiencies over
the last two years of the AMP4 period, which represents around 3%
annual outperformance against the Ofwat determination for operating
costs, without affecting our ability to deliver the 6% efficiency on the
capital programme.

Severn Trent 5




GREATER
EFFICIENCY

.

Colin Matthews
Group Chief
Executive

The successful transformation of the group
into a focused water company has enabled
the senior executive team to devote a
substantial amount of its time to operational
improvement in our core water business.
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Introduction

We believe that to satisfy our customers and be cost effective we must
raise professional standards across the entire business. Other industries
have demonstrated that higher quality and continuous improvement
leads to lower costs.

There is every reason why Severn Trent in particular and the water
industry in general, can do the same. This is the best, probably the only
way, to satisfy customers, regulators, employees and shareholders.

Safety is a prime example of the principle we are pursuing. Our
performance improved in the year, which is welcome, but we can make
more progress. The skills and attention to detail which achieve higher
standards of safety are the same as those we need to improve our
environmental impact.

Moreover, as we achieve higher safety standards our operations will
become more cost effective. There is no trade off between higher
standards and profits - they are closely aligned.

Operational improvement

With the demerger of Biffa and the sale of the US Laboratories
completed by the end of 2006, the group’s senior executive team has
concentrated on operational improvement.

The group already has clear strengths - for example, Severn Trent
Water's consistent attainment of high water quality standards. In order
to satisfy our customers and deliver continuing growth for shareholders,
we need to improve continuously in all areas.

Therefore, in 2006/07 we examined every aspect of Severn Trent
Water's current performance. We benchmarked it against companies in
the water and sewerage sector and also in other sectors. We identified
major opportunities for improvement and we drew up detailed action
plans for achieving those improvements.

We have identified 20 critical success factors against which we will
measure our performance and progress. We have chosen these with
great care, because they represent what we believe are the key concerns
for customers, regulators, employees and shareholders. These 20
factors will be represented by 20 KPIs. In all but two cases, we have
defined our actual performance based on our benchmarking exercise
and we propose to use these as a basis for assessing our performance
going forward. For each indicator, we will set ourselves ambitious targets
for the coming years, and have drawn up action plans for achieving
them. Some improvements will be effected relatively quickly; others are
longer term, going beyond the current AMP4 period.

We have completed the integration of the head office and Severn Trent
Water tearms and now have one executive team focused on our core
water activities. As a result of this integration, we expect to reduce our
recurring overhead costs by between £6 million and £10 million over
the coming 12 months.

Over the next five years, we expect staffing levels (permanent and
agency) in Severn Trent Water to be reduced by around 600 posts. Our
plans indicate around 130 of this total being achieved in the financial
year 2007/08. We expect to incur around £24 million of restructuring
costs over the remaining three years of the AMP4 period, with around
£8 million being incurred in 2007/08.




We have changed the divisional structure. In ptace of our previous
‘functional’ structure, which had distinct teams working on planning,
engineering and aperations, we have created integrated teams, one
focused on clean water, one focused on waste water and one focused on
customer relations.

Like the integration of Plc and Water teams, this new structure will raise
standards and drive greater efficiency. It also aligns the organisation
with the processes that matter to our customers.

In the following pages of this report, we describe those KPls and our
current position on them. In future years, we will continue to measure
and report progress against the targets for each indicator.

Safety

At Severn Trent health and safety is vitally important to us as a
company. [n 2006/07 (ex Biffa, Property and US laboratories) our
health and safety performance was 24% better than the previous year:
there were 7.1 RIDDOR incidents per 1,000 employees, compared to
9.3 in 2005/06. We reached our target for the year, but the figures are
still too high. We aim to improve continuously in this area.

We devote huge attention to health and safety for two reasons. It is
vitally important at a very personal level, because every safety incident
and every day lost has a human impact. But it is also critical at
business level. The skills and attention to detail that achieve higher
safety standards are the same as those that achieve higher operational
and environmental standards and productivity.

Therefore, as our operations achieve higher safety standards, they will
also achieve greater operational efficiency. Far from trading off higher
safety standards against profit goals, we pursue both together.

Our stakeholders’ priorities

| have said that the KPls represent the key concerns for our stakeholders.
In 2006/07 two concerns in particular have dominated our relations
with many stakeholders: leakage and customer service.

Our leakage increased in the prior year 2005/06. As we announced in
this last year, 2006/07, we devoted greater resources to leakage
management. We employed more people, invested in new leak
detection technology, fixed 37,000 leaks, 8,000 more than the previous
year and invested almost £20 million more than the previous year.

This effort has reduced our leakage this year but it was not until the
month of March 2007 that we attained a monthly level of leakage
commensurate with our Ofwat annual target. Therefore, notwithstanding
this reduction, we believe that we will not attain the annual average
target level of leakage.

We have kept Ofwat fully informed of our progress and we are in the
process of finalising and verifying our leakage data for submission in
our annual June Return, which will be submitted in a few weeks. In due
course we will be discussing with Ofwat our ongoing plans and
commitments to maintain our progress in reducing leakage.

Reducing leakage will remain a pricrity in 2007/08 and we are
determined to maintain the good progress we have made in the second
half of 2006/07. We are in a good position going infa this new year.

On customer service too, | am pleased to report good progress. We
recruited and trained more staff and fixed problems with our IT bitling
system. Again, by the end of this year, this work was showing
encouraging results. In the last quarter of the financial year, we were
once again approaching the levels of service that our customers and
regulators expect from us.

Water Technologies and Services
This business now comprises our Water Purification, Operating Services
and UK Laboratories businesses. 1t produced good results in 2006/07.

We made a number of disposals in the 2006/07 financial year, and one
acquisition following the year end. We sold our stake in Aquafin NV to
the Flemish government for £29.6 million. We also sold our Pipeline
Products and Services assets to ADS LLC and we sold our Aztec
instrumentation product line to ABB Limited. On 11 May 2007, we
acquired the assets of United Kingdom based Quay Technologies
Limited for £1.2 million plus potential additional consideration of up

to £5.1 miliion tied to future earnings. Quay Technologies Limited
manufactures a proprietary uliraviolet technology for use in water

and waste water disinfection.

These transactions enable us to concentrate on our core strengths, and
on higher margin and higher growth areas. We have a twofold strategy
for achieving organic growth in these areas. First, we are expanding our
existing technologies into new geographical markets and secondly, we
are taking new technologies into our existing markets.

Outlook

In 2007/08 we expect to make good progress in Severn Trent Water
on the AMP4 contract and on our own improvement plans, We have
dermnanding targets in our capital programme, in water and waste
quality, in customer service and in other areas. We intend to achieve
those targets cost effectively, providing value for our shareholders,

We also have to invest to meet longer term fargets: the requirements
of the Water Framework Directive; the challenges of adapting to climate
change and reducing cur own carbon footprint.

The investment in reaching those targets, in process improvements and
in higher standards will go hand in hand with operational efficiency and
improvement, So as we implement those investments for the AMP4
period and beyond, we are confident they will lead to higher levels of
customer satisfaction as well as strong financial performance.

The provision of water and waste water services requires operational
and investment planning over the long term. We are working with
internal experts and external stakeholders to identify and understand
the key challenges we face over the next 25 years, ranging fram obvious
ones like climate change and carbon footprinting, to more industry
specific ones like separation of surface water or catchment degradation
and the impact they could have an our asseis and their ability to
deliver the service customers expect. This work will establish the
context for our short and medium term planning processes and also
inform our Strategic Direction statement for Cfwat by the end of this
calendar year. We will continually update this long term planning
process in future years.

Severn Trent 7




NNV

ON
WATER

N T

STRATEGY
IN PRACTICE

Our strategy takes into account the needs of
many different stakehaolders. Our plans for
higher standards will help us satisfy the
expectations of all the different groups. For
example, greater operational efficiency will help
us keep charges to customers low, meet our
regulators’ standards and targets, create a safe
and motivating environment for our employees,
and produce good returns for shareholders.

Our goal is to have highest standards, lowest
charges and great people. Phase one of
achieving that goal was to restructure the group
so we could focus on water. With that done,

we have moved into phase two — the drive to
achieve higher standards and continuous
improvement in all we do.

PN

Greater
efficiency

Higher
standards

D N

U
PERFORIVIANCE

Radical plans for improvement

Over and beyond these basic requirements, management is fully
engaged in implementing plans for fundamental improvement across
all areas of the business. The successful execution of these
improvement activities will radically change our business over a period
of years.

We have already effected organisational improverments. In addition to
the integration of the head office and Severn Trent Water Executive
teams we have changed the divisional structure in Severn Trent Water.
In place of our previous ‘functional’ structure, which had distinct teams
working on planning, engineering and operations, we have created
integrated teams, one focused on clean water, one focused on waste
water and one focused on customer relations. This new structure is
designed to raise standards and drive greater efficiency. It also aligns
the organisation with the processes that matter to our customers.

During 2006/07 we examined every aspect of Severn Trent Water's
current performance. We benchmarked it against companies in the
water and sewerage sector, and also in other sectors. The benchmarking
exercise was detailed and thorough. We used a range of publicly
available and internally generated data to identify the population that
we should compare ourselves to. This process involved a number of
judgements being exercised {o ensure that we used appropriately
comparable data points for each measure.

We have identified 20 critical success factors against which we will
measure our performance and progress. We have chosen these
indicators with great care, because they represent what we believe are
the key concerns for our customers, regulators, employees and
shareholders. These 20 factors will be represented by 20 KPIs. In all but
two cases, we have defined our actual performance based on our
benchmarking exercise and we propese to use these as a basis for
assessing our performance going forward. Two KPls are new (first time
job resolution and capital process quality) and we need time to assess
our current performance and define our objectives. For all other KPIs,
we have shown where our starting point is on a relative scale based on
the results of our benchmarking exercise.

For each indicater, we have set ourselves ambitious targets for the
coming years, and drawn up action plans for achieving them. Some
improvermnents will be effected relatively quickly and easily; others are
longer term, going beyond the current AMP4 period.

The table on the next page sets out our actual performance for the
period under review. Based on our benchmarking exercise, our
performance is shown in one of three categories, of what we consider to
be lower quartile performance, upper quartile performance or median
(representing 2nd and 3rd quartile performance).




Key performance indicators

Key area Objective Basis Measure mf‘ne Median Upper quartie
Employee Provide a safe working environment MAT Lost time incidents per- 100,000 hrs worked' 0.50
Develop a confident and productive workforce 'éﬂ nwtg,l Employee motivation’ 76%
Customer Provide a high quality product MAA Water quality (mean zonal compliance)™ 99.98%
Quality interaction with the customer MAT Customer written complaints per 1,000 properties? t19.06
MAT  First time call resolution for billing %* 80%
MAT Unplanned interruptions per 1,000 properties? £95
Provide a high standard of operational service Properties at risk of low pressure per 1,000 properties*® 0.09
First time job resoclution’ To be determined
Development of a sustainable service Performance against regulatory obligations®® 26%
Financial Asset base enhancement MAT Capex (gross) vs final determination®*” 2.7%
Capital process quality’ To be determined
Manage trade debt Debtor days®* 375
Management of cost base MAT Opex vs final determination £m* 479.1
MAT Cost to serve per property £'° 22693
Envirenment  Minimise eavironmental impact MAT Pollution incidents per 1,000 properties®* 0.08
MAT Sewer floeding - other causes per 1,000 properties® .0.16
MAT Sewage treatr.nent works — breach of consents’ 0.00%
Optimise use of resources MAA Raw water storage®® 90%
MAT Met energy use Kwh/MI* 618
Leakage MI/d — current DMA® 446

Notes:

All measures are for the period to 31 March 2007, except as stated,

MAT = Moving Annual total

MAA = Moving Annual Average .

1 Actual performance across all employees and agency staff.

2 Performance based on annual all employee survey and quarterly survey of 10% of
permanent employees.

3 As reported in June Return to Ofwat, Performance figures are provisional at this
stage as the June Return wili be submitted to Ofwat on 15 June 2007.

4 Measure for catendar year to 31 December 2006,

For a number of KPls, we have only commenced capturing the data
and measuring our periormance during the current financial year and
therefore corresponding amounts for the previous financial year are
not available, .

For others, the corresponding amounts are available and these are
as follows;

> Water quality 99.95%
> Customer written complaints 10.04

> Unplanned interrupticns 4.5

> Properties at risk of low pressure 0.10

> Capex vs. final determination 6%,

> Debtor days 31.76

> Qpex vs. final determination £446.5m
> Cost to serve per property £219.56
> Pollution incidents 0.11

>  Sewer flooding incidents 0.14

> Sewage treatment works breach of consents 031%

Actual performance based on internal data.

Measure as at 31 March 2007,

Measure and relative performance to be determined.

Measure for quarter ended 31 March 2007,

Actual performance based on audited UK GAAP financial statements for the year
ended 31 March 2007.

10 Actuai performance based on audited UK GAAP financial staternents and
regu'atory accounts for the year ended 31 March 2007.

DMA leakage performance measured monthly. Menth of March 2007 DMA
performance disclosed in table above, Annual measure is MLE Jeakage

the calculation of which has not been completed as at 5 June 2007,

WO 00~ A
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It is not statistically realistic to expect any company to be at ihe top
of every single league table, but nevertheless, we aim to achieve upper
quariile performance over the next 3 to 5 years.

Of course, the goal posts will move, as companies in our sector or
elsewhere redefine what upper quartile means, so we expect our target
to move with it,

We will report on these measures in future results announcements,
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Performance
2007 2006
£m £m
Turnover 1,218.1 1,1509
Profit* 413.0 4004

*Before interest, tax and exceptional items (see note 5)

Turnover in Water and Sewerage
increased by 5.8% in 2006/07, to
£1,218.1 million. Sales prices increased
by 6.58% (including inflation) from

1 April 2006. The price rise represented
the 7.23% increase allowed by Ofwat,
less a 0.65% voluntary abatement of K,
previously announced in 2005/06.

Profit before interest, tax and exceptional
items (PBIT) was up by 3.1% on the
previous year, to £413.0 million as the
higher turnover was partially offset by
cost increases described opposite.

Health and safety - RIDDORS
per 1,000 employees
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AND
SEWERAGE

Tony Wray
Managing Director
Severn Trent Water

Financial performance

Turnover in Water and Sewerage increased by 5.8% in 2006/07, to
£1,218.1 million. Sales prices increased by 6.58% (including inflation}
from 1 April 2006. The price rise represented the 7.23% increase
allowed by Ofwat, less a 0.65% voluntary abatement of K, previously
announced in 2005/06.

Profit before interest, tax and exceptional items (PBIT) was up by 3.1%
on the previous year, to £413.0 million. A number of factors impacted
PBIT. They included increased energy costs of £23.5 million caused by
rising prices; other increases net of efficiencies in our cost base of
£17.4 million; increase in infrastructure renewals expenditure of £3.6
million and an increase in depreciation charges of £10.1 million
reflecting the growing asset base.

The KPis covered in the Group Chief Executive’s review are
referred to here to provide further detail on their use in driving
our performance improvements.

Qur asset base

During the financial year, we invested £103 million (£98m net of grants
received) in maintaining our infrastructure network. Capital expenditure,
excluding spending on infrastructure maintenance, was £399 million.
Gross capital expenditure (including infrastructure maintenance
expenditure) was £502 million.

One KPL, capex {gross) vs final determination, measures our
performance on managing the financial aspects of the delivery of

our investment programme. This measures the percentage variance
between our capital expenditure and Ofwat’s final determination for
AMP4, This assesses one aspect of performance against our objective
of delivering services to our customers at the lowest costs. Other KPis
(most notably the capital process quality measure) will assess our
delivery of high quality services.

Adjusting for minor timing differences and modifications to the AMP4
capital programme (notified to Ofwat through the change control
process) we are on track to deliver this programme over the AMP4
period. We continue to be in line to achieve around 6% efficiencies
compared to Ofwat's Final Determination for AMP4.

Our cost base

We recognise that managing our operating costs is a key component in
our success. We continued the work started in 2005/06, including
process improvement leading to reducing employee numbers and
removing management layers.

Two KPls measure our performance on managing costs. The first
measures the variance between our latest formal forecast of operating
costs and Ofwat’s Final Determination for AMPA4.



The second indicator is the total cost (including operating costs,
depreciation, infrastructure renewals and third party costs) associated
with serving each customer property.

Meeting our customers’ expectations

Our customers’ top priority is the safety and reliability of their drinking
water supply and we have a strong track record. We have consistently
achieved 99.9% compliance with water quality standards set by the
Drinking Water Inspectorate (DWI) since 1997, which represents one of
the best compliance records in our industry.

Water companies and regulators measure water quality in a number of
ways. Our water quality KP| is based on ‘mean zonal compliance’. This
is an overall measure used by the DWI which measures the extent to
which samples taken at customers’ taps comply with all the
requirements of the Water Supply (Water Quality) Regulations 2000,

The DWI's performance tables for the 2006 calendar year, which are
based on more than 500,000 tests from samples of Severn Trent Water,
showed that we achieved 99.98% mean zonal compliance, This is an
improvement on our previous year's performance.

During 2006/07 we delivered a number of programmes designed to
maintain and improve water quality. They included schemes to secure
compliance with mandatory standards for cryptosporidium and nitrate
reduction. In addition we carried out an extensive and targeted mains
cleaning programme to improve the aesthetic quality of the water

we supply.

We are continuing to develop drinking water safety plans for our
treatment works and our investment programme for water quality
in 2007/08 includes further mains cleaning, more nitrate reduction
schemes and lead removal schemes. This will ensure we maintain
our high levels of water quality throughout our distribution system.

For water supply to our customers, our KPls are Gfwat's DG2 risk of low
pressure and DG3 unplanned interruptions to supply.

On unplanned interruptions to supply, Ofwat deemed our performance
‘good’ in 2005/06. However, our figures deteriorated in 2006/07,
primarily because of five operational events in the summer of 2006,
This year, using the DG3 definition, around 36,100 properties
experienced unplanned interruptions to supply, compared to around
15,200 in 2005/06. This represents 1.07% of the properties connected
to our network, compared to 0.45% in 2005/06. We have put in place
an actien plan to improve performance, focusing on our network assets,
our processes for responding te problems with water supply and our
contingency planning for events such as power outages.

We continued our performance on low pressure in 2006/07, with 314
properties across our entire region at risk of experiencing poor pressure
at year end, compared to 313 properties in 2005/06. This represents
less than 0.01%, of the properties we serve.

During 2007/08 we will install several thousand fixed pressure loggers
which will provide much better data on our network enabling us to
improve our performance further.

The floeding of a home or property with raw sewage, is viewed by most
people as cne of the most unpleasant problems our customers may
endure. Overall, for the first two years of the AMP4 programme, we have
been ahead of our Ofwat target in this area. We will continue working to
achieve a net reduction year on year in the number of properties ai risk
of flooding from sewers. Our programme of works to reduce
permanently the risk of internal and external flooding will benefit an
estimated 1,600 properties, dependent upon the rate of discoveries of
new properties experiencing flooding and being added to our registers.

In terms of the number of actual sewer flooding incidents, our 2006/07
figures are slightly up on those for 2005/06. Changes in weather
patterns, with increased numbers of storms have been one of the
contributing factors to increases in flooding.

Qur sewer flooding KPl aims to reduce the number of incidents from
blockages, sewer collapses etc over the next five years. There are two
main routes for achieving this reduction. One will be the completion of
schemes already underway, such as the £14 miliion scheme to alleviate
{looding in Kenilworth, The second s solutions such as routine sewer
cleansing programmes to prevent sewers from blocking.

Interacting with customers

In addition to receiving excellent operational services from us, our
customers expect to interact with us in a satisfactory way. If they have a
query about billing, they expect it to be resolved on their first call. [f
they write to us, they expect a quick response to their letter. it is already
well documented that we have not reached high enough customer
service standards in recent years.

In June 2006, Ofwat issued a notice under S22A (4) of the Water
Industry Act, stating its intention to fine Severn Trent Water for failure
to meet customer service standards under the Guaranteed Standards
Scheme (GSS) for water companies. The notice covered performance
since June 2005. In addition, we are still working and fully co-operating
with Ofwat and Ernst & Young LLP on their independent investigations
into custoemer service performance and misreporting which includes
performance prior to June 2005, We await the conclusions of those
investigations and details of the financial penalties that will be imposed
on us,

In June 2006 Ofwat also issued a notice under section 203 of the Water
Industry Act requiring further information to be provided about the
misreporting of data and our performance against DG standards and
the GSS scheme. Data for these areas has been provided to Ofwat going
hack as far as 1995 and we have answered their detailed questions.
Our final response was submitted on 31 January 2007, We anticipate
that Ofwat will respond with a further S22A notice of intention to
impose a penalty for misreporting of data since June 2005.

In the meantime, we have done much to improve current customer
service standards. Many of the customer service failures of 2005/06
were due to the introduction of a major new IT system (TARGET) for
hilling customers. We acknowledge that, when introducing that system,
we underestimated the amount of training required to transfer our
contact centre operators to the new system. We also underestimated
the extent to which any major new IT system is prone to problems.
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During the second half of 2005/06 and the start of 2006/07, these
problems were increasingly apparent to us, our customers and to Ofwat.
In July 2006, the Consumer Council for Water (CCW) issued a report
showing that complaints about Severn Trent Water increased by 54%
during the six months from October 2005 to March 2006. Their report
for the period April 2006 to March 2007 showed a further rise in
complaints of 36%. In 2006/07 we began work on an action plan to fix
IT problems, to recruit 70 additional staff in our billing division and to
extend the training given to contact centre operators.

The resulis of that work now show steady improvements. Customer
service performance in the first eight months of 2006/07 remained
unsatisfactory while figures for the final four months, as a result of
the action plan, were starting to show improvement.

For customer service performance the first KPl is written customer
complaints per 1,000 properties. This is 2 new measure for 2006/07.
In previous years we have tracked DG7, a measure of the response to
written complaints. DG7 performance in 2006/07 was 99.76%
compared with 88.7% in 2005/06. Against the new measure, our
quarter three performance was 25.9 (complaints per 1,000 properties),
recovering to 17.5 in the last quarter, giving performance in the year of
19.06. Whilst both the guality and timeliness of responses have
improved in the year, continuing issues on answering phone calls
caused customers to write in and complain.

Our second KPi on customer service is first time call resolution for
billing contact, which shows the proportion of calls resolved at that
point. As well as giving the best standard of service to customers, first
time call resolution is also the most cost effective for us. This is again a
new measure and whilst we have calculated performance for 2006/07
at 80%, this measure was not tracked in management reports in the
course of the year. During 2006/07 the focus has been on ensuring
compliance with Ofwat’s DG6 (the number of billing contacts received
during the report year and the time taken to respond to them)
standards and improving the quality of call response.

The training and competency programme for billing staff will continue
in 2007/08 and beyond. Qur goal in 2007/08 is to sustain the
improvements we are now seeing, so we once again meet industry
standards in this area. Beyond that, we will set ourselves higher
aspirations of being an industry leader in customer service.

Interaction with customers is not just about how we perform in terms
of specific figures and measures. It is also about fitting in with different
customers’ ways of life and giving them flexibility in how they contact
us. So, in 2006/07 we redeveloped our website (www.stwater.co.uk) in
order to give customers self service options for dealing with us.
Transactions such as requesting a meter or telling us about a change
of address can now be done online 24 hours a day, seven days a

week (24/7), whereas previously customers had to telephone our
contact centre.
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The other main area of customer interaction relates to our operational
water and waste water services. We completed a reorganisation of this
process in 2006/07 with the closure of our two 24/7 regional
operational management centres. We have established a new 24/7
customer operations service centre at Coventry in the heart of our
operational area. All customer contacts related to water and waste
water matters are handled alongside and as part of, our operational
management capability. This enables us to diagnose operational failures
more effectively and promptly and alsc allows us to use our remote
monitoring systems to keep our customer contact teams better
informed thus providing a higher standard of service on operational
matters. We are working on improving process efficiency to increase
customer satisfaction in order to deliver first time job resolution for
field and network problems.

We are encouraged that in the first six month period since estabtishing
the new centre (October 2006 to March 2007) we have improved by
13% to 72% the number of customers who, through our service
delivery survey, have told us we have met or exceeded their
expectations. We are confident that these results demonstrate we can
make further sustainable improvermnents to operational customer service
in 2007/08 and beyond.

Our New Connections department manages, from application to
delivery, the connection of customers to water and waste water services.
In 2006/07 we have worked closely with developers and customers to
understand how we can improve our service to them and make
interaction with us easier. Consequently, we have changed our
organisation design, introduced new web based applications and
improved our performance on water service connections completed
within 21 working days from 45% to 81%. We are aiming to build on
these improvements through 2007/08.

We also have customers who, on receipt of a bill, either cannot or will
not pay. This directly impacts our trade debtors and our financial
performance. We have therefore introduced the debtor days KPI as the
measure by which our performance will be tracked and benchmarked.

Assuming that our year on year billing and collection performance for
each of our varicus income streams remains constant, we would expect
our debtor days to increase on an annual basis by approximately two
days. This is due to the continued impact of customers switching from
the unmeasured to measured basis of charge. As measured bills are
sent to customers throughout the year, there will inevitably be a number
of recently issued bills that remain unpaid at year end. The number of
water meters we installed increased by over 65,500 in 2006/07.

Our debtor days performance has deteriorated from 31 days in
2005/06 to 37 days in 2006/07. This deterioration is above the two day
expected increase described above and has been driven by operational
performance issues within our bifling and collection processes.

We intend to position ourselves within the upper quartite of industry
performance by 2011/12. This is to be delivered through a stepped
performance improvement in our billing and collection activities. In
particular, we will improve the performance of our billing contact centre,
reduce our current work in progress backlogs and introduce further
billing system improvements.




Developing a sustainable service for customers

Serving customers also means looking after their long term interests as
well as their immediate concerns. Our main aim is to ensure that we are
maintaining the serviceability of our assets. This means carrying out the
work necessary to make sure their water and sewerage systems deliver
reliable service in the future for custormers and the environment, It takes
into consideration aspects like the condition and deterioration of a
company's above ground and below ground water and sewerage assets.
The most recent Ofwat assessment shows that we have a stable
serviceability across our asset base.

Improving the delivery of our capital programme

We will aim continuously to improve the delivery of our capital
programime. We are in the process of developing a KPI that will
measure the quality of our Capex delivery.

The AMP4 contract for 2005-10 includes a capital investment
programme of approximately £2.7 billion. This includes:

>  more than £400 million on maintaining water supplies

> £150 million on improving drinking water quality

> around £850 million on maintaining and improving river quality

> more than £350 million improving sewers and dealing with sewer
flooding, and

> more than £260 million to reduce leakage

In the two years to date we have mobilised 2,852 projects of which
1,616 have been completed. We have invested just short of £200
million on our water production and distribution service with the focus
on improving levels of service to customers, upgrading our treatment
works and distribution network, We have invested over £250 million on
sewerage services, with a focus on repairing our aging sewers,
maintaining and upgrading our sewage treatment works to meet tighter
quality standard and we are exploring ways of exploiting our by
products to generate electricity. In addition we have invested £50
million on our support services to improve customer service and
business services.

This year capital expenditure, net of grants and contributions, excluding
spending on infrastructure maintenance of £38 million, was £365
million for the year. Adjusting for the changes to the programme, to be
agreed with Ofwat through the change control process and for timing,
differences, we are on track to deliver approximately 6% efficiencies
over and above the final determination. This has been largely driven by
the use of better techinclogies, better designs and greater delivery
efficiency. It is still early days in AMP4, but we aim to maintain similar
outperformance over the rest of AMP4,

Protecting the environment

The local environment is especially important for a water company.
How we abstract water, how we manage waste water discharges, how
we operate over 1,000 sewage treatmant sites, how we operate our
54,000km of sewerage network and how we manage resources all have
a huge potential impact on the local environment. We have a
responsibility to minimise that environmental impact and to optimise
our use of resources.

The seriousness with which we take that responsibility is reflected in our
KPls. Five separate indicators are linked to environmental performance.
They are: breach of consents at sewage treatment works; pollution
incidents; raw water storage; net energy use and leakage. In addition to
measuring our environmental impact, all five indicators provide a sharp
insight into our operational performance.

Minimising our environmental impact

One of our KPIs in this area measures our compliance with the
discharge consents for our sewage treatment works. We have a good
history of performance in this area, although a poorly performing
sewage works at Stratford-upon-Avon reduced our overall performance
figures for 2005 (based on calendar year). In 2006 with that specific
problem remedied, our compliance levels were excellent and we
achieved a compliance rate of over 99.99%. This level of compliance
is amongst the best to be found in the industry.

Another KPI which relates to our environmental impact is the number
of pollution incidents; more specifically the number of Environment
Agency reported category 1, 2 and 3 pollution incidents. The total
nurmber of such pollution incidents was 530 in 2006 calendar year,
which was lower than 2005 but still too high. Of the total recorded, two
were of the most severe in category 1, and eight were category 2. This
performance is comparable with the industry averages using the

2005 data.

Within the total number of pollution incidents, 98% (520) were category
3 incidents which are classified as having a very limited and localised
environmental impact. This particular aspect of performance was
similar to cur 2005 performance (519), placing us in the lower quartile
for the industry. We have taken positive steps to make significant
improvements in developing an action plan to deliver pollution
reductions during the current year and through to the end of the
current AMP period. The plan is linked to our proactive and reactive
work on the sewerage network. Whilst we only have the first quarter
performance for 2007 the results are encouraging, showing a decrease
of almost 35% for categery 3 incidents compared te the first guarter
of March 200Q6.

We have alsc instigated a number of projects which include initiatives to
raise customer awareness around the impact of depositing fats, oils and
greases into the sewerage system. Significant numbers of our sewer
blockages are caused by fat build up which in turn contribute to the
number of pollution incidents and flocdings. We have a plan to educate
customers about the potential problems of pouring fat down sinks and
drains, part of which is the offer of the provision and distribution of free
‘fat traps’. These are small containers to hold cooled fat for easy
disposat with household waste. We raised awareness of this initiative
through our Source magazine which accompanied all of our annual bills
distributed in February and March 2007.

Across the region we have a number of large scale construction and
upgrade projects at a number of sewage treatment works. These
upgrades are already underway, as part of cur AMP4 capital programme
and when completed will result in envirenmental improvements. We are
pleased to report that work is currently on schedule.
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Optimising our use of resources

Our water supplies are fundamental to our business. Qur KPI

on raw water storage compares the percentage of raw water available
at our reservoirs against our three year rolling average.

In 2006/07 our raw water storage levels were good despite a dry
summer. We did not impose a hosepipe ban during the year, and
storage levels at year end were nermal for the time of year.

Net energy use .

Qur KPl on net energy use measures how much energy {net of
renewable energy generated by us) we consume per megalitre of water
or waste water treated. Since energy costs are a major element of our
cost base — and were especially so in 2006/07 following price rises,
managing energy usage also enables us to manage costs. In addition,
managing energy consumption is an essential element in mitigating
our environmental impact.

In 2006/07 we continued to manage our net energy consumption
in two principal ways. First, we maintained our renewable energy

production at around 155,000 MWh, this represents 16% of total
electricity used.

Secondly, we manage net energy consumption through energy
efficiency programmes. In 2006/07 we completed on schedule site
energy reviews of our top 407 sites that account for 85% of Severn
Trent Water's electricity use. The review has resulted in individual Site
Energy Management Plans for 330 sites that include local actions to
improve plant/process optimisation and identify potential ‘spend to
save’ opportunities. The review has identified generic approaches
required to manage energy on the remaining sites; we believe these
plans will enable us to save approximately 10,000 MWh of electricity
during 2007/08.

In forthcoming years, implementation of regulations such as the Urban
Wastewater Directive and the Water Framework Directive will increase
our energy requirements. In order to offset that, we plan to expand our
renewable energy production even further, We are planning a number
of new opportunities and will continue to work on this in 2007/08 and
beyond. In addition to extending our current CHP biogas production,
the opportunities we are planning include: biormass energy crops, micro
generation, wind turbines and extending hydro power.

Leakage

This has been a priority for us in 2006/07. We returned disappainting
results in 2005/06 and consequently increased our focus on and
investment in, leakage control. We employed more people in this area,
invested in new technology and in 2006/07 found and fixed 37,000
leaks, 8,000 more than the previous year.

This effort has reduced our leakage this year but it was not until the
month of March 2007 that we attained a monthly level of leakage
commensurate with our Ofwat annual target. Therefore, notwithstanding
this reduction, we believe that we will not attain the annual average
target level of leakage. We have kept Ofwat fully informed of our
progress and we are in the process of finalising and verifying our
leakage data for submission in our annual June Return, which will be
submitted in a few weeks.
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The largest single element of our investment in leakage management is
incurred in our mains renewal programme. The Ofwat Determination for
AMP4 assumed around £184 million of expendfture over 5 years (in
nominal terms). We have already invested around £85 million in the
first two years and we expect to invest a total of around £231 million,
some 26% more than assumed in the Determination, over the whole
AMP4 periocd on mains renewals aione.

Reducing teakage will remain a priority in 2007/08 and we are
determined to maintain the good progress we have made in the second
half of 2006/07. We are in a good position going into this new year,

Promoting the efficient use of water is important to us. During 2006/07
we continued to adopt a twin track approach for promoting the efficient
use of water with our customers. This included the promotion and
distribution of water saving devices, together with education and the
provision of advice to raise awareness of the need to use water wisely.

In the report year we have recorded increases in the distribution and
installation of cistern displacement devices, our self audit guides and
water butts. We increased distribution of cistern displacement devices
by 45,622 (47%) and installation by 65838 (144%). Self audit guide
distribution increased by 15,278 (21%) and water butt distribution by
123 (2%). In addition, the number of pupils attending our education
centres in 2006/07 increased by 3,332 (15%). We have enhanced our
education programme, and commenced three trial projects including
a household water efficiency trial, school water efficiency trial and a
local government partnership investigating opportunities to promote
water efficiency.

CCW research shows that there is still much work to be done to ensure
our customers are sufficiently engaged with the issue and can make use
of the tools and technology that we make available. Throughout
2007/08 we will continue our efforts to influence the attitudes of our
customers through focused education and awareness activities. In
addition we will continue to build our knowledge of the savings
associated with water efficiency activities to ensure that future plans
provide us with cost effective savings.

Creating a great place to work

We have stressed repeatedly that health and safety is a key priority
for us. At the business level, it is also an important indicator of quality
at the workplace level, the physical well being of our employees

is paramount.

In line with our KPI on health and safety, we reported a 20% reduction
in the RIDDOR accident rate per 1,000 employees in 2006/07. This
was an improvement on our performance from the previous year. In
2007/08 and beyond, we will aim to improve further on our safety
performance and have therefore moved our performance measure from
RIDDORs to the more demanding measure of lost time incidents (LTls).

For the current year we are targeting 2 15% reduction in LTls. This is

a broader measure than the measure we used previously as it includes
all injuries that result in time off work, not just the serious longer

term injuries.



Behavioural change and individual engagement are important aspects
of improving safety and general business performance. We encourage
our employees to share and debate their ideas about safety, and to put
these ideas into practice. Towards the end of 2005/06 we began to
develop a safety management system called SUSA (Safe and Unsafe
Acts). This is a one to one work based observation and discussion
process in which SUSA trained managers talk regularly with their team
members about the way in which they and their team do their joh.

By the end of March 2007, over 80% of managers had received SUSA
training. The remaining 20% will receive the training in 2007/08 and
there will also be a rolling programme to give SUSA training {o new
managers. The target is also for each manager to have at least one
SUSA discussion every week.

A second major initiative to improve safety performance is a safety
process review of all of our water and waste water sites. A survey is
being carried out at each site, with a target completion date of April
2008. Each survey generates an action plan, with some improvements
being made immediaiely and larger improvements being incorporated
inte our capital investment plan.

As well as completing the safety process review, our plans for 2007/08
include setting up a new technical operational function. This team will
independently assess the quality of our operations against technical and
safety best practice. The objective is to bring continuous improvement
to our technical and operational activities and reporting.

The engagement and skitls of our workforce are vital ingredients in
making us a leader in our industry. We also need to benchmark that
engagement rather than simply talking about it in abstract terms.

. We have therefore introduced a KPl on employee motivation. Previously,
we used to run an annual employee survey; we have now moved to
a quarterly survey of 500 randomly selected employees, as well as
the annual survey of all staff. This gives us an ongoing measure of
staff morale and motivation, which we can alsc benchmark against
other organisations.

Qutlook

In the first two years of the AMP4 contract, we have made good
progress on the targets set by Ofwat. Maintaining this progress will
govern our activities for 2007/08 and beyond. In order to meet our
efficiency targets, we will continue to control operating costs, make
process improvements, and manage our capital programme. We will
also continue our work to improve leakage and customer service
performance.

Our ability 1o achieve significant operational improvements in 2007/08
and to achieve our AMP4 targets will be hoosted by the introduction

of our 20 KPlIs. They give us clear year by year targets, as well as
establishing robust action and improvement plans for achieving them,
This will assist both internal and external scrutiny of our activities and
deliver our strategy of focus on water.
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Performance
2007 2006
£m £m
Turnover 288.9 299.8
Profit* 19.7 17.1

*Before interest, tax and exceptional items (see note 5)

After adjusting for the disposal of the
Pipeline Services business and the impact
of exchange rate fluctuations, turnover in
Water Technologies and Services was
.£292.6 million in 2006/07, up 2.4% on
2005/06 (see below). Turnover in the US
businesses was up by 4% above 2005/06,
while turnover originating from business
units outside the US was essentially even
with last year.

Profit before interest, tax and exceptional
items was £19.7 million, an increase of
15.2%. This was mainly achieved through
greater operating efficiency.

2007 2006
£m .Em
Turnover 2889 2998
Pipeline Services - (5.1) (14.0)
283.8 2858
Exchange rate impact 8.8 -
2926 2858

Growth 2.4%

Health and safety RIDDOR incidents

2006/07  pE
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TECHNOLOGIES
AND SERVICES

Len Graziano
President and

Chief Executive Officer
Water Technologies and
Services

Severn Trent's Water Technology and Services business is a leading
global supplier of water and waste water treatment solutions. It comprises
three main groups: Water Purification, Operating Services and Analytical
Services. The first two groups are marketed as Severn Trent Services,
while Analytical Services takes in the UK Laboratories business.

We operate at the forefront of new water technology. We are leaders in
our chosen markets of disinfection, fiitration, arsenic removal, and in the
UK environmental testing services. We are also a leading provider of
contract operating services for water and waste water plants.

Strategy

Our growth strategy is to focus on our core strengths. Therefore, we
made a number of disposals in the 2006/07 financial year. We sold our
Pipetine Products and Services assets to ADS LLC. At year end we sold
our Aztec instrumentation product line to ABB Limited. We also soid our
stake in Aquafin NV to the Flemish government for £29.6 million.

These disposals leave us free to concentrate on our core strengths and
on higher margin, higher growth areas. We have a twofold strategy for
achieving organic growth in these areas. First, we are expanding our
existing technologies into new geographical markets and secondly, we
are taking new technologies into our existing markets.

In order to achieve the first of these, we are extending our global sales
and distribution network outside the US. This emphasis is reflected in
our new order volume for Water Purification products increasing slightly
above 13% year over year in 2006/07. As regards new technologies, we
acquired a proprietary ultraviolet (UV) technolagy, Quay Technologies in
May 2007. This will enhance our position in the growing global water
and waste water disinfection treatment market.

The other aspect of our strategy for delivering good returns to
shareholders remains unchanged from previous years. That is, we
continue to focus on cost control, operational efficiency and safety
improvements. We believe the connections between these three aspects
are extremely strong, health and safety improvements go hand in hand
with greater operaticnal efficiency, which itself goes hand in hand with
cost control.

We are therefore pleased to repart a much improved health and safety
performance in 2006/07. The number of RIDDOR incidents was down
by over 55% on 2005/06.



Water Purification
The Water Purification division’s turnover rose by 4.5% to £106 million
and profit before interest and tax increased by 39% on the previous year.

Within this division, Metering Services was a very positive story. In the
UK, demand for domestic water meters is increasing, leading to good
growth in our figures for meter installations and meter supply.

The Water Purification division is product oriented and new technology
is therefore important. Metering Services leads the industry in solid
state electronic metering of domestic premises. We further developed
our position in 2006 with the design and launch of a new concentric
SmartMeter, which is suitable for outdoor installation {(our existing
meters were primarily for indoor use). The new meter also has the
capability to help leak detection, clearly an important part of the UK
strategy for water management,

In early 2007 our SM150 and SM250 SmartMeters were the first
domestic electronic powered water meters to be approved under the
new European Union Measuring Instruments Directive (MID). This will
open up the whale European Market to our products for the first time,

The arsenic removal market continues to grow in the US and we have
two strong product offerings: Bayoxide® E33 is a proprietary granular
ferric oxide medium and Bayoxide® E33P is a proprietary pelletized
ferric oxide medium developed by LANXESS for use in Severn Trent
Services SORB 33* and SORB 33® APU arsenic removal systems.
Bayoxide®* has been permitted for use by environmental agencies in
24 states in the US, more than any other arsenic removal technology.

Outside the US, we continued to win new contracts in the Middle East,
including supplying on site sodium hypochlorite generation systems to
the Abu Dhabi Water and Electricity Authority (ADWEA) and & large
electrochlorination contract in Qatar. We also won a deep bed filtration
contract with a municipality in China and a contract in the UK to supply
Southern Water with filtration equipment for four new waste water
treatment facilities.

Operating Services

This division comprises our Contract Operations business, which

carries ouf operating and maintenance contracts in the US, and our
International group, which provides operating management and
consultancy services in Europe and the developing world. These
services include the Coast to Coast Water (C2C) joint venture, This 25
year, £1 billion Private Finance Initiative contract with the UK Ministry of
Defence started in March 2005 and serves some 1,500 sites throughout
the country.

At the start of the year, the Contract Operations market in the US was
relatively soft. However, demand picked up, driven by municipalities'
and governments’ need to comply with regulation and to improve the
performance of water and waste water plants.

Turnover in Operating Services for the year was up 1% to £146 million
and profit before interest and tax improved 4%.

In terms of contract wins, a highlight was the renewal of our US%72
mitlion contract with the Florida Governmental Utility Authority for five
years. Under the revised contract, we will operate and maintain four
water and wastewater systems for five years, with an additional five year
extension option.

Analytical Services

Year over year, Severn Trent Laboratories UK's (STL) turnover was
£32.5 miltion, up 1%. As a result of the organisation's continued cost
efficiency programmes, profit was up 15% on the previous year.

During the financial year, STL was successfully awarded new contracts
with both Welsh Water and Severn Trent Water for five'and three years
respectively. In June it won a contract to sample and monitor endocrine
disrupting compounds for the National Environment Agency
Demonstration Programme. This is being conducted in England

and Wales in conjunction with the UK Government and the Water
Industry. STL also saw continued success in the waste water, waste

and land markets and growth in our applied research and
radiochemistry capabilities.

Outlook
Looking ahead, we believe the market outlook for us is generally positive.

There are opportunities in cur target Water Purification markets for
electro chlorination, on site sedium hypochlorite generation, arsenic
removal, and tertiary treatment services. In particular there are good
opportunities for us to take our existing technology into new
geographical areas. We will continue to focus on selected countries in
the Middle East and in 2007/08 we plan to open a direct sales and
service office in the United Arab Emirates.

We wilt also target growth in Asia and Europe. Developmenis like the
EU MID approval for cur SmartMeter products will create growth
opportunities in 2007/08 and beyond.

There are good commercial opportunities ahead in ballast water
treatment, driven by new International Maritime Organisation
regulations. Severn Trent De Nora's Balpure system for treating ballast
water has a patent pending in the US and was the first commerciat
systerm to be selected for testing by the US Coast Guard and the US
Environmental Protection Agency.

In the Operating Services business, we plan to achieve growth through
geographical expansion, both in the US and internationally, especially
in Europe and particularly in the UK non regulated water sector and
in ltaly.

In Analytical Services, our twin focus will be on utilities and on the
commercial sector, The utilities sector remains important to us, but we
believe there are higher growth opportunities in the commercial sector.
Our existing analytical expertise and reputation in the utilities sector are
directly relevant to those commercial opportunities. So we are well
equipped to grow that side of the business,

In all three areas, we will maintain our cost control and
efficiency programmes.
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Severn Trent Plc’s decision to focus on water also shifted the focus of
our corporate responsibility (CR) strategy in 2006/07. Our new strategy
on CR is to support the company’s drive for excellence by achieving the
highest standards on a range of CR subject areas.

Those subjects include: health and safety; climate change; the local
environment; engagement with local communities; business ethics;
diversity; and investing in people. Further details of our CR strategy,
values and action plans are set out on the Severn Trent website
(www.severntrent.com).

Indicators presented in this CR section have been independently
verified by the external consultants Acona as part of our CR
verification programme.

Putting CR at the heart of the business

To be effective, a company’s CR strategy must be fully integrated w1th
its care business planning. The strategic and organisational change that
took place within Severn Trent in 2006/07 has reinforced this.

As we describe elsewhere in this Annual Report, Severn Trent Water has
adopted 20 KPIs by which it will measure performance and set targets.
Many of these indicators link directly to the company's CR strategy

for example, the KPls on health and safety, leakage, net energy use,
pollution incidents and employee motivation. This ensures that CR is at
the very core of Severn Trent Water’s activities. Additional CR objectives
have been set to ensure focus across all other etements of our CR
strategy. Water Technologies and Services has adopted quarterly CR
KPls in the areas of health and safety, climate change, the supply chain
and business ethics focusing on its core business.

In addition, the company’s Corporate Responsibility Committee, which
now meets bimonthly, has introcduced a more structured approach to
reviewing all areas of our CR performance through the new KPI's and
objectives.

As several of our core CR issues now appear in the company’s new
KPls, our progress on them in 2006/07 has already been described
earlier in this report, in the Performance Review. Below we look at other
CR subject areas that have been important to Severn Trent's activities
and focus in 2006/07.

Environment

We welcome that climate change has risen up the political and public
agenda in 2006/07. Severn Trent Water has been engaged in planning
for a changing climate for a number of years. We have built a leading
reputation in this area with key stakeholders such as the Carbon Trust.
in 2005, we published the Carbon Management report supported by
the Carbon Trust. This year we have worked on updating this to take
into account the changes within the business.

Our work on climate change focuses on two main aspects: mitigating
our impact on climate change; and adapting to it. In turn, mitigation has
two main aspects: energy efficiency initiatives; and in-house renewable
energy production, primarily biogas CHP. The effects of our work in both
these areas are reflected in our KPI on net energy use.

QOur work on climate change adaptation involves trying to assess

how climate change might impact Severn Trent Water's operations and
strategic development. Water supply and sewer flooding are two areas
of particular importance,
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Qur Water Resources Plan, sets out our water resources investrment
programme until 2010 and presents a 25 year development plan to
2030. Whilst we have committed to delivering a 17 MI/d reduction in
leakage over the AMP4 period, our analysis to 2030 shows there is a
potential need for new strategic water resource developments and
further leakage reductions to counter the effects of climate change on
the supply/demand balance for water. We therefore aim to carry out
work during AMP4 and AMP5 to understand better the climate change
impacts and to plan longer term feasibility studies that will ensure water
supply to our customers at least cost to themn, whilst still considering
the tonger term social and environmental impact of future increased
water abstraction. A key part of this process will be to continue to
reduce demand and promote water efficiency.

Workplace

Over the past two years we have written much about our work to
strengthen our internal business culture and ethics. This work continued
in 2006/07 making Severn Trent a more open and transparent culture,
where there are no barriers to evaluating performance, whether good
or bad.

By the end of March 2007, over 550 Severn Trent Water senior and
middle managers had attended a training workshop on ethical decision
making. We designed this programme with the help of the Institute of
Business Ethics. It gives managers a set of principles and tools to deal
with ethical challenges in their day to day work. The next phase is to
extend the training across the organisation, to reach all employees.

Water Technologies and Services has also implemented a business
ethics training program. Employees worldwide attended ‘Ethical
Behaviour at Work' training which included the Code of Conduct,
Business Ethics and Whistleblowing. US staff were in addition
involved in ‘Fair Treatment’ training focusing on maintaining an
appropriate workplace.

Another mechanism for improving our business is strengthening the
training we give to new managers. In Severn Trent Water we are now
taking a more individual approach to new manager development and
in addition to an induction 'Stepping Into Management’, there are a
variety of modules for managers new to their role.



Our employees

Our most important obligation to our employees is to ensure their
safety and this is covered in the KPIs. We also have other obligations to
our workforce, They include: promoting diversity, investing in training,
promating work life balance; and enabling participation in our
employee share ownership schemes.

Severn Trent Water launched an important development scheme in
2006/07. Developing Talent is a structured and inclusive two year
development programme for people with high potential in the early
stages of their career. Unlike its predecessor, the old graduate scheme,
our new programme is now open to current employees, graduates and
non graduates as well as externally recruited graduates.

We extended the 2006 apprenticeship recruitment campaign and
saw 1,000 applications for 40 roles. The apprentices chosen joined
49 other trainees in distribution and sewerage who began their
development programmes earlier in the year. Some of them wili

be the first in the UK to earn qualifications under the proposed
Water Apprenticeship Framework.

in Water Technologies and Services a training program has been
specially designed to identify ‘tomorrow’s technical experts’. Successful
applicants receive a personal development plan and time to develop
technical capabilities.

A diverse workforce is important to the success of the company and we
promote this in our working practices. There is always scope to improve
our diversity performance and cur measures to do this include:
monitoring diversity profiles; targeted recruitment initiatives; diversity
awareness training; and benchmarking our policies and practices
against best practice organisations. Water Technologies and Services
programs such as Affirmitive Action in North America ensure that
managers have a diverse applicant pool,

Severn Trent Water has positive working refationships with recognised
trade unions. Regular meetings with trade unions provide opportunities
for ongoing dialogue and enhancement of their understanding of the
issues facing our business.

Marketplace

Severn Trent Water has been working to develop its supply chain
assessment processes in 2005/06 and 2006/07. Significant
contractors/suppliers have been required for some years to provide
information on their health and safety performance and their
envircnmental qualifications and performance, In 2006 we recognised
a need to build on that. Therefare, in 2006/07 Severn Trent Water
began developing a new standardised risk based approach {0 supply
chain assessment, focusing not just on health and safety and
environment, but also on human rights, bribery and corruption. We have
been working with Nottingham Trent University in the development of a
Supply Chain Diploma in Management Studies a first in the Utility
sector. The course participants represent all areas of the supply chain,
both internal and external.

Group health and safety

24%, improvement in RIDDOR*
incident rate

Per

1,000

employees

2006/07 ) 7.1
2005/06 9.3

*RIDDOR - Reportable Injuries, Diseases and Dangerous Occurrences Regulations

Community

Severn Trent Water's relationship with the regional community is
another facet of our CR strategy. Our engagement with the community
takes several forms: community investment, community liaison; and
educational initiatives.

Qur community investment programme focuses on three areas:

the natural environment, education; and health and well being. We
continued our work with nine partner charities that operate at a local
and international level.

We also made a substantial grant to the Severn Trent Trust Fund, as in
previcus years. This independent charity was established in 1997 to
help customers in genuine financial difficulty apply for help with paying
water and other utility bills. The trust fund helps customers to become
good payers. Our annual funding of the trust is £3.6 million per year.

Our education programme aims to raise awareness of the importance
of water and water efficiency. We have continued twe main initiatives:
our educational centres and BeSmart, an education programme
which teaches school children about water efficiency. In 2006/07
over 25,000 children visited cur educational centres, while 46 schocls
took part in BeSmart.

Independent research intc the two initiatives, commissioned in
2006/07, shows that both are successful in promoting the health
aspects of drinking water and the importance of water efficiency.

‘It is clear that children that have direct experience of a Severn Trent
Water education initiative are more engaged, active and vocal about
their water behaviours,’ concluded the researchers.

During the year, the BeSmart programme won a West Midlands
Business in the Community Big Tick award for investing in young
people. It also won a Utility Week award for best community initiative,
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Michael McKeon
Group Finance
Director

Financial highlights

2007 2006 % change
Turnover* (£m} 1,480.2 1,455.3 1.7
Profit* before interest, tax and exceptionals (Im) 405.3 3930 3.1
Profit* before interest and tax (£m) 430.0 377.3 140
Profit* before tax, exceptionals and IAS 39 (£m) 252.0 230.2 9.5
Profit* before tax (£m) 325.5 1778 83.1
Earnings* per share hefore exceptionals, 1AS 39 and deferred tax (p) 82.4 714 154
Earnings* per share (p) 106.1 52.9 100.6
Final dividend (p) 38.68 31.97 21.0
Interim dividend (p) 22.77 19.16 188
Total dividend for the year (p) 61.45 51.13 20.2
Total rebased dividend 61.45 57.00 7.8

*Frem continuing operations

Group results

Group turnover from continuing operations was £1,480.2 million
(£1,455.3 million), an increase of 1.7% over last year. The growth in
turnover was mainly due to the price increases in Severn Trent Water
and organic growth in the Water Purification business partially offset by
the disposal of a small business (Pipeline Services) and a reduction

in activity in the other businesses.

Group profit from continuing operations before interest, tax and
exceptional items was up 3.1% to £405.3 million (£393 million).
Beyond the net increase in turnover, the factors affecting profit before
interest and tax were cost increases in Water and Sewerage partially
offset by margin growth in Water Technologies and Services. There was
a net exceptional gain of £24.7 million (exceptional charge of £15.7
million) - see below. Group profit from continuing operations before
interest and tax was £430.0 million (£377.3 million).

Water and Sewerage

Turnover in Water and Sewerage increased by 5.8% in 2006/07 to
£1,218.1 million. Sales prices increased by 6.58% (including inflation)
from 1 Aprii 2006. The price rise represented the 7.23% increase
allowed by Ofwat, less a 0.65% voluntary abaternent previously
announced in 2005/06.
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Profit before interest, tax and exceptional items was up by 3.1% on the
previous year to £413.0 million. Beyond the increase in turnover a
number of factors affected profit before interest, tax and exceptional
itemns, principally: an increase in energy costs of £24 million, other
increases, net of efficiencies, in our cost base of £17.4 million, increase
in infrastructure renewals expenditure of £3.6 miflion and an increase in
depreciation charges of £10.1 million reflecting the growing asset base.

Financial highlights

During the financial year, Severn Trent Water invested £502 million in
fixed assets and maintaining its infrastructure network. Inctuded in this
total was net infrastructure maintenance expenditure of £98.0 million.

Adjusting for minor timing differences and modifications to the AMP4
capital programme (notified to Ofwat through the change control
process) we are on track to deliver this programme over the AMP4
period. We continue to be in line to achieve around 6% efficiencies
compared with Ofwat's Final Determination for AMPA4,




Water Technologies and Services

Turnover in Water Technologies and Services was £288.9 million in
2006/07, down 3.6% on 2005/06. As set out in the table below,
adjusting for the effect of the sale of a small business (Pipeline Services)
and removing the impact of changing exchange rates, turnover rose by
2.4% to £252.6 million. On the same basis, turnover in the US was up
by 4%. Turnover in the UK and rest of the world was up by around 3.1%
through continued organic growth. Around 43% of Water Technologies
and Services’ turnover arose from customers in the USA.

31 March 31 March

2007 2006

£m £m

Turnover 288.9 299.8
Pipeline Services (5.1) (14.0)
283.8 2858

Exchange rate impact 8.8 -
292.6 2858

Water Technologies and Services' profit before interest, tax and
exceptional itermns increased by 15.2% to £19.7 million. The
improvement mainly arises from improved margins across all principal
businesses. The impact of changing exchange rates was immaterial.

Corporate and Qther

Other Businesses' turnover was down 82.6% to £10.3 million. Corporate
and Other incurred a loss before interest tax and exceptional items of
£26.3 million (loss of £25.7 million).

Interest and tax

After net interest charges of £153.8 million (£163.9 million) and share
of results of associates and joint ventures of £0.5 million (£1.1 million),
group profit from continuing operations before tax. exceptional items
and IAS 39 fair value adjustments increased by 9.5% to £252.0 million
(£230.2 miilion). Group profit from continuing operations before tax was
£325.5 miltion (£177.8 million).

The total tax charge for the year was £76.9 million (£54.2 million) of
which current tax represented £58.5 million {(£61.5 million) and deferred
tax £18.4 million (credit of £7.3 million). Profit for the period from
continuing operations was £248.6 million (£123.6 million).

The effective rate of current tax on continuing businesses, excluding
prior year charges and exceptional items, calculated on profit before tax,
exceptional items and |AS 39 fair value adjustments was 27% (28.7%).
The decrease in effective rate is a result of a lower level of disallowable
expenditure. Going forward we expect the effective current tax rate for
2007/08 to be in the range of 25% to 28%.

Discontinued operations

Discontinued operations generated a profit before tax and exceptional
iterms of £59.6 million (£88.2 million). After tax charges of £15.2 million
(credit of £11.2 million) and net exceptional charges of £24.4 million
(£nil), net profit attributable to discontinued operations was

£20 million {£399.4 million).

Earnings per share

Basic earnings per share from continuing and discontinued operations
were 114.7 pence (95,9 pence). Adjusted basic earnings per share
(before exceptional items, IAS 39 fair value adjustments and deferred
tax) were 82.4 pence (71.4 pence), an increase of 15.4%.

Exceptional items

There was a net exceptional gain, on continuing operations, in the year
to 31 March 2007 of £24.7 million (exceptional charge of £15.7 million)
which comprised:

> acharge of £14.9 millien in Severn Trent Water arising from a
programme to restructure and realign the business (£11.9 million
write off of decommissioned assets and £3.0 million restructuring
costs),

> demerger and related costs of £16.7 million (including £7.3 million
arising from the settlement of pension obligations); and

> profit on disposal of property and businesses of £56.3 million,
comprising:

- profit of £36.2 million arising from the disposal of properties
in Severn Trent Water;

- profit on disposal of Aquafin NV of £14.7 million; and

- profit of £5.4 million from the disposal of Severn Trent
Property and other property assets in Severn Trent Plc.

There were net exceptional charges of £24.4 million (£nil) on
discontinued operations, which comprised:

> profit on disposal of Biffa Belgium of £9.5 million,

> a charge of £31.5 million arising from the impairment of goodwill
relating to US Laboratories; and

> |oss on disposal of US Laboratories of £2.4 million

Capital structure and dividend policy

During the year the group reviewed its capital structure and its dividend
pelicy in the light of the transformation of its business structure and the
focus on water strategy. The greater longer term clarity provided by this
strategy enabled the group to declare its intention to raise gearing, as
defined by net debt to regulated capital value {net deb{/RCV), to 6Q%%.
Leading directly from this decision, a special dividend of £575 million
was paid on 20 October 2006. The tighter focus of this new strategy also
allowed the group to declare a new dividend policy {o raise dividends by
3% above RPI inflation through to the end of the current AMP period -
31 March 2010.
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Cash flow

Continuing Discontinued 2007 2006

£m £m £m m

Cash generated
from operations 486.5 875 574.0 758.9
Net capital expenditure (317.7) (33.8) (351.5) {395.9)
Net interest paid (157.8) 1.4 (156.4) (180.1)
Tax paid {29.6) 6.4) (36.0) (68.3)
Cther cash flows 08 04 1.2 (0.2)
Free cash flow (17.8) 491 31.3 114.4
Dividends (739.5) - (739.5)  (234.3)
Acquisitions and disposals 138.0 - 138.0 1.3
Financing 10.0 - 10.0 11.6
Change in net debt
from cash flows (609.3) 49.1 (560.2) (107.0)

Operating activities generated a net cash inflow of £574.0 million
(£758.9 million). Movements in working capital along with the demerger
of Biffa Pic on 9 October 2006, sale of Biffa Belgium, the US
Laboratories and the Property businesses have resulted in lower group
operating cash flows compared with the previous year. Capital
expenditure net of grants and proceeds from asset sales (principally
surplus properties) £62.2 million (£8.4 million) was £351.5million
(£395.9 million). Net interest paid decreased to £156.4 million (£180.1
million) due to the timing of interest payments on finance leases. Tax
payments also fell compared with the prior year to £36.0 million (£68.3
million) due to refunds received relating to tax paid in prior years.
Dividends paid, including the special dividend of £5675 million,
amounted to £739.5 million (£234.3 million). After the receipt of £10.0
million from share options exercised (£11.6 million) and other cash
inflows of £1.2 million {outflow of £0.2 million) net debt increased by
£560.2 mitlion (£107.0 million) from cash flows.

Net debt at 31 March 2006 was £3,127.6 million (£2,961.1 million).
Year end balance sheet gearing is 73.3% (60.9%). Net debt, expressed
as a percentage of 31 March 2007 Regulatory Capital Value (“RCV") was
56.4% (56.8%), based on RCV at 31 March 2007 of £5,546 million
(£5,209 million). The group’s net interest charge, excluding 1AS 39 fair
value adjustments, was covered 4.2 times (3.8 times) by profit before
interest, tax, depreciation and exceptional items, and 2.6 times (2.3
times) by profit before interest tax and exceptionals.

Pensions

The group has four defined benefit pension schemes, of which the Severn
Trent Pension Scheme (STPS) is by far the largest. Formal actuarial
valuations were undertaken for the STPS and another scheme, the
Severn Trent Senior Staff Pension Scheme (SSPS), as at 31 March 2004.
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On the demerger of Biffa Plc the company entered into an agreement
with that company and the trustees of the STPS, the SSPS and the UK
Waste Pension Scheme (UKWPS) whereby the assets and liabilities
relating to Biffa Plc employees in the STPS and the SSPS would be
transferred to the UKWPS with effect from 3t March 2007. The net
deficit relating to Biffa employees at the demerger date was £39 million.
This has been included in the net assets that formed the dividend in
specie on demerger. The reduction in the deficit between the demerger
date and 31 March 2007 has been treated as an exceptional loss on
settlement of £7.8 million.

On an 1AS19 basis, the estimated net position (before deferred tax) of all
of the group’s defined benefit pension schemes was a deficit of £135.1
million as at 31 March 2007. This compares with a deficit of £221.9
million as at 31 March 2006, The movement in the deficit arose as a
result of:

Additional contributions made during the year of £83 million;

> Net deficit of £31.2 million transferred 1o Biffa Plc as a result of the
demerger;

Strengthening the actuarial assumption relating to longevity, which
increased the deficit by £60 million, offset by an increase in the
discount rate which reduced the actuarial vatue of liabilities by £61.7
million;

> Service cost in excess of normal contributions of £27.2 million
resulting from part of the 2006/07 normal contributions having
heen prepaid in 2005/06; and

> QOther actuarial losses of £1.9 million

Total cash contributions to the schemes in the year were £37.4 million
(£105.2 million).

The key actuarial assumptions utilised in the valuation were:

2007 2006

Discount rate 5.4% 49%,
Inflation 3.0% 2.7%
Expected return on equities 8.25%, 8.0%
Life expectancy at age 65

For current pensioners

Men (years) 19.2 183

Women (years) 221 21.0
For future pensioners currently aged 45

Men (years) 19.9 189

Women (years) 23.0 218




On an 1AS19 basis, the funding level has improved from around 86%
at 31 March 2006 to around 919 at 31 March 2007,

As at 31 March 2007 the group's defined benefit pension schemes had
total assets of approximately £1,365 million, (£1,403 million).

Further details of the group's pension position are contained in note 28
to the accounts.

Dividends

An interim dividend of 22.77p (19.16p) was paid on 24 January 2007.
The board is recommending the payment of a final dividend of 38.68p
(31.97p) to make a total dividend. excluding the special dividend, of
61.45p (51.13p). Following the demerger of Biffa Plc and the share
consolidation that followed, the dividend for the year ended 31 March
2006 was rebased to 57p per share. The total dividend proposed for the
year ended 31 March 2007 represents growth of 7.8% on the rebased
dividend, in line with the beard’s previously announced policy.

Treasury management

The group's treasury affairs are managed centrally and in accordance
with its Treasury Procedures Manual and Policy Statement. The treasury
operation’s primary role is to manage liquidity, funding, investment and
the group’s financial risk, including risk from velatility in interest and (to
a lesser extent) currency rates and counterparty credit risk. Its activities
are subject to a set of controls commensurate with the magnitude of
the borrowings and investments under its management. The board
determines matters of treasury policy and its approval is required for
certain treasury transactions.

it is the group’s strategy to access a broad range of sources of finance
to obtain both the quantum required and the lowest cost compatible
with the need for continued availability.

The group uses financial derivatives solely for the purposes of managing
risk associated with financing its normal business activities. The group
does not hold or issue derivative financial instruments for financial
trading purposes. The group uses a limited number of currency swaps
and interest rate swaps to redenominate external borrowings into the
currencies and interest rate coupon required for group purposes.

The group's policy for the management of interest rate risk requires
that no less than 50% of the group’s borrowings should be at fixed
interest rates, or hedged through the use of interest rate swaps or
forward rate agreements. At 31 March 2007, interest rates for some
68% of the group’s net debt of £3,127.6 million were so fixed, at a
weighted average interest rate of 5.7% for a weighted average period of
13.5 years. This policy has been implemented by entering into a
portfolio of long dated interest rate swaps that hedge the group’s
economic exposure to changes in interest rates. However, these swaps
are not designated to particular liabilities and hence do not meet the
criteria for hedge accounting under IAS 39. Consequently the swaps are
revalued at each balance sheet date and the change in fair value is
taken to the income statement as a finance cost. In the year ended 31
March 2007 £52.7 m was credited (£31.5m charged) to net finance
costs in respect of such fair value movements.

The group’s business does not invelve significant exposure to foreign
exchange transactions. Cross currency swaps are employed to exchange
foreign currency borrowings for sterling. The group also has
investments in various assets dencminated in foreign currencies,
principally the US dollar and the euro. The group’s current policy is to
hedge an element of the currency translation risk associated with
certain foreign currency denominated assets.

The long term credit ratings of Severn Trent Plc and Severn Trent Water
Limited are:
Long term ratings

Severn Trent  Severn Trent

Water Limited Plc
Moody's A2 A3
Standard & Poor's A A-

Further details of the group's borrowings, investments and financial
instruments are contained in note 20 to the accounts.

Accounting policies and presentation of the financial statements

The Group's financiai statements are prepared in accordance with
International Financial Reporting Standards that have been ratified by
the European Union. There have been no changes in accounting policies
during the year ended 31 March 2007,

Following the demerger of Biffa Plc and the disposal of US Laboratories
the comparative figures have been restated to reclassify these
businesses as discontinued operations. Biffa Belgium, which was also
sold during the year, was already classified as a discontinued operation
in the previous year since it was held for sale at the previous year end.
Severn Trent Property and the former associated company Aquafin NV
do not meet the definition of discontinued operations in IFRS 5 and
hence are included in continuing operations although they too were
sold during the year.

Exchange rates

Approximately 2% of the group's profit before interest, tax and
exceptional items and 2% of its operating assets are denominated in US
dollars. The trading results of overseas subsidiaries are translated to
sterling at the average rate of exchange ruling during the year and their
net assets are translated at the closing rate on the balance sheet date.

Supplementary information
For supplementary information including the group’s preliminary results
presentation, see the Severn Trent website (www.severntrent.com),

rbbnl) e

Michael McKeon
Group Finance Director

Severn Trent 23

PYITEYEY




1 Sir John Egan MSc (Econ) BSc (67)*

Sir John Egan joined the board in October 2004 and became Chairman
on 1 January 2005. He is a director of Warwick Castle Park Trust Ltd
and was, until recently, Chairman of Inchcape plc and Harrison
Lovegrove & Co Ltd. Sir John worked in the motor industry until 1390
at General Motors, Massey Ferguson and British Leyland, rising to
become Chairman and Chief Executive of Jaguar plc. He was Chief
Executive of BAA plc from 1990 to 1999 and Chairman of MEPC from
1998 to 2000. He was also President of the Confederation of British
Industry from 2002 to 2004. Sir John was knighted in the Queen’s
Birthday Honours List in 1986. He is a deputy lieutenant of the
County of Warwickshire and from September 2007, Chancellor of
Coventry University.

2 Colin Matthews MA CEng MBA (51)

Mr Matthews joined the board in Qctober 2003, becoming Group Chief
Executive on 1 February 2005. He is a non-executive director of Mondi
Ltd and Mondi Plc, currently part of Anglo American Plc. He is a
Chartered Engineer and worked for the (American) General Electric
Company and then for British Airways, first as Director of Engineering,
then as Director of Technical Operations, responsible for all aircraft
maintenance, IT and procurement. Mr Matthews was Group Managing
Director of Transco from 2001 to 2002 and then CEQ of Hays Plc from
2002 to 2004.
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3 Michael McKeon MA CA (50)

Mr McKeon joined the board on 13 December 2005 as Group Finance
Director. Prior to that, he was Group Finance Director of the buildings
materials group Novar Plc, Mr McKeon worked for Rolls Royce Plc from
1997 to 2000 in various senior roles including Finance Director of the
Aerospace Group. He has extensive international business experience,
having worked overseas for CarnaudMetalbox, Eif Atochem and Price
Waterhouse. Mr McKeon is a Chartered Accountant and a Member of
the Institute of Chartered Accountants of Scotland.

4 Tony Wray BSc(Hons) (45)

Mr Wray joined the board in March 2005. He is Managing Director of
Severn Trent Water Lid. Prior to that, he was Director of Networks at
Eircom, the Republic of Ireland’s telephaone operatar. He joined British
Gas in 1983 and held various managerial positions before becoming
Head of Asset Management. In 2000 he moved to Transco, first as
Director of Asset Management, then as National Operations Director,
before being appointed to implement the rmerger integration of Lattice
(Transco) and National Grid Group into National Grid Transco.

5 John Smith FCCA Hon. FRIBA (49)*

Mr Smith joined the board in November 2003. He is currently Chief
Executive of BBC Worldwide and has held various other senior positions
within the BBC since joining in 1989 including: Finance Director from
1996 to 2006 Director of Finance, Property and Business Affairs from
2000 to 2004; and Chief Operating Officer until 2005. Mr Smith has
held a non-executive directorship with Vickers Plc, was a member

of the advisory board of Zurich Financial Services UK and was a director
of the Royal Television Society. He also served for three years on the
Accounting Standards Board until November 2004,




6 Martin Houston B5c MSc DIC (49)*

Mr Houston joined the board in September 2003. He is Executive
Vice President and Managing Director of BG Group's North American,
Caribbean and Globat Liquefied Natural Gas business, and a member
of their Group Executive Committee. He joined BG Group in 1983 and
has held a number of technical and commercial roles with a
predominantly international focus. He is a fellow of the Geological
Society of London.

7 Richard Davey (58)*

Mr Davey joined the board on 1 January 2006. He is non-executive
Chairman of London Capital Holdings Plc and a non-executive director
of Yorkshire Building Society and Amlin Plc. He also served as a non-
executive director of Freeserve Plc from 1999 to 2001 and of Scottish
Widows Fund and Life Assurance Society from 1996 to 2000. The
majority of Mr Davey's executive career was spent in investment
hanking at N M Rothschild & Sons where he served in various roles
including Head of investment Banking. Prior to that, he worked at
various organisations including Merrill Lynch International Limited and
Exco International Plc,

8 Bernard Bulkin, BS PhD FRSC FRSA FIE (65)* :

Dr Bulkin joined the board on 1 January 2006. He is Chairman of AEA
Technology Plc, Chairman of Swedish company Chemrec AB and a non-
executive director of Accelergy Corporation in Californta. He is also a
Venture Pariner at Vantage Point, an international venture capital firm
and a Commissioner on the UK Sustainable Development Commission,
In 2003 he retired as Chief Scientist at BP Plc, where he had worked far
eighteen years.

*Non-executive director

Membership of board and
management committees is as
detailed below:

Board committees
Audit Committee

J B Smith (Chairman)
B Bulkin

R H Davey

F B Smith {Secretary)

Remuneration Committee
R H Davey {Chairman)

B Bulkin

Sir John Egan

M J Houston

F B Smith {Secretary)

Nominations Committee
Sir John Egan {Chairman)
B Bulkin (c)

R H Davey (c)

M J Housten

C S Matthews

J B Smith (c)

F B Smith {Secretary)

(cy = Core Members

Corporate Responsibility
Committee

B Bulkin (Chairman)

Sir John Egan

C S Matthews

F B Smith (Secretary)

Management committee
Executive Committee

C S Matthews (Chairman)
A Ballance

C J Ford

P J Gavan

L F Graziano

M J Kane

R S Martin

M J E McKeon

J CO'Sullivan

A J Richmond

S C Smediey

A P Smith

F B Smith

Jvan den Arend Schmidt
A P Wray

Senior independent
non-executive director
R H Davey

Group General Counsel
and Company Secretary
F B Smith
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The directors present their report, together with the audited financial
staterments of the group for the year ended 31 March 2007.

Principal activity
The principal activity of the group is the supply of water and the
treatment and disposal of sewage.

Details of the principal joint venture, associated and subsidiary
undertakings of the group at 31 March 2007 appear in notes 18, 19
and 41 to the financial statements on pages 67, 68 and 88.

Business review

The Chairman’s statement, the Group Chief Executive’s review and the
report and performance reviews for the group's main businesses on
pages 4 to 23 provide detaited information relating to the group and its
strategy, the operation of its businesses, and the results and financial
position for the year ended 31 March 2007.

Details of the principal risks and uncertainties facing the group are set
out in the corporate governance report on page 33.

All of the above are incorporated by reference in (and shall be deemed
to form part of) this report.

Research and development

Expenditure on research and development including amounts
capitalised as tangible fixed assets related to research and development,
amounted to £4.2 million (2006: £5.4 million).

Treasury management

The disclosures required under the EU Fair Value Directive in relation to
the use of financial instruments by the company are set out in note 20
to the accounts on page 69.

Post balance sheet events
Details of post balance sheet events are set out in note 39 to the group
financial statements.

Dividends

An interim dividend of 22.77 pence per ordinary share was paid on 24
January 2007. The directors recommend a finai dividend of 38.68
pence per ordinary share to be paid on 3 August 2007 to shareholders
on the register on 29 June 2007. This would bring the total dividend for
2006/07, excluding the special dividend paid on 20 October 2006, to
61.45 pence per ordinary share (2006: 51.13p). The payment of the
final dividend is subject to shareholder approval at the Annual

General Meeting.

Directors and their interests

Details of changes to the board during the year and of the directors
offering themselves for reappointment at the Annual General Meeting
are set out on pages 29 and 31 respectively.

Details of directors’ service contracts are set out in the directors’
remuneration report on page 40.

The interests of the directors in the shares of the company are shown
on pages 42 and 43. .

Biographies of the directors currently serving on the board are set out
on pages 24 and 25,
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Directors’ responsibilities statement

The directors are responsible for preparing the financial statements. The
directors have chosen to prepare the financial statements for the group
in accordance with International Financial Reporting Standards (IFRS)
and for the company in accordance with United Kingdom Generally
Accepted Accounting Practice (UK GAAP).

In the case of IFRS financial statements, International Accounting
Standard 1 requires that the financial statements present fairly for each
financial year the company's financial position, financial performance
and cash flows, Directors are also required to: 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 IFRS is insufficient to
enable users to understand the impact of particular transactions, other
events and conditions on the entity’s performance; and prepare the
financial statements on a going concern basis unless, having assessed
the ability of the company to continue as a going concern, management
either intends to liquidate the entity or to cease trading, or have no
realistic alternative but to do so.

In the case of UK GAAP financial statements, the directors are required
to prepare financial statements for each financial year that give a true
and fair view of the state of affairs of the company and of the profit or
loss of the company for that period. In preparing the financial
statements, the directors are required to: select suitable accounting
policies and then apply them consistently; make judgements and
estimates that are reascnable and prudent; state whether applicable
accounting standards have been followed, subject to any material
departures disclosed and explained in the financial statements, and
prepare the financial statements on a going cencern basis unless it is
inappropriate to presume that the group will continue in business.

The directors are responsible for ensuring that the company keeps
proper accounting records which disclose, with reasonable accuracy, at
any time, the financial position of the company. The directors are also
responsible for: safeguarding the assets of the company and the group;
taking reasonable steps for the prevention and detection of fraud and
other irregularities; the preparation of the report of the directors and
the directors’ remuneration report which comply with the requirements
of the Companies Act 1985; and ensuring the maintenance and
integrity of the corporate and financial information included on the
company's website. Legislation in the United Kingdom governing the
preparation and dissermination of financial statements may differ from
legislation in other jurisdictions.

Directors indemnities

The company's Articles of Association provide that directors of the
company shall be indemnified by the company against any costs
incurred by them in carrying out their duties including defending any
proceedings brought against them arising cut of their positions as
directors in which they are acquitted or judgement is given in their
favour or relief from any liability is granted to thermn by the court.



Supplier payment policy

Individual operating companies within the group are responsible for
establishing appropriate pelicies with regard to the payment of their
suppliers. The companies agree terms and conditions under which
business transactions with suppliers are conducted. It is group policy
that provided a supplier is complying with the relevant terms and
conditions, including the prompt and complete submission of alt
specified documentation, payment will be made in accordance with
agreed terms. It is also group policy to ensure that suppliers know
the terms on which payment will take place when business is agreed.
Details of supplier payment policies can be obtained from the
individual companies at the addresses shown in note 41 to the
financial statements on page 88. Trade creditors for the company

at the year end are estimated as representing 11 days” purchases
(2006: nil days” purchases).

Contributions for political and charitable purposes

Donations to charitable organisations during the year amounted to
£277.476 (2006: £487,422). The company focuses on the development
of long term partnerships with charities close to its major sites which
reflect the three core aims of promoting the natural environment,
education and building communities. The company is also committed to
supporting WaterAid, the UK's only major charity dedicated to providing
safe domestic water and sanitation to the worid’s poorest people.

The company's policy is not to make any donations to political parties.
However, the Political Parties Elections and Referendums Act 2000 (the
relevant provisions of which are now contained in Part XA of the
Companies Act 1985) requires certain types of expenditure on political
events to be preapproved by shareholders, At the 2006 Annual General
Meeting, shareholders gave the company authorities to cover such
expenditure until the 2009 Annual General Meeting. Pursuant to those
authorities, during the year ended 31 March 2007 the group incurred
costs of £nil (2006: £6,000).

Substantial shareholdings
As at 5 June 2007 the company had been notified under the Disclosure
and Transparency Rules of the following major shareholdings:

Number of ordinary

shares of 97 %« each %
Barclays plc 8412304 361
Legal & General 8235812 353

Investment Management Limited

Share capital

The company was given authority at its Annual General Meeting in 2006
to make market purchases of ordinary shares up to a maximum number
of 34,909,675 shares. Similar authority will again be sought from
shareholders at this year's Annual General Meeting. No market
purchases were made by the company during the year ended 31

March 2007,

Details of movements in share capital are shown in note 30 to the
financial statements on page 80.

Employees
The average number of employees within the group is shown in note 9
to the financial statements on page 60.

Severn Trent operates a non discriminatory employment policy and full
and fair consideration is given to applications for employment by
disablec persons where they have the appropriate skills and abilities.

In the event of members of staff becoming disabled every effort is made
to ensure that their employment with the group continues and that
appropriate training adjustments are made. It is the policy of the group
that the training, career development and promotion opportunities

of disabled persons should, as far as possible, be identical to that of
other employees.

The group actively encourages employee involvement and consultation
and places emphasis on keeping its employees informed of its activity
and financial performance by way of briefings and publication to staff
of all relevant information and corporate announcements. The Severn
Trent Sharesave Scheme, an all employee SAYE plan, is offered by the
group on an annual basis and helps to develop employees’ interest in
the company’s performance.

Further details of arrangements relating to employee involvement are
described in the corporate responsibility report on pages 18 to 19.

Auditors
In the case of each of the perscns who are directors of the company at
the date when this report was approved:

> so far as each of the directors is aware, there is no relevant audit
information of which the company's auditors are unaware; and

> each of the directors has taken all the steps that he ought to have
taken as a director to make himself aware of any relevant audit
information and to establish that the company's auditors are aware
of that information.

Relevant audit information means information needed by the
company's auditors in connection with preparing their report.

This confirmation is given and should be interpreted in accordance with
the provisions of section 234ZA of the Companies Act 1985,

Deloitte & Touche LLP has indicated its willingness to continue as
auditors, accordingly a resolution to reappoint them witl be proposed
at this year's Annual General Meeting.

The reappointment of Deloitte & Touche LLP has been approved by
the Audit Committee, who will also be responsible for determining
their audit fee on hehalf of the directors.

Accounts of Severn Trent Water Limited

Regulatory accounts for Severn Trent Water Limited are prepared and
sent to the Water Services Regulatory Authority. A copy of these
accounts will be available from the website of Severn Trent Water
Limited (www.stwater.co.uk) or on written request to the Company
Secretary (at the address given on the back cover). There is no charge
for this publication.
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Going concern

The board has a reasonable expectation that the group and the
company have adequate resources to continue in operational existence
for the foreseeable future. Accordingly the financial statements set

out on pages 45 to 88 and 90 to 98 have been prepared on the going
concern basis.

Annuval General Meeting

The Annual General Meeting of the company will be held at the National
Motorcycle Museum, Coventry Road, Bickenhill, Solihull, West Midlands
B92 OEJ at 11.00am on Tuesday 24 July 2007. The notice convening
the meeting, together with details of the business to be considered and
explanatory notes for each resolution, is distributed separately to
shareholders. It is also available on the company's website:
www.severntrent.com

By order of the board

Fiona Smith
Group General Counsel and Company Secretary
5 June 2007
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Corporate governance

During the year, and as part of our strategy of focusing on water, all the
current executive and non-executive directors of Severn Trent Plc were
appointed to similar positions on Severn Trent Water Limited. Since
March 2007 the boards of directors of Severn Trent Plc and Severn
Trent Water Limited have been identical.

Severn Trent attaches great significance to the maintenance of good
corporate governance procedures and adherence to best practice
recognising that they play their part in creating a framework which can
provide increased benefits for shareholders.

Compliance statement

This report describes how Severn Trent has applied the principles of
good corporate governance as set out in Section 1 of the Combined
Code on Corporate Governance issued hy the Financial Reporting
Council in July 2003 (the “Combined Code”). Apart from the matter
detailed helow the company has complied threughout the financial year
ended 31 March 2007 with all of the Combined Code provisions. During
the year, the company decided to take advantage of the relaxations that
will be permitted by the updated version of the Combined Code issued
by the Financial Reporting Council in June 2006 for reporting years
starting on or after 1 November 2006. Accordingly, Sir John Egan was
appointed to the Remuneration Committee on 3 November 2006.

The board

Board structure

The board consists of a non-executive Chairman, three executive
directors and four non-executive directors. In accordance with the
Combined Code, separate individuals, Sir John Egan and Colin
Matthews, are appeinted to the positions of Chairman and Group Chief
Executive respectiveiy. Richard Davey is the senior independent non-
executive director.

The board has reviewed the status of the non-executive directors and
considers them all to be independent in character and judgement and
within the definition of this term in the Combined Code. The test of
independence is not appropriate in refation to the Chairman.

The Chairman and the non-executive directors contribute external
expertise and experience in areas of importance to the group such as
corporate finance, general finance, corporate strategy. environmental
matters, general management and corporate governance. They also
provide independent challenge and rigour to the board’s deliberaticns.

Collectively, the board is satisfied it has all of the necessary skills,
experience and qualities to lead the company. ’

Directors and their interests

The names and biographies of the directors currently serving on the
board are set out on page 24. The following also served as directors
during the year:

> Martin Flower retired from the board as a non-executive director
on 10 June 2006:

> Marisa Cassoni retired from the board as a non-executive director
on 6 Qctober 2006;

> Martin Bettington retired from the board as an executive director
on & October 2006; and

> Rachel Brydon Jannetta retired from the board as an executive
director on 29 December 2006

The training needs of all diréctors are kept under review and
appropriate training identified as part of a continuing process.

Details of the directors’ service agreements, emoluments, the interests
of directors and their immediate families in the shares of the company
and in awards or options over such shares granted under the
company's Long Term Incentive Plans and Sharesave Scheme are
shown in the directors’ remuneration report on pages 34 to 43.

Operation of the board

The board has ultimate responsibility for ensuring that the company is
properly managed and achieves the strategic objectives it sets. It has an
agreed schedule of matters reserved to it, which includes setting long
term strategic and business objectives, overseeing the company’'s
internal control systems and ensuring that appropriate resources are

in place to enable the company to meet its objectives.

The board meets at least ten times in each calendar year and convenes
additional meetings as and when required. Details of the number of
board and committee meetings and the attendance of the directors at
those meetings are shown on page 31.

The Chairman has prime responsibility for the effective workings of
the board and agrees the agenda in consultation with the Group Chief
Executive and Company Secretary. Papers, including minutes of board
committees held since the previous board meeting and reports from
each of the executive directors responsible for the group's operating
husinesses or key central functions, are circulated in advance of each
meeting. In addition to the board meetings, the Chairman meets with
the non-executive directors without the executive directors present.
The non-executive directors, led by the senior independent non-
executive director, also have an annual meeting where there is an
opportunity for them to meet without the Chairman to appraise the
Chairman's performance.

The Group Chief Executive is responsible for the executive management
of all of the group's businesses and for implementing board strategy
and policy within approved budgets and timescales. The Group Chief
Executive is supported by the Executive Committee. Membership of the
Executive Committee is shown on page 25 and comprises the executive
directors and senior managers responsible for key central and
operational functions.

Procedures are in place which allow directors to take independent
professional advice in the course of their duties and all directors have
access to the advice and services of the Company Secretary. Where a
director has a concern over any unresoived business he is entitled to
require the Company Secretary to minute that concern. Should he later
resign over this issue, the Chairman will bring it to the attention of

the board.

Severn Trent purchases directors and officers’ hability and indemnity
insurance to cover its directors and officers against.the costs of
defending themselves in civil proceedings {aken against them in that
capacity and in respect of damages resulting from the unsuccessful
defence of any proceedings.
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Board committees

The board has established an effective committee structure to assist in
the discharge of its responsibilities. The terms of reference of the Audit,
Remuneration and Nominations Committees (the “Principal
Committees™) comply with the provisions of the Combined Code and
are available for inspection on the company's website
{(www.severntrent.com) or may be obtained on written request from the
Company Secretary at the address given on the back cover.

Each of the Principal Committees has reviewed its effectiveness and
terms of reference during the year and any necessary actions have
been identified and reported to the board.

The membership of all board committees is set out on page 25.

Audit Committee

The Audit Committee is chaired by John Smith. Its membership
comprises Bernard Bulkin and Richard Davey. Only independent non-
executive directors may serve on the committee. John Smith has been
identified by the board as having recent and relevant financial
experience,

The committee meets with the group’s external auditors (the “Auditors™)
at least four times a year. By invitation of the committee other
individuals such as the Chairman, Group Chief Executive, Group Finance
Director and Group Director of Internal Audit will normally be in
attendance for all or part of those meetings. The committee and the
Auditors also hold separate meetings without the attendance of
executive management.

In their assessiment of the independence of the Auditors, the committee
receives annually in writing details of relationships between the Auditors
and the group, which may bear on the Auditors' independence and
receives confirmation that they are independent of the group as
required by International Auditing Standard 260.

" The committee annually approves the level of the Auditors’ fees in

respect of the audit of the financial statements of the group and its
subsidiaries at the same time as considering the adequacy of the
Auditors’ proposed audit plan.

A formal policy, which includes fee limits, has been adopted for non
audit services. Any material project work where fees payable to the
Auditors are likely to exceed £100,000 must be approved by the Audit
Committee. Where fees are expected to exceed £500,000 the project
work would normally be the subject of a competitive selection process.
The level of non audit services provided by the Auditors and

the associated fees are considered annually by the committee, in the
context of the Auditors’ independence, as part of the committee's
review of the adequacy and objectivity of the audit process. An analysis
of fees payable to the Auditors in respect of audit and non audit
services is provided on page 59.
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It is the group’s policy to seek rotation of the Auditors’ principal
engagement partner as a matter of course every five years and of other
key members of the audit team, where deemed appropriate by the
Audit Committee.

The Audit Committee has, throughout the year, monitored the integrity
of the financial statements together with the company’s formal
announcements relating to its financial performance, paying particular
attention to significant reporting judgements contained therein.

The Audit Committee has reviewed risk management and the
effectiveness of the system of internal control during the year ended
31 March 2007 and has reported to the board on the outcome of
this review.

The effectiveness of the group's internal audit function has been
reviewed by the Audit Committee.

The Audit Committee reviews annually the group's formal whistle
blowing policy that deals with allegations from employees relating to
breaches of the group’s Code of Business Principles and Conduct.

Remuneration Committee

The Remuneration Committee is chaired by Richard Davey. The other
members of the Committee are Bernard Bulkin, Sir John Egan and
Martin Houston. Only independent, non-executive directors, and the
Chairman, who was considered independent on appointment, may serve
on the committee. Sir John Egan was appointed to the committee on

3 Novemnber 2006. The Group Chief Executive also attends
Remuneration Committee meetings at the invitation of the
Remuneration Committee Chairman. The committee will normally meet
at least four times a year.

The Remuneration Committee determines, on behalf of the board, the
Severn Trent policy on the remuneration of executive directors and the
Chairman of the board, and is consulted by the Group Chief Executive
regarding remuneration for a number of the group’s senior executives.

Further information on the activities of the Remuneration Committee
is given in the directors' remuneration report on pages 34 to 43.

The directors’ remuneration report also describes how the principles of
the Combined Code are applied in respect of remuneration matters and
includes a statement on the company's policy on directors’ and senior
executives’ remuneration, benefits, share scheme entitiements and
pension arrangements.

A resolution to approve the directors’ remuneration report will be
proposed at the Annual General Meeting.



Nominations Committee

The Nominations Committee is chaired by Sir John Egan and its
members are the Group Chief Executive and all non-executive directors.
The committee’s core members are Bernard Bulkin, Richard Davey and
John Smith. All other non-executive directors will attend meetings
subject to their availability. Other executive directors, senior
management and external advisers may be invited to attend meetings as
considered appropriate. The Nominations Committee has responsibility
for considering the size, structure and composition of the board of the
company, retirements and appointments of additional and replacement
directors, succession planning and making recommendations so as to
maintain an appropriate balance of skills and experience on the board,
The committee meets at least three times a year.

No board appointments were made during the year.

Corporate Responsibility Commitiee

The Corporate Responsibility Committee is chaired by Bernard Bulkin
and its members are Sir John Egan and Colin Matthews. Other
executive directors and senior management involved with managing
businesses or formulating policies within the group are regularly invited
to attend committee meetings. The committee's main responsibility is
to develop, review and promote policies to further the group's
environmental values in its business, workplace and community
engagement activities. The committee’s terms of reference may be
viewed on the company’s website {www.severntreni.com). Details of
the group's corporate responsibility activities may be found on pages
18 to 19.

Meetings
Details of the board and Principal Committees’ meetings atiended by
each director during the year are as follows:

Plc board Audit Remuneration MNominations
Number of Meetings 13 6 7 5
Sir John Egan® 13 - 2 5
M J Bettington’ 8 - - -
R § Brydon Jannetta® 9 - - -
B Bulkin® 11 5 3 5
M L Cassoni® & 3 3 1
R H Davey 11 6 o 5
M C Flower* 2 - 2 2
M J Houston 12 - 7 5
C § Matthews 13 - - -
M J E McKeon 13 - - ~
J B Smith 13 6 - 5
A P Wray 13 - - -

1 - Resigned 6/18/06

2 - Resigned 29/12/06

3 - Resigned 6/10/06

4 - Resigned 10/6/06

5 - Appointed Remuneration Committee 3/11/06
& - Appointed Remuneration Committee 3/11/06

Directors' interests in contracts

No director had a material interest at any time during the year in any
contract of significance, other than a service contract as shown in the
directors' remuneration report on page 40, with the company or any

of its subsidiary undertakings.

Remuneration

The directers’ remuneration repaort, which includes a statement on the
company's policy on directors’ and senior executives’ remuneration, is
set out on pages 34 tc 43.

Reappointment

The company's Articles of Association require all directors to submit
themselves for reappointment at least every three years. This provision
also ensures that, as a minimum, one third of the board of directors,
together with any director appointed since the last Annuail General
Meeting, retires each year and. if eligible and so desires, stands for
reappointment at the Annual General Meeting. directors retire on the
basis of their length of service since their last election.

Sir John Egan and Tony Wray are the directors retiring by rotation and
offer themselves for reappointment.

The Nomination Committee has formally reviewed the perfarmance,
contribution and commitment of each of the retiring directors and has
recommended their reappointment to the board.

Performance and effectiveness reviews

During the year the board, with the help of an outside facilitator, carried
out a formal evaluation of its perfoermance and that of its committees as
well as the individual performance of directors. Each director and the
Company Secretary answered a questionnaire on his/her perception of
the composition, operation and effectiveness of the board and its
committees and on the performance of the Chairmen of the board and
principal committees as well as individual directors. In additicn they
were interviewed by the facilitator to explore certain issues in greater
depth and to identify areas requiring improvement. Finally the process
reviewed progress against actions identified in last year's review, The
conclusion of the evaluation was discussed in detail by the board.
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Shareholders

Relations with shareholders

The board recognises the importance of representing and promoting
the interests of its shareholders and that it is accountable to
shareholders for the performance and activities of the company.

The annual report and accounts is the principal means of
communicating with shareholders. The company's website
{www.severnirent.com) contains complete versions of such reports
along with other information relevant to shareholders.

In respect of the company's Annual General Meeting the board
encourages shareholders to attend and exercise their right to vote. The
notice of meeting and related papers are sent to shareholders at least
20 working days before the meeting. Separate resolutions are proposed
on each substantially separate issue. Details of the proxy votes for and
against each resolution and the number of abstentions are indicated
after the result of the vote on a show of hands.

Shareholders are given the opportunity to meet with the board before
and after the Annual General Meeting. Presentations are made on the
group's activities and performance prior to the formal business of the
meeting. Shareholders have the opportunity to ask questions of the
board and present their views. The chairmen of the Audit, Remuneration
and Nominations Committees, together with all other directors will
normally attend the Annual General Meeting.

The company announces its results on a half yearly basis. Presentations
are made to analysts and shareholders following the release of the
interim and year end results. The Group Chief Executive and Group
Finance Director meet sharehotders during the year. The Chairman and,
if appropriate, the senior independent non-executive director are
available to meet shareholders if required. The board receives written
feedback following meetings with institutional shareholders.

Internal control

Internal control and risk management

The board has overall respansibility for the group's system of internal
control and for reviewing its effectiveness.

The board reviews the effectiveness of the system of internal control,
including financial, operational, compliance and risk management, at
feast annually in accordance with the requirements of the Combined
Code and the guidance set out within it. The system of internal controf
is reviewed for effectiveness and adequacy.

Such systems can only provide reasonable and not absolute assurance
against material misstatement or loss, as they are designed to manage
rather than eliminate the risk of failure to achieve business objectives.

The board reviews risk management and the effectiveness of the system
of internal control through the Audit Committee. The board also keep
under review ways in which to enhance the control and audit
arrangements in the group. The Audit Committee receives reports every
six months from the Group Chief Executive on the significant risks faced
by the group, an assessment of the effectiveness of controls over each
of those risks and an action plan to improve controls where this has
been assessed as necessary. Any significant control weaknesses that
have been identified as requiring remedy are also reported to the Audit
Committee. The Auditors also report on significant control issues to this
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committee. The Internal Audit department provides objective assurance
and advice on risk management and control.

The board confirms that procedures providing an ongoing process for
identifying, evaluating and managing the principal risks faced by the
group, have been in place for the year to 31 March 2007 and up to the
date of the approval of the Annual Report.

Key elements of the group’s processes and procedures are: an
organisation structure with clear lines of accountability; regular,
structured reviews of business risk by senior management; a scheme of
delegated authority; pre-approval of plans, budgets and significant
investments; monthly reporting and monitoring of financial results,
regulatory compliance and other key business measures; and
independent assurance provided by both internal and external auditors.

Work continues to review and improve the system of internal controls
across the group. Any gontrols weaknesses identified have action plans
to remedy them and those plans are monitored by the Audit Committee
and management team.




Principal risks

Through its business operations the group is exposed t¢ a number of
commercial risks and uncertainties which could have a material impact
on our businesses, financial condition, operations and reputation, as
well as the value and liquidity of our securities. Not all of these factors
are within our contrel and, in addition, other factors besides those listed
below may have an adverse effect on the group.

Changes in law or regulation in the countries and types of business
in which we operate could have an adverse effect on our business
and operations.

Regulatory decisions in relation to our businesses, e.g. on whether
licences or approvals to operate are renewed, whether market
developments have been satisfactorily implemented, on the {evel of
permitted revenues for our businesses, whether there has been any
breach of the terms of a licence or an approval, could have an adverse
impact on the results of our operations, cash flows, financial condition
of our businesses and the ability to develop those businesses in

the future.

The results of our operations depend on a number of factors relating
to business performance, including the ability to outperform
regulatory targets and deliver anticipated cost and efficiency savings.
Earnings from our regulated water business will be affected by our
ability to meet or better our regulatory targets set by Ofwat, the
Environment Agency, Drinking Water inspectorate and other reguiators.
To meet these targets, we must continue to improve management
processes and operaticnal performance. In addition, earnings from a
regulated business also depend on meeting service quality standards
set by regulators. To meet these standards we must improve service
reliability and customer service. If we do not meet these targets and
standards, both our resuits and our reputation may be adversely
affected and fines could be imposed.

Various government environmental protection and health and safety
laws and regulations govern our businesses.

These laws and regulations establish, amongst other things, standards
for drinking water and discharges into the environment which affect aur
operations. In addition, our businesses are required to obtain various
environmental permissions from regulatory agencies for their operation,
Environmental laws and regulations are complex and change frequently.
These laws and their enforcement have tended to became more
stringent over time, both in relation to their requirements and in the
levels of proof required {o demonstrate compliance. While we believe we
have taken account of the future capital and operating expenditure
necessary to achieve and maintain compiiance with current and
foreseeable changes in laws and regulations, it is possible that new or
stricter standards could be imposed or current interpretation of existing
legislation amended, which will increase the group’s operating costs

or capital expenditure by requiring changes and modifications to

its operations in order to comply with any new environmental laws

and regulations.

The failure of our assets or our inability to carry out critical

operations could have a significant impact on our financial position
and our reputation.

We may suffer a major failure in our assets which could arise from a
failure to deliver the capital investment programme for our businesses
or to maintain the health of our systems. Any failure could cause us to
be in breach of a licence or approval and even incidents that do not
amount to a breach could result in adverse regulatory action and
financial consequences, as well as harming our reputation. Severn Trent
Water's regulated business controls and operates water and sewerage
networks and undertakes maintenance of the associated assets with the
objective of providing a continuous service. The failure of a key asset
could cause a significant interruption to the supply of services, which
may have an adverse effect on the group’s operating results or financial
position. In addition water supplies may, inter alia, be subject to
contamination from the development of naturally accurring compounds
and pollution from man made sources and these may have an adverse
effect on our operating results or financial position, The group could
also be held liable for human exposure to hazardous substances or
other environmental damage.

In addition, we are subject to other risks which are largely outside our
control, such as the energy costs, impact of climate change, weather or
uniawful acts or third parties, including terrorist attacks, sabotage or other
international acts which may also physically damage our business or
otherwise significantly affect corporate activities and, as a consequence,
affect the results of our operations and our financial position.

External factors could affect the group's pension schemes and
adversely impact on our financial position.

Pension assets and liahilities (pre tax) of £1,364.6 million and £1,499.7
million are held in the group’s balance sheet as at 31 March 2007,
Movements in equity markets, interest rates and life expectancy could
materially affect the level of surpluses and deficits in the schemes and
could prompt the need for the group to make additional pension
contributions in the future. The key assumptions used to value our
pension liahilities are set out in note 28 on page 77.

The group's financial position and business results could be adversely
affected if its existing funding arrangements are materially altered.
The main risks faced by the group in its treasury operations relate to
material external changes to current arrangements. In the debt markets,
factors such as borrowing restrictions or changes to credit ratings could
mean we were unable to finance ourselves or be forced to pay too high
a price for that finance. In terms of our borrowings a proportion is
subject to variable interest rates and any increase in those rates could
increase our borrowing costs. In addition we undertake financiat
transactions with a number of institutions and we could suffer a
financial loss it any of those counterparts were to fail.
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This report provides the information required by the Directors’
Remuneration Report Regulations 2002. It also describes how the
principles of the Financial Reporting Council's Combined Code on
Corporate Governance (the ‘Combined Code’) are applied by the
company in relation to directors' remuneration and sets out the
remuneration policy for the year ended 31 March 2007 and subject to
ongeing review, the current and forthcoming financial years.

Remuneration Committee

The Remuneration Committee determines, on behalf of the board, the
company’s policy on the remuneration of executive directors and the
Chairman of the board. The committee determines the total
remuneration packages and contractual terms and conditions for these
individuals. The committee is also consulted on the remuneration policy
for the next band of senior executives. The policy framework for
remunerating all senior executives is consistent with the approach taken
for executive directors.

The committee is comyprised exclusively of independent non-executive
directors of the company, with the exception of Sir John £gan, the
company Chairman who was independent on his appeintment to the
board. The members of the committee during the year were:

(Chairman from 11/06/06)
(Chairman until 10/06/06)
(from 03/11/06)
(until 06/10/06)
(from 03/11/06)

> Richard Davey
Martin Flower
Bernard Bulkin
Marisa Cassoni
Sir John Egan
Martin Houston

VvV V VYV

With the exception of Sir John Egan, the committee members have no
personal financial interest, other than as shareholders, in the matters to
be decided. As stated above, as company Chairman, Sir John Egan’s
fees are set by the committee and Sir John Egan is not party to this
discussion. The constitution and operation of the committee comply
with the Combined Code except that Sir John Egan’s appointment to
the committee was made in advance of the appropriate reporting period
(as disclosed in the Corporate Governance Report on page 29). In
setting performance related remuneration, the committee has regard

to the provisions set out in Schedule A to the Combined Code.

Advisers

To ensure that the company’s remuneration practices are market
competitive, the committee has access to detailed external research on
market data and trends from experienced specialist consultants.

The committee has received material advice from New Bridge Street
Consultants LLP which have been appointed by the committee for the
purpose of providing this advice. New Bridge Street Cansultants LLP, the
principal adviser to the committee, has not provided any other services
to the company.
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The Chairman of the board, (prior to his appointment to the
Committee), the Group Chief Executive and the Group Human
Resources Director, Andy Smith (until 31 January 2007) and Sally
Smedley (from 12 Fehruary 2007), also attended some meetings to
provide advice and respond to specific questions. Such attendances
specifically excluded any matter concerning their own remuneration.
The Company Secretary acts as secretary to the committee.

The committee’s terms of reference can be viewed on the company’s
website at www.severntrent.com or requested from the Company
Secretary (at the address on the back cover). The terms of appointment
for New Bridge Street Consultants LLP are aisc available on request
from the Company Secretary.

Remuneration policy

The company's continuing remuneration policy for executive directors is
to provide remuneration in a form and amount which will attract, retain,
maotivate and reward high calibre individuals. The remuneration package
is based on the following principles;

> Incentives are aligned with the interests of shareholders and seek
to reward the creation of long term value;

> Reward elements are designed to reinforce the link between
performance and reward. Performance related elements should
form a signjficant proportion of the total remuneration package
and typically comprise at least 50% of total remuneration, if paid
at the maximum,

> The total remuneration package for on target performance should
be fully competitive, but not excessive, in the relevant market;

> Packages are structured flexibly to meet critical resource needs
and retain key executives.

Each year, the committee reviews the remuneration policy for executive
directors and other senior executives, taking into account both the
external market and the company’s strategic objectives over the short
and the medium term. In respect of 2007/8, as outlined in greater
detail iater in this report, the committee has particularly focussed on
the balance of variable remuneration and the split between short term
and longer term targets.

As a consequence, whilst the committee is satisfied with the
appropriateness of the overall quantum of rewards available, it has
decided that, at least in respect of 2007/8, an increased weighting
should be placed on the annual bonus (with the compuisory deferral of
a proportion of bonus}, with a corresponding reduction in the LTIP
award to be made. The reason for this rebalancing reflects the
company’s stated objective of improving operating efficiencies via the
identification of clear, focused KPIs which the committee believes can
best be set and measured over 12 month periods.




Total remuneration package

The chart below shows the expected values of salary, bonus and long
term incentives for target performance for the executive directors.
The committee considers the mix between fixed and performance pay
to be appropriate.
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Personal shareholdings

The company operates shareholding guidelines under which executive
directors are expected to build and maintain a minimum holding of
shares in the company. The Group Chief Executive is expected to build
and maintain a holding of shares to the value of 1.5 x base salary and
other executive directors 1 x base salary. Executive directors are
expected to retain at least half of the shares they receive through the
Long Term Incentive Plans or other share based plans until they meet
the guideline holdings within five years. If insufficient shares are
awarded within five years then this timescale will be extended.

Through a variety of share schemes, all employees are encouraged to
hold shares in the company.

External directorships

Executive directors are encouraged to take on external non-executive
directorships, though normally only one other FTSE 100 appointment.
In order to avoid any conflicts of interest, ail such appegintments are
subject to the approval of the Nominations Committee. Executive

directors are normally only permitied to retain the fees arising from one

such appointment. None of the executive directors currently hold any
such appointments.

Chairman and other non-executive directors

The remuneration policy for non-executive directars, other than the
Chairman, is determined by the board, within the limits set out in the
Articles of Association,

During the year, Sir John Egan was paid fees of £230,000 for his role as
Chairman. This included £34,500 paid in the form of shares. Sir John is
provided with a company car, but does not participate in any of the
company's pension arrangements, share or bonus schemes.

Until retiring from the board on 10 June 2006, Martin Flower received
fees of £19,300 for his role as Deputy Chairman. He did not participate
in any of the company's pension arrangements, share or bonus
schemes nor received benefits in kind. His fees included the premiums
for chairing the Remuneration Committee and being the senior
independent non-executive director.

Remuneration for non-executive directors, other than the Chairman,
comprises an annual fee for acting as a non-executive director of the
company and additional fees for acting as:

>  Chairman of a board committee (£15.000 p.a. for the Audit and
Remuneration Committees and £10,000 p.a. for the Corporate
Responsibility Committee);

> Member of a bocard committee wha is not the chairman of that
committee (£3,000 p.a. per committee other than for the
Nominations Committee for which no fee is paid);

> Senior independent non-executive director (£10,000 p.a.).

The company Chairman dees not receive any additional fees for
commitiee memberships.

Save for John Smith, whose total fees are paid directly to his empioyer,
non-executive directors receive 90% of their total fees in cash and the
remaining 10% is used to purchase shares in the company. A similar
arrangement is in place for the Chairman but with 85% of fees paid in
cash and 15% used to buy shares in the company. The Chairman and
non-executive directors are expected to retain those shares for the
duration of their appointment with the company. Non-executive
directors are not eligible to participate in share or bonus schemes nor
is any pension provision made.

The non-executive directors do not have service contracts or
consultancy agreemenis with any group company, but they do have
letters of appointment.
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Remuneration arrangements for executive directors
The remuneration arrangements for executive directors comprise the
following elements:

> Base salary and benefits;
> Annual bonus plan;

> Long Term Incentive Plans;
> Post retirement benefits.

Details of each of the above elements are as follows:

Base salaries and benefits

Base salaries are a fixed cash sum payable monthly. The company's
policy is to set the salary for each executive director having regard to
the market median for similar roles in publicly quoted companies of 2
comparable size and, so far as practical, undertaking similar activities.
Salaries for individual directors are reviewed annually by the
remuneration committee. From 2007 the remuneration committee
agreed that salary increases will take effect from 1 July in line with the
rest of the business. Salaries are set with reference to individual
performance, experience and contribution, together with developments
in the relevant employment market and internal relativities.

Executive directors’ salaries have recently been reviewed for the financial
year 2007/08. They are as follows:

Director Salary wef

July 07 Increase
Colin Matthews £580,000 36%
Michael McKeon £400,000 81%
Fony Wray £300,000 8.1%

The increase for the Group Chief Executive reflects general inflation as
well as the market rate, whilst Tony Wray received a larger increase to
reflect his progression within his role. Michael McKeon joined the
company in December 2005 and, consistent with the company’s
approach for new appointments, did not receive an increase last year.
He has therefore been awarded a larger than normal increase for 2007,
reflecting a recognition of his contribution, his development with the
role and the time elapsed since joining the company.

In 2006/07 there were eight executives immediately below board level
who were paid salaries of between £150,000 and £250,000 per annum.
Salary £000

150-200 3
201-250 5

Number of Executives

The non salary benefits for executive directors comprise the use of
company car or allowance, fuel, private medical insurance, life assurance
and an incapacity benefits scheme, Private medical insurance and some
other benefits may be flexed under the company’s flexible benefits
scheme. As they are flexing within the same value of overall package,
their individual choices are not reflected in the table of directors’
emoluments on page 41.
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Annual bonus plan 2006707

Executive directors are eligible for annual bonuses to encourage
improved performance, with financial and non financial targets
established by the committee to align executive directors’ interests with
shareholders. In 2006/07 financial targets comprised profitability (plus
return on capital employed for Martin Bettington and operational
cashflow for Tony Wray). Non financial targets comprised the achieverment
of personal objectives and specific targets relating to health and safety
performance. Following the publication of last year’'s report, the bonus
arrangements for Tony Wray were amended to bring them in line with
the other senior managers in Severn Trent Water and his non financial
targets include operational performance and customer service measures.

Given the prime importance which the board and the committee place
on health and safety issues, the indicative bonus was adjusted by a
multiplier based on health and safety performance. This could lead to
an increase or a reduction but, in all cases, was subject to the overall
bonus maximum.

The maximum benus potential and target composition for executive
directors for 2006/07 is shown below:

Max

Non bonus

Director Financial financial value
Colin Matthews 53% 27% 80%
Michael McKeon 47% 23% 70%
Tony Wray 28%, 42%, 70%
Martin Bettington 100% 50% 150%
Rachel Brydon Jannetta 100% 50% 150%

The actual bonuses awarded by the committee for the year ended

31 March 2007 are shown in the table of directors’ emoluments on page
41. The following table shows how the split of the bonuses paid in
respect of the year ended 31 March 2007 related to the targets set at
the start of the year:

Achieved Achieved Total bonus

Financial MNon financial Multiplier paid
Colin Matthews 53% 21.6% 1.0 74.6%
Michael McKeon 47% 19.0% 1.0 66.0%
Tony Wray 10.2% 10.9% 1.0 21.1%
Martin Bettington n/a n/a n/a n/a
Rachel Brydon Jannetta 78.3% 50% n/a 128.3%

Martin Bettington left on the démerger of Biffa and, as disclosed in last
year's report, his maximum bonus potential for 2006/07 was 150%
reflecting his not participating in the company’s LTIP during the year.
The bonus award was not crystallised at demerger.

Rachel Brydon Jannetta left at the date of the sale of the US Laboratories
business on 29 December 2006 and, as disclosed last year, her bonus
potential for 2006/07 was 150% of salary. Her bonus award was
calculated at the date of sale and the value of her bonus award was 96%
of base salary (being 128.3% reduced on a prorated basis for the period
that she worked; 78.3% related to achievement of financial targets,
whilst 50% was awarded for achievement of non financial targets,
including health and safety performance.).



It is not the committee’s policy to award transaction related bonuses. No
transaction related bonuses were paid to any executive director linked to
the successful demerger of Biffa or the dispasal of any business.

Annual bonus payments are not taken into account in calculating
executive direciors' pension entitlements,

Annual bonus plan 2007/08

As noted above, the committee has recently undertaken a review of the
balance of performance retated remuneration for the executive directors.
As a result the committee concluded that, over the next 2-3 years, it is
imponrtant for the executive directors to be focussed on the achievement
of specific strategic goals from year to year, which will be closely linked
to the company's 20 KPIs and intended to create a strong focus on the
creation of operational efficiencies.

Consequently, for the 2007/8 financial year, the annual bonus
opportunity for all the executive directors has been increased to 120%
of salary. For the achievement of target performance, 60% of salary
will be earned compared with 35% in 2006/07 for executive directors
other than the Chief Executive. However, as explained above this
increase reflects a reweighting of performance pay from longer term
measures to more targeted annua! measures and does not reflect a
material increase in total target pay.

Colin Matthews' package is amended to reflect the fact that he is leaving
the company. His annual bonus maximum for 2007/08 will be 150%
however, he will not be invited to participate in the 2007 LTIP. He will be
set specific personal targets. This approach is consistent with that taken
previously for Rachel Brydon Jannetta and Martin Bettington.

% salary

for on target

Director Benus Max  performance
Colin Matthews 150% 75%
Michael McKeon 120% 60%
Tony Wray 120%, 60%

in addition, 50% of any bonus paid {with the exception of Colin
Matthews) will be deferred into shares to be held for three years
following payment and subject to continued employment unless the
committee determines it is appropriate to release the shares in “good
leaver’ cases.

The bonus outturn will operate on a balanced scorecard of measures,
based on the KPls outlined earlier, All of the targets are considered by
the board to have an impact on the tonger term {inancial performance
of the company and a number of thern are reported to the Regulator.

The health and safety multiplier will not operate in respect of 2007/8
although the committee reserves the discretion to reduce (but not
increase) bonus payments if health and safety targets are not fully met
or if the company’s overall financial performance is not felf to warrant
the indicative levei of bonus.

Consistent with the latest developments in instituticnal guidelines, the
rules of the annual bonus plan now provide that the committee may
reclaim some or all of the after tax part of any bonuses awarded to
executive directors if it subsequently transpires that the benus
calculation was based on calculations which are subsequently
demeonstrated to be materially incorrect.

Long term incentives

At the 2005 Annual General Meeting, shareholders approved the
introduction of the Long Term Incentive Plan 2005 (LTIP 2005}, which
replaced the 1997 Long Term Incentive Plan. Under the LTIP 2005,
annual conditional awards of performance shares may be made to
executive directors and senior staff, up to an annual maximum limit of
shares worth 125% of base salary.

The number of shares subject to an award will increase to reflect
dividends paid through the performance period on the basis of such
notionat dividends being reinvested at the then prevailing share price.
Awards will normally vest as soon as the committee determines that the
performance conditions have been met provided that the participant
remains in employment at the end of the performance period.

2005 LTIP award

In respect of the 2005 award, 50% will be triggered if the company's
Total Shareholder Return {TSR) performance is at the median or above
relative to the following group of water and waste companies and other
selected FTSE 100 *high'yield’ stocks as follows:

AWG Pennon Group

BOC Group Rentokil Initial

BT Group Scottish & Mewcastle
Diageo Scottish & Southern Energy
Kelda Scottish Power

Nattonal Grid Shanks Group
Nerthumbrian Water  Unilever

Pearson United Utilities

So far in the performance period AWG and BOC group have both
delisted. The committee has agreed that their TSR paerformance will be
substituted with that of Compass group and Centrica respectively (the
next highest yield companies in the FTSE 100) with each replacement
heing effective from the dates that the original companies delisted.

The remaining 50% of the 2005 awards will be triggered subject to the
satisfaction of group Economic Profit (EP) targets. As explained in
previous years, due {o the commercial sensitivity of the EP targets, these
have not been precisely disclosed. However, the committee confirms that
the minimum threshold level of vesting in respect of the water business
over the five year cycle will not be lower than that implied in the most
recent Ofwat determination. For the 2005 awards, EP is calculated by
reference to a post tax rate of return of 7.5%.

For executives below board level in the non water businesses, 25% of
their LTIP awards are dependent upon the TSR target and 75% of their
awards are set by reference to EP targets.

2006 LTIP award

In 2006 the Group Chief Executive received an award of shares worth
125% of base salary with other executive directors receiving up to 100%
{cther than Martin Bettington and Rachel Brydon Jannetta who, as
explained previously, did not receive any award in 2006).

Michael McKeon was also entitled to an LTIP award over 36,405 shares
an joining the company as part of the terms negotiated at that time.
These shares were awarded at the same time as the normai 2006 grant
and, as the aggregate award size exceeded 125% of base salary in a
financial year, were made pursuant to the exemption to the Listing Rules
in chapter 9.4.2. All terms were identical to the terms of the normal
2006 LTIP award and the committee confirms that such award was felt
to be necessary to facilitate the recruitment of Mr McKeon and to honour
commitments made to him on recruitment.
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Vesting of the 2006 awards is wholly dependent on a TSR target over a
fixed three year period beginning on 1 April 2006. There is no retesting
of the condition.

This condition was chosen because the committee considered TSR to
be the most appropriate means of aligning the interests of the
executives with investors through generating superior shareholder
returns, particularly in view of the significant restructuring which
occurred during 2006.

For median TSR levels of performance, 25% of that part of the award
will vest and, for upper quartile TSR levels of performance, 100% of that
part of the award will vest. Vesting between 25% and 100% will be on a
straight line basis between ranking points. In additicn, for awards to
vest, the committee must be satisfied that the company's TSR is
reflective of the company’s underlying performance.

The TSR comparator group for 2006 awards comprises water
companies and FTSE 100 high yield companies (excluding financial and
retail companies or other sectors which might result in an undue bias in
the sample). 'High yield" was defined as companies which had an
average gross yield that was greater than base rate minus 1% in the
calendar month preceding 1 April 2006 and their use as comparators
recognises the fact that, at least in part, shareholders choose to invest in
the company for the dividend income it produces.

After the end of the performance period, the TSR performance
condition will be measured and independently verified by New Bridge
Street Consultants LLP on behalf of the committee.

The comparator group companies for the 2006 LTIP award are:

AWG Pennon Group

BY Group Rentokil Initial

Centrica Scottish & Newcastle
Compass Scottish & Southern Energy
Kelda Scottish Power

National Grid United Utilities

Northumbrian Water

For the 2006 award, where comparator group cempanies have been
delisted during the course of the performance period, the “proceeds” of
that sale will be reinvested in another company selected from an agreed
list of high yield organisations.,

Buring the performance period, AWG have delisted and therefore will
be replaced in the comparator group by Unilever from the date of
AWG's delisting.

2007 LTIP award

As outlined in the policy section above, the committee reviewed the
balance of variable pay for 2007/8, and it has concluded that, whilst it
does not wish to materially alter the overall quantum of remuneration
for the executive directors, it wishes to rebalance performance more
towards focussed, short term targets. Accordingly, it is the committee’s
intention to make LTIP awards of 50% of salary to Michael McKeon and
Tony Wray in 2007. As previously stated, Colin Matthews will not be
invited to participate in the 2007 scheme.

In view of the fact that (i) there has been considerable consolidation
amongst UK listed utilities companies and (ii) the restructuring of the
Group has largely been completed, the committee has reviewed the
performance conditions that will apply to the award to be made

in 2007. ’
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The vesting of awards will be subject to TSR, measured relative to those
companies ranked 51-150 in the FTSE by market capitalisation
{excluding investment trusts). This is felt to be the most suitable
comparator group since the number of comparable regulated utilities
against which to compare the company’s performance is now too small
to enable meaningful analysis. The performance measures remain
unchanged with 25% of awards vesting at median performance, and
100% vesting for performance in the upper quartile.

Performance graph

This graph shows the value, by 31 March 2007, of £100 invested in
Severn Trent Plc on 31 March 2002 compared with the value of £100
invested in the FTSE 100 Index. The FTSE 100 was chosen as the
comparator because the compahy is a constituent of that index.
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This graph shows the value, at 31 March 2007, of £100 invested in Severn Trent on
31 March 2002 compared with the value of £100 invested in the FTSE 100 Index.
The other points plotted are the values at intervening financial year ends.

All employee share plans
The company offers an all employee SAYE plan on an annual basis and
periodically reviews the use of other all employee incentive vehicles.

Details of the company's shares that are held in trust on behalf of
participants of certain of the employee share schemes are given on
page 81. In respect of the LTIPs, the company's policy is to purchase,
and hold in trust, 50% of the total number of shares that could
potentially vest from all outstanding LTIP awards. The requirement
to purchase shares is calculated, and carried out, shortly after each
annual award.

In respect of awards made under the company’s Share Incentive Plan,
all the shares taken up by employees at each invitation are purchased
and placed in trust immediately.

The company grants SAYE options over unissued shares, always
operating within the dilution limits contained in the scheme rules.

The committee is satisfied that the overall dilution limits provide
sufficient headroom for all the company’s share schemes.




Post retirement benefits

Of the current executive directors, Colin Matthews and Tony Wray
participate in the Senior Staff Pension Scheme (as did Martin Bettington
prior to the demerger of Biffa). The scheme is a funded HMRC
registered final salary occupational pension scheme which provides;

> A normal retirement age of 60 years;
> An overall pension at normal retirement age of two thirds of
final pensionable salary, which for executive directors is defined
as base salary only, subject to the completion of 20 years'
pensionable service;
> Life cover of 4 x pensionable earnings;
A pension payable in the event of retirement on grounds of ilf health;
> A dependant’s pension on death of two thirds of the
member’s pension.

v

Colin Matthews and Tony Wray participate up to the level of the scheme
specific earnings cap (“the Cap™) which in 2006/07 was £108,600.
They are provided with a cash supplement in lieu of pension
entitlement above the Cap at 40% of their respective salaries.

Members' contributions are payable at the rate of 6% of pensionable
earnings. Early retirement is available after the age of 50 with the
consent of the company. Any pension would be subject to a reduction
that the Trustee considers appropriate, acting on actuarial advice, to
reflect the expected longer payment of the pension. In the event of
incapacity, early retirement is available on an unreduced basis allowing
for pensionable service to age 60.

Under the Trust Deed and Rules, pensions in payment in excess of any
Guaranteed Minimum Pension are guaranteed to increase in line with
price inflation subject to a maximum of 5% each year. In the calculation
of individual cash equivalent transfer values, allowance is made for
such increases.

As disclosed in last year’s remuneration report, the company reviewed
its pension pelicy for directors and employees as a result of the
Pensions Act 2004, Finance Act 2004 and the results of the triennial
valuation of two of its main schemes during 2004. As a result of this
review, new executives are cffered an allowance, expressed as a
percentage of base salary, to fund their own pension provision. The
individual is able to choose whether the allowance is paid to the
company's registered defined contribution scheme, taken as cash or
paid to a personal pension arrangement. This reflects the wish of the
committee to remove future exposure to defined benefit schemes for
senior executives.

The new arrangements apply to Michael McKeon at 40% of base salary.

Directors’ service agreements and letters of appointment

A model service contract was approved by the committee in 2004.

All current executive directors have signed the model contract and,
accordingly, service agreements for all executive directors have notice
periods of 12 months from either party. They also provide for a
maximum damages payment in the case of redundancy or termination
in breach of the agreement by the company of up to 175% of base
salary which was calculated as a conservative pre-estimate of the value

of salary, fixed benefits and on target bonus.

The reference to 175% is a cap and any damages payments will not be
made automatically but will be subject to both phasing and mitigation
unless, in the circumstances, the committee considers it appropriate to
achieve a clean break through payment of a lump sum in which case it
will require some discount for early payment. Centracts also permit the
committee to take into account a view of the extent of poor
performance on the part of the executive director. Any payment will not
include amounts in respect of awards which have heen made under the
company's LTIPs over which the committee retains discretion. There are
nc specific contractual payments or benefits which wouid be triggered
in the event of a change in control of the company. The commitiee
believes that the contracts provide as much scope as is feasible to
protect the interests of shareholders when negotiating a termination, at
which time it wouid address the duty of mitigation.

The service contract for Rachel Brydon Jannetta, who was based in the
US and employed by a US subsidiary, was in the same format as for
other executive directors but modified to reflect prevailing US
employment legislation.

The details relating to Colin Matthews' termination package have not
yet been agreed.
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The dates of the current executive directors’ agreements, the dates on which their appointments became effective and the current expiry dates

of their agreements are as follows:

Executive directors Date of agreement Effective date Expiry date
Colin Matthews 3 June 2004 6 September 2004 Terminable on 12 months’ notice
Michaet McKeon 6 December 2005 13 December 2005 Terminable on 12 months’ notice
Tony Wray 19 January 2005 7 March 2005  Terminable on 12 manths’ notice

Tony Wray is the subject of reappointment as executive director at the forthcoming AGM.

Details for the executive directors who ceased to serve on the board during the year are as follows:

Executive director

Date of agreement

Eflective date

Expiry date

Martin Bettington
Rachel Brydon Jannetta

10 June 2004
30 June 2004

10 June 2004
1 September 2004

Terminated on 6 Qctober 2006
Terminated on 29 December 2006

Rachel Brydon Jannetta left the Board on 29 December 2006 on the disposal of the US Laboratories business. During the sale process notice of
termination of her contract of employment was served, triggering the termination payment provision in her contract of 1.75 times base salary, an
amount of $673,750. In accordance with her contract, it was agreed that the termination payment would be made in twelve monthly instalments
with the proviso that any income she received from alternative employment would be deducted from the payment. Mrs Brydon Jannetta has
subsequently accepted a role within HIG Capital and therefore the salary payments she receives from them are being deducted from the

termination payments in mitigation of the loss.

Mrs Brydon Jannetta also received a bonus of $288,750 for the period from 1 April 2006 to 29 December 2006, the details of which are shown

an page 36.

The committee agreed that the LTIP award made to Mrs Brydon Jannetta on 5 September 2005 at a share price of £9.75 should vest on
completion of the sale, subject to achievement of performance canditions and time prorating. The 2005 award vested an 2 March 2007 to the
extent that 49.7% of the shares, being 3,944 shares with a market value of £13.89 each, were released to Mrs Brydon Jannetta.

Mr Martin Bettington transferred with Biffa on the demerger and received no payment by way of compensation for loss of office. The committee
agreed that the LTIP award made to Mr Bettington on 5 September 2005 at a share price of £8.75 should vest on demerger, subject to
achievement of performance conditions and time prorating. The 2005 award vested on 1 December 2006 to the extent that 59.76% of the
shares, being 13,944 shares with a market value of £14.55 each, were released to Mr Bettington.

In both cases the 2004 award lapsed as the performance conditions were not met.

In respect of the Chairman and current non-executive directors, the dates on which their appointments took effect and the current expiry dates are

as follows:

Chairman and
non-executive directors

Initial appointment

Current appointment

Current expiry date®*

Sir John Egan
Bernard Bulkin
Richard Davey
Martin Houston
John Smith

1 October 2004
1 January 2006
1 January 2006

1 September 2003

3 November 2003

1 October 2004
1 January 2006
1 January 2006
1 September 2006
3 November 2006

31 December 2007
31 December 2008
31 December 2008
31 August 2009

2 November 2009

*Subject to the requirements of the company’s Articles of Association for the reappointment of directors at Annual General Meetings.

Details for the non-executive directors who retired from the board during the year are as follows:

Non-executive directors

Initial appointment

Last appointment

Date retired

Martin Flower
Marisa Cassont

11 June 1996

1 Septermber 2001

11 June 2005
1 September 2004

10 June 2006
6 Qctober 2006

It is the normal practice of the company for non-executive directors to serve three three year terms. Non-executive directors have no right to
compensation on the early termination of their appointments.

The text and tables that follow comprise the auditable part of the directors’ remuneration repert, being the information required by Part 3 of

Schedule 7A to the Companies Act 1985,
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Directors' emoluments

Basic salary and fees'

Annual Total Total
Cash Shares Total BiKs® bonus Other? 2006/07 2005/06
£000 £000 £000 £000 £000 £00C 000 £000

Chairman and other non-executive directors
Sir John Egan (Chairman) 195.5 345 230.0 264 - - 256.4 2176
Bernard Bulkin 459 5.1 51.0 - - - 51.0 83
Marisa Cassoni 215 2.3 238 - - - 238 39.1
Richard Davey 57.4 6.4 63.8 - - 0.9 64.7 a3
Martin Flower 19.3 - 19.3 - - 33 226 101.2
Martin Houston 38.7 43 43.0 - - - 43.0 340
John Smith* 55.0 - 55.0 - - - 55.0 40.0

Executive directors

Martin Bettington 167.9 - 1679 115 - 68.7 248.1 409.7
Rachel Brydon Jannetta 149.8 - 1498 3.0 1525 1085 4148 330.7
Colin Matthews 557.3 - 557.3 133 4178 213.7 1,202.1 9738
Michael McKeon 370.0 - 3700 9.1 244.1 81.5 704.7 2649
Tony Wray 2723 - 2723 19.5 57.9 70.2 4199 4153
1,950.6 52.6 2,003.2 828 8723 547.8 3,506.1 28429

1 Included withir fees for the non-executive directors are amounts to be received by way of shares rather than cash to encourage participation in line with corporate governance
best practice, The gross value of the shares is recorded in the table above. Non-executive directors who were either appointed or retired duning the year received a time

appartioned award. The number of shares received by each director was:

Ordinary Crdinary

shares of shares of

97V19p each  65%/1sp each

Sir John Egan 746 757
Marisa Cassoni - 98
Martin Houston 90 a1
Bernard Bulkin 154 128
Richard Davey 188 167

2 Benefits in kind received by Sir John Egan comprise the use of a company car. Benefits in kind for executive directors comprise the use of a company car, fuel, private medical

insurance, life assurance and an incapacity benefits scheme.

3 Other emoluments include: expenses chargeable {0 income tax, allowances in lieu of a company car, travel allowances. relocation expenses, telephone allowances, payments made
ungter the group's flexible benefit arrangements and amounts paid in lieu of pension centributions. Included in other emoluments are:

> Martin Flower — expenses chargeable to income tax £3,271.

> Richard Davey - expenses chargeable 1o income tax £946.

> Martin Bettington - amounts received in lieu of pension contributions £67.167 and flexible benefits payments £1,583.

> Rachel Brydon Jannetta - amounts received in lieu of pension contributions £59,422, termination payment £47,0%7 and allowance in lieu of cormpany car £3,034.

> Colin Matthews - amounts received in lisu of pension contributions £180,560, allowance in lieu of company car £18.000, travel allowance £15,000 and telephone allowance £113.

> Tany Wray — amounts received in lieu of pension contributions £66,560 and flexible benefits payments £3.616.

> Michael McKeon - allowance in lieu of company car £15,000, relocation expenses £60,061 and other expenses chargeable to income tax £6,469,

4 John Smith's total fees are paid directly to his employer.

Directors’ pension provisions
The disclosure of pension benefits is made under the requirements of the Listing Rules of the UK Listing Authority (the “Rules”) and also the
requirements of the Directors’ Remuneration Report Regulations 2002 (the “Regulations”). These are shown in separate tables betow.

The Rules require information to cover the period during which a director was a board member, whilst the Regulations require information to caver
the financial year. The information below sets out the disclosures required by the Regulations:

Increase/
Increase {decrease}

Service in acerued n transfer

completed Increase pension Transter Transfer value

In years in accrued during value of value of over the

(including Accrued pension the year accrued accrued year, net

transterred pension at during {net of pension at pension at  of directors’

in service 31.03.07 the year inflation)! 31.03.07 31.03.06 contributions

credits) fpa £pa Lpa £000 £000 £000

Martin Bettington 24 166,827 112 {5,890) 25478 23813 166.5
Colin Matthews 2 9.293 3,790 3,592 1146 62.3 458
Tony Wray 2 7488 3.739 3,604 67.3 312 29.7
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The information below sets out the disclosures required by the Rules:

Transfer

Increase in value of increase

In¢rease in accrued pension in accrued benefits

Accrued pension accrued pension during the year net of directors’
at 31.03.07 during the year (net of inflation)’ contributions?

ipa Lpa £pa £000

Martin Bettington 166,827 112 (5890) 1.7
Colin Matthews 9,293 3,790 3,592 40.2
Tony Wray 7,488 3,739 3,604 27.1

1 Inflation over the year is measured by reference to the increase in the retail price index between March 2006 and March 2007, or the earlier date of leaving.
2 The transfer values have been caiculated in accordance with Actuarial Guidance Note GN11 published by the Institute of Actuaries and Faculty of Actuaries.

The pensions shown above will be provided through the Severn Trent Senior Staff Pension Scheme, the Severn Trent Supplemental Pension
Scheme and the Severn Trent Pension Scheme.

Contributions amounting to £148,000 were paid to a defined contribution scheme in respect of Michael McKeon.

The directors of the company at 31 March 2007 and their beneficial interests in the shares of the company were as follows:

i) Beneficial holdings

At 1 April 2006 At 6 October 2006 At 9 October 2006 At 31 March 2007 At June 2007
Number of Number of Number of Number of Number of
ordinary ardinary ordinary ordinary ordinary
shares of shares of shares of shares of shares of
655/19p each 655/19p each 97%/19p each 9717/1sp each 977/1up each
Chairman and other
non-executive directors
Sir John Egan (Chairman) 7,288 8,045 5,363 6,109 6,109
Bernard Bulkin - 128 85 239 239
Richard Davey - 167 111 299 299
Martin Houston 1,403 1,494 996 1,086 1,086
John Smith - - - - -
Executive directors
Colin Matthews 1,059 1,078 717 717 717
Michael McKeon - - - - -
Tony Wray - - - - -

Following the Extraordinary General Meeting held on 6 October 2006, Severn Trent Plc's ordinary shares of 655%/1sp each were consolidated into
ordinary shares of 9717/sp each, on 9 October 2006, on the basis of 2 new shares for every 3 old shares held.

Colin Matthews, Tony Wray and Michael McKeon have further interests in the company's ordinary shares of 9717/49p each by virtue of having

received contingent awards of shares under the Severn Trent Plc Long Term Incentive Plan as follows: Colin Matthews on 15 December 2004,
5 September 2005 and 19 June 2006; Tony Wray on 5 September 2005 and 19 June 2006; and Michael McKeon on 19 June 2006. Further
details regarding Michael McKeon's contingent awards are set out on page 37.

The LTIP operates on a three year rolling basis. The Severn Trent Employee Share Ownership Trust is operated in conjunction with the LTIP.
Awards do not vest until they have been held in trust for three years and specific performance criteria have been satisfied.

Execulive directors have a technical interest in 771,717 shares held by the Employee Share Ownership Trust,
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The details of the performance criteria are explained on pages 37 and 38 of the remuneration report. The individual irterests, for the above named

directors and for the directors who left during the year, which represent the maximum aggregate number of shares to which each individual could
become entitled, are as follows: ’

At 1 April At 31 March

2006 or 2007 or

subsequent earlier date

date of Market of leaving

appaointment Market price at Number of

Number of Awards price at Awards time of ordinary

ordinary vested time of Gain on lapsed Awarded 2006 shares of

shares of during vesting vesting during during award 97V 19p

65%/13p each year (p) (£000) year year P) each

Martin Bettington 77,465 (13.944) 1455 2029 (63,521} - - Nil
Rachel Brydon Jannetta 46,022 (3.944) 1389 548 42,078) - - Nil
Cotin Matthews 105,933 - - - - 56,980 1178 162913
Michael McKeon - - - - - 66,523 1178 66,523
Tony Wray 17,948 - - - - 22385 1178 40,333

The awards that lapsed during the year were those that were awarded to Martin Bettington and Rachel Brydon Jannetta on 13 August 2003, 15
December 2004 and the non vesting balance of 5 September 2005.

The performance period for allocations of shares made in 2004 ended on 31 March 2007. The Remuneration Committee has subsequently
determined, based on the company’s Total Shareholder Return and Economic Profit Targets over the three year performance period, that
participants are not entitled to any vesting of their awards. The 2004 contingent awards of shares are included in the table above,

The 2006 awards were made on 19 June 2006, but are not included in the table above.
No further awards have been made under the LTIP as at 5 June 2007.

ii) Options over ordinary shares

At the start

of the year At the end

or of the year

subsequent Exercised Cancelled Granted or earlier

date of during during during date of

appointment the year the year the year leaving Year of Exercise Date

(No. of (Mo. of {No. of {Na. of {No. of grant of price frerm which Expiry
Sharesave® shares) shares) shares) shares) shares) option (p) exercisable date
Michael McKeon - - - 1499 1,499 2007 1172 May 2014 Oct 2014
Tony Wray 1,136 - - - 1,136 2006 823 May 2009 Oct 2009

1 The executive directors, in cormmaon with all efigible UK ermployees of the group, are entitled to participate in the company's Inland Revenue approvéd Sharesave Scheme.
The terms and conditions applicable to these options are those provided in that scheme. The options have no performance conditions as such conditions are not permitted by
legislation.

2 No executive share options in respect of executive directors were granted or lapsed during the year. At 31 March 2007 there were 30 other executives participating in the group’s
Share QOption Scheme (2006; 145).

3 At the close of business on 31 March 2007 the mid market price of the company's shares was 1,434p (31 March 2006: 1,117p) and the range during the year was 1,106p to
1,493p,

4 On 9 October 2006 Severn Trent Plc’s ordinary shares of 65%sp each were consoliclated into ordinary shares of 97'%.p each No adjustment was made to the shares awarded
under the LTiP or granted under the Sharesave Scheme. LTIP awards will vest over ordinary shares of 97'%sp each and Sharesave Options will be exercised over ordinary shares
ot 97'%sp each

Cther than the lapse of the 2004 LTIP award, there has been no further change in directors’ interesis between 31 March 2007 and the date of
this report.

Signed on behalf of the board who approved the directors’ remuneration report on 5 June 2007,

b

Richard Davey
Chairman of the Remuneration Committee
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We have audited the group financial statements of Severn Trent Plc for the year ended 31 March 2007 which comprise the consolidated income
statement, the consolidated balance sheet, the consolidated cash flow statement, the consolidated statement of recognised income and expense
and the related notes 1 to 41. These group financial statements have been prepared under the accounting policies set out therein. We have also
audited the inforrmation in the directors’ remuneration report that is described as having been audited.

We have reported separately on the parent company financial statements of Severn Trent Plc for the year ended 31 March 2007.

This report is made solely to the company's members, as a body, in accordance with section 235 of the Companies Act 1985, Qur audit work has
been undertaken so that we might state to the company's members those matters we are required to state to them in an auditors’ report and for
no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company’s members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report, the directors’ remuneration report and the group financial statements in
accordance with applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union are set out in the
statement of directors’ responsibilities.

Our responsibility is to audit the group financial statements in accordance with relevant legal and regulatary requirements and International
Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the group financial statements give a true and fair view, whether the group financial statements have
been properly prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation and whether the part of the directors’
remuneration report described as having been audited has been properly prepared in accordance with the Companies Act 1985, We also report to
yau whether in our opinion the information given in the directors’ report is consistent with the group financial statements. The information given in
the directors’ report includes that specific information presented in the chairman’s statement, the group chief executive’s review and the
performance review that is cross referred from the business review section of the directors’ report.

In addition we report to you if, in our opinion, we have not received all the information and explanations we require for ocur audit, or if information
specified by law regarding directors’ remuneration and other transactions is not disclosed.

We review whether the corporate governance statement refiects the company's compliance with the nine provisions of the 2003 Cembined Code
specified for our review by the Listing Rules of the Financial Services Authority, and we report if it does not. We are not required to consider
whether the board's statements on internal control cover all risks and controls, or form an opinion on the effectiveness of the group’s corporate
governance procedures or its risk and control procedures.

We read the other information contained in the Annual Report as described in the contents section and consider whether it is consistent with the
audited group financial statements. We consider the implications for our report if we become aware of any apparent misstatements or material
inconsistencies with the group financial statements. Qur responsibilities do not extend to any further information outside the Annual Report.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the group financial statements and the part of the
directors’ remuneration report to be audited. It also includes an assessment of the significant estimates and judgements made by the directors in
the preparation of the group financial statements, and of whether the accounting policies are appropriate to the group's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide

us with sufficient evidence to give reascnable assurance that the group financial statements and the part of the directors’ remuneration repert to

be audrted are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated

the overall adequacy of the presentation of information in the group financial statements and the part of the directors’ remuneration report to

be audited.

Opinion

In our opinion:

> the group financial statements give a true and fair view, in accordance with IFRSs as adopted by the European Union, of the state of the
group's affairs as at 31 March 2007 and of its profit for the year then ended;

> the group financial statements have been properly prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation;

> the part of the directors’ remuneration report described as having been audited has been properly prepared in accordance with the Companies
Act 1885; and

> the information given in the directors’ report is consistent with the group financial statements. .

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
London, UK

5 June 2007
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2007 2006
(restated)
Notes £m £m
Turnover 56 1,480.2 1,455.3
Operating costs before exceptional items (1,074.9) (1,062.3)
Exceptional restructuring costs and termination of operations 8 {(14.9) (7.9
Exceptional demerger. costs 8 (16.7) (7.8)
Total operating costs 7 (1,106.5) (1,0780)
Exceptional profit on disposal of property and businesses 8 56.3 -
Profit before interest, tax and exceptional items 405.3 393.0
Exceptional iterns 8 24.7 (15.7)
Profit before interest and tax 430.0 3773
Finance income 10 86.3 729
Finance costs 10 (240.1) (236.8)
Net finance costs before fair value movements on tréasury instruments (153.8) (163.9)
Fair value movements on treasury instruments 10 48.8 (36.7)
Total net finance costs 10 (105.0) (200.6)
Share of results of associates and joint ventures 0.5 1.1
Profit before tax, fair value movements on treasury instruments and exceptional items 252.0 230.2
Exceptional items 8 24.7 (15.7)
Fair value movements on treasury instruments 10 488 36.7)
Profit on ordinary activities before taxation 3255 1778
Taxation on profit on ordinary activities — current tax it (58.5) (61.5)
- deferred tax il (18.4) 7.3
Total taxation 11 (76.9) (54.2)
Profit for the period from continuing operations 248.6 1236
Discontinued operations
Profit for the period from discontinued operations 12 20.0 99.4
Profit for the period 268.6 223.0
Attributable to:
Equity holders of the company 267.1 221.6
Equity minority interests 1.5 1.4
268.6 223.0
Earnings per share (pence)
From continuing operations
Basic 14 106.1 529
Diluted 14 105.1 52.4
From continuing and discontinued operations
Basic 14 114.7 959
Diluted 14 113.6 95.1

Severn Trent 45

SJUAWS}R)S |EI1DY




2007 2006
Notes £m £m
Non current assets
Goodwill 15 49.1 506.3
Other intangible assets 16 101.2 1124
Property, plant and equipment 17 5,521.1 5,743.1
Interests in joint ventures 18 0.5 9.7
Interests in associates 19 34 19.6
Derivative financia! instruments 20 6.6 37
Available for sale financial assets 21 0.2 05
5,682.1 6.3953
Current assets
Inventory 22 224 54.4
Trade and other receivables 23 387.1 4815
Derivative financial instruments 20 141 108
Cash and cash equivalents 24 143.2 1426
h66.8 689.3

Assets held for sale - 415
Total assets 6,248.9 7,126.1
Current liabilities
Borrowings 25 (631.8) (808.2)
Derivative financial instruments 20 . (67.1) (114.4)
Trade and other payables 26 (405.1) (540.6)
Current income tax liabilities (59.0) (48.8)
Provisions for other liabilities and charges 29 {6.7) (30.1)
Liabilities directly associated with assets classified as held for sale - (28.5)

(1,169.7) (1,570.6)
Non current liabilities
Borrowings 25  (2,639.0) (2,295.5)
Derivative financial instruments 20 (56.2) (30.1)
Trade and other payables 26 (188.3) (158.7)
Deferred tax liabilities 27 (891.1) {870.2)
Retirement benefit obligations 28 (135.1) (221.9)
Provisions for other liabilities and charges 29 (32.2) (80.1)

(3,941.9) (3,656.5)
Total liabilities (5,111.6) (5227.1)
Net assets 1,137.3 1,899.0
Capital and reserves attributable to the company’s equity shareholders
Called up share capital 30 228.3 227.2
Share premium account 31 57.5 486
Other reserves 32 419.0 4324
Retained earnings 33 429.4 1,188.2
Equity attributabte to the company's equity shareholders 1,134.2 1,896.4
Minority interests 33 31 2.6
Total equity 33 1,137.3 1,899.0

Signed on behalf of the board who approved the accounts on 5 June 2007.

M%

Sir John Egan Michael McKeon

Chairman Group Finance Director
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2007 2006

Notes £m £m
Cash generated from operations 36 574.0 758.9
interest paid (148.6) (139.4)
Interest element of finance lease rental payments (20.2) (45.1)
Tax paid (36.0) (68.3)
Net cash generated from operating activities 369.2 506.1
Investing activities
Interest received 12.4 4.4
Dividends received from associates and joint ventures 1.5 2.7
Net loans advanced {o associates and joint ventures 0.5 (2.3)
Net cash inflow from available for sale fixed asset investments 0.2 02
Acquisition of subsidiaries net of cash acquired - (0.3)
Cash demerged with Biffa Plc 35 (21.9) .-
Proceeds on disposal of subsidiaries net of cash disposed 35 130.6 1.6
Proceeds on disposal of associate net of costs 29.3 -
Proceeds on disposal of property, plant and equipment 62.2 84
Purchases of intangible assets (21.5) (29.6)
Purchases of property, plant and equipment (427.2) (407.5)
Contributions and grants received 35.0 328
Net cash used in investing activities 198.9 (389.6)
Financing activities
Dividends paid to shareholders of the parent (739.5) (234.3)
Dividends paid to minority interests (1.0) {0.8)
Repayments of borrowings {789.9) {600.2)
Receipts from sate and lease back transactions - 170.2
Repayment of abligations under finance leases {34.6) {167.7)
New loans raised 1,4184 648.8
Issue of shares 10.0 11.6
Net cash used in financing activities (136.6) {72.4)
Increase in cash and cash equivalents 33.7 44.1
Net cash and cash equivalents at beginning of the period 110.4 64.4
Effect of foreign exchange rates 1.0) 1.9
Net cash and cash equivalents at the end of the period 36 1431 1104
Net cash and cash equivalents comprise:
Cash and cash equivalents 36 143.2 1426
Bank overdrafts 36 {(0.1) (32.2)
Net cash and cash equivalents at the end of the period 36 1431 110.4
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2007 2006
{restated)
£m im
Exchange movement on translation of overseas results and net assets (25.5) 216
Exchange differences on hedges of net investment 6.4 (5.3)
Tax on exchange differences on foreign currency hedging (1.9) 1.8
Gains on cash flow hedges taken to equity 6.2 03
Deferred tax on gains on cash flow hedges taken to equity (1.8) .1
Actuarial (losses)/gains on defined benefit pension schemes (14.3) 26.3
Deferred tax on actuarial losses/gains 4.3 B.0)
Net (expense)/income recognised directly in equity (26.6) 36.6
Transfers
Amounts on cash flow hedges transferred to the income staterment in the period 4.6 4.5
Deferred tax on transfers to income statement (1.4) (1.3)
3.2 3.2
Profit for the period 268.6 2230
Total recognised income for the period 245.2 262.8
Attributable to:
Equity shareholders of the company 243.7 2614
Minority interests 15 14
245.2 262.8
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1 General information
The Severn Trent group has a number of operations. These are described in the segmental analysis in note 5.

Severn Trent Plc is a company incorpeorated and domiciled in the United Kingdom. The address of its registered office is shown on the back of the
cover of the annual report and accounts.

Severn Trent Plc is listed on the London Stock Exchange.
2 Accounting policies

a) Basis of preparation

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS), International Accounting
Standards (IAS) and IFRIC interpretations issued and effective and ratified by the Eurcpean Union as at 31 March 2007 and those parts of the
Companies Act 1985 applicable to companies reporting under IFRS as adopted by the European Unicn.

The financial statements have been prepared under the historical cost convention as modified by the revaluation of certain financial assets and
liabilities (including derivative instruments) at fair value.

The preparation of financial statements in conformity with IFRS requires the use of estimates and assumptions that affect the reported amounts
of assets and iiabilities at the date of the financial statements and the reported amount of revenues and expenses for the reporting period,
Aithough these estimates are based on management's best knowledge of the amount, event or actions, actual resuits may ultimately differ

from those estimates.

The comparative figures for the income statement have been restated to reclassify Biffa Pic and US Laborateries as discontinued operations
following their demerger and disposal respectively.

b) Basis of consclidation
The financial statements include the results of Severn Trent Plc and its subsidiaries, joint ventures and associated undertakings.

Minority interests in the net assets of consolidated subsidiaries are identified separately from the group's equity therein. Minority interests consist
of the amount of those interests at the date of the original business combination and the minority’s share of changes in equity since that date.
Losses attributable to the minority in excess of the minority's interest in the subsidiary’s equity are allocated against the interests of the group
except to the extent that the minority has a binding obligation and is able to make an additional investrment to cover the losses.

The results of subsidiaries, joint ventures and associated undertakings are included from the date of acquisition or incorporation, and exciuded
from the date of disposal. The results of subsidiaries are consolidated where the group has the power to control a subsidiary. The results of joint
venture undertakings are accounted for on an equity basis where the company exercised joint conirol under a contractual arrangement. The results
of associates are accounted for on an equity basis where the company holding is 20% or meore ¢r the company has the power to exercise
significant influence.

All intra group transactions, balances, income and expenses are eliminated on consolidation.

¢) Revenue recognition
Revenue represents the fair value of consideration receivable, excluding value added tax, trade discounts and inter company sales, in the ordinary
course of business for goods and services provided.

Revenue is not recognised until the service has been provided to the customer, or the goods to which the sale relates have either been despatched
to the customer or, where they are held on the customer’s behalf, title has passed to the customer.

In respect of long term contracts, revenue is recognised based on the value of work carried out during the year with reference to the total sales
value and the stage of completion of these contracts.

Turnover includes an estimate of the amount of mains water and wastewater charges unbilied at the year end. The accrual is estimated using a
defined methodolegy based upen a measure of unhilled water consumed by tariff, which is calculated from historical billing information.

Interest income is accrued on a time basis by reference to the principal outstanding and at the effective interest rate applicable. Dividend income
from investments is recognised when the shareholders' rights to receive payment have been established. Interest and dividend income are included
in finance income.

d) Segmental reportmg

Each of the group’s business and geograpmcal segments provide services that are subject to risks and returns that are different from those of the
other business segments.
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e) Property, plant and equipment
Property, plant and egquipment comprises:

i) Infrastructure assets

Infrastructure assets are included at cost (or deemed cost on transition to IFRS) less accumulated depreciation. The costs of day to day servicing
of infrastructure components are recognised in the income statement as they arise. Where it is probable that the money spent will cause future
economic benefits to flow to the group, then costs are capitalised. Infrastructure assets are depreciated over their useful economic lives, which
are as follows:

Years
Impounding reservoirs 250
Raw water aqueducts 250
Mains 80-150
Sewers . 150-200

ii) Landfill sites
Landfill sites are included within land and buildings at cost tess accumulated depreciation.

The cost of landfill sites includes the cost of acquiring, developing and engineering sites, but does nat include interest. The cost of the asset is
depreciated over the estimated life of the site on the basis of the usage of void space.

Following the demerger of Biffa Pic the group no longer holds landfill sites.
iii) Other assets

Other assets are included at cost less accumulated depreciation. Freehold land is not depreciated. Other assets are depreciated over their
estimated economic lives to their residual value, which are principally as follows:

Years
Buildings 30-80
Fixed plant and equipment - 2-40
Vehicles and mobile plant 2-15

Assets in the course of construction are not depreciated until commissioned.

Interest costs of debt raised to finance new property, plant and equipment are not included within the cost of those fixed assets, but are expensed
to the income statement as they arise.

f) Lleased assets

Where assets are financed by leasing arrangements which transfer substantially all the risks and rewards of ownership of an asset to the lessee
(finance leases), the lower of the fair value of the leased asset or the present value of the minimum lease payments is capitalised as an asset with a
corresponding liability representing the obligation to the lessor. Lease payments are treated as consisting of a capital element and a finance charge,
the capital element reducing the obligation to the lessor and the finance charge being written off to the income statement at a constant rate over
the period of the lease in proportion to the capital amount outstanding. Depreciation is charged over the shorter of the estimated useful life and the
lease pericd.

Where assets are financed by leasing arrangements where substantially all the risks and rewards of ownership remain with the lessor, these are
classified as operating leases. Rental costs arising under operating leases are expensed on a straight line basis over the term of the lease. Leases of
land are normally treated as operating leases, unless ownership is transferred at the end of the lease.

g) Grants and contributions
Grants and contributions received in respect of non-current assets, including charges made for new connections to the water and sewerage
networks, are treated as deferred income and released to the income statement over the useful economic life of those assets.

Grants and contributions which are given in compensation for expenses incurred with no future related costs are recognised in the income
statement in the period that they become receivable.

h) 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 assets 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 individuai businesses.
Goodwill is tested for impairment annually. Impairment reviews are also carried out if there is some 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.
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i) Investments

After initial recognition at cost (being the fair value of the consideration paid), investments which are classified as held for trading or available for
sale are measured at fair value, with gains or losses recognised in income or equity respectively. When an available for sale investment is disposed
of, or impaired, the gain or loss previously recognised in equity is taken to the income statement.

Other investments are classified as held to maturity when the group has the positive intention and ability to hold to maturity. Investments held for
an undefined period are excluded from this classification, Such investments (and those held to maturity) are subsequently measured at amortised
cost using the effective interest rate method, with any gains or losses being recognised in the income statement.

i} Inventory
Inventory and work in progress is stated at the lower of cost and net realisable value. Cost includes labour, materials, transport and
attributable overheads.

Development land and properties are inctuded at the lower of cost and net realisable value. Cost includes the cost of acquiring and developing
the sites. The net realisable value of development land is hased upon its value as a serviced site, after taking account oi the cost of providing
infrastructure services.

Following the disposal of Severn Trent Property the group no longer holds development land or properties.

k) Cash and cash equivalents

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 vatue. Such investments are normally those with less than three
months' maturity from the date of acquisition and include cash and balances at central banks, treasury bills and other eligible bills, loans and
certificates of deposit. Cash and cash equivalents also include overdrafts repayable on demand.

I} Provisions
Provisions are made 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. The group's policy on pravisions for specific areas is as follows:

> Landfill restoration costs: Provision for the cost of restoring landfill sites is made over the operational life of each tandfill site and charged to
the income statement on the basis of the usage of void space. Following the demerger of Biffa Plc the group no lenger holds provisions for
landfill costs.

> Environmental control and aftercare costs: Environmental control and aftercare costs are incurred over the operational life of each landfilt site
and may be incurred for a considerable period thereafter. Provision for all such costs is made over the operational life of the site and charged
to the income statement on the basis of the usage of void space. Material environmenta?l control and aftercare costs are discounted by
applying an appropriate discount rate.

> Insurance:; Provision is made for claims notified and for ¢laims incurred but which have not yet been notified, based on advice from the
group's independent insurance advisers.

m) Pension costs
The group operates both defined benefit and defined contribution pension schemes.

Defined bengfit pension scheme assets are measured using bid price. 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. The increase in the present value of the tiabilities of the group's defined benefit pension
schemes expected to arise from employee service in the period is included in operating costs. The expected return on the scheme’s assets and
the increase during the period in the present value of the scheme’s liabilities, arising from the passage of time. are included in other finance
income or cost.

Actuarial gains and losses arising from experience adjustments, changes in actuarial assumptions and amendments to pension plans are charged
or credited to equity and recorded in the statement of recognised income and expense.

Costs of defined contribution pension schemes are charged to the income statement in the period in which they fall due.

n) Foreign currency
The results of overseas subsidiary and associated undertakings are translated into the presentational currency of the group. sterling, using average
rates of exchange ruling during the year.

The net investments in overseas subsidiary and associated undertakings are translated into sterling at the rates of exchange ruling at the year end.
Exchange differences thus arising are treated as movements in equity. On disposal of a foreign currency denominated subsidiary, the deferred
cumulative amount recognised in equity since 1 April 2004 relating to that entity is recognised in the income statement under the transitional rule
of IFRS 1.

Exchange differences arising in respect of foreign exchange instruments taken out as hedges of overseas investments are also treated as
movements in equity to the extent that the hedge is effective (see note 20).

All other foreign currency denominated assets and liabilities of the company and sts subsidiary underfakings are translated into the relevant
functional currency at the rates of exchange ruling at the year end. Any exchange differences so arising are dealt with through the income
staterment. Foreign currency transactions arising during the year are translated into sterling at the rate of exchange ruling on the date of the
transaction, All profits and losses ¢n exchange arising during the year are dealt with through the income statement.
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o) Research and development
Research expenditure is expensed when it is incurred. Development expenditure is capitalised and written off over its expected useful economic life
where the following criteria are met:

> An asset is created that can be identified;
> [t is probable that the asset created will generate future economic benefits; and
> The development cost can be measured reliably.

Expenditure on property, plant and equipment relating to research and development projects is capitalised and written off over the expected useful
life of those assets. .

p) Taxation

The tax currently payable is based on taxable profit for the year, Taxable profit differs from net profit as reported in the income statement because
it excludes items of income and expenses that are taxable in other years and it further excludes items that are never taxable or deductible. The
group's liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the balance sheet date.

Deferred taxation is provided in full, using the liability method, on taxable temporary differences between the tax basis of assets and liabilities and
their carrying amounts in the financial statements. 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 taxation is measured on a non discounted basis using the tax rates and laws that have then been
enacted or substantively enacted by the balance sheet date and are expected to apply when the related deferred income tax asset is realised or the
deferred tax liability is settled.

q) 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, whilst goodwill arising on acquisition of associates is included in investments in
associates. 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 arising on all acquisitions prior to 1 April 1998 was written off to reserves under UK GAAP and remains eliminated against reserves.
Purchased goodwill arising on acquisitions after 31 March 1998 is treated as an intangible fixed asset.

Goodwill is tested for impairment in accordance with the policy set out above 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.

r) Intangible non current assets

Intangible assets acquired separately are capitalised at cost and when acquired in a business combination are capitalised at fair value at the date
of acquisition. Following initial recognition, the historical cost model is applied to intangible assets. Amortisation charged on assets with finite lives
is taken to the income statement through operating expenses.

Finite life intangible assets are amortised on a straight line basis over their estimated useful economic lives as follows:

Years
Software 3-10
Other assets 2-20

Intangible assets are reviewed for impairment where indicators of impairment exist.

s) Trade receivables

Trade receivables are measured at fair value on initial recognition and are subsequently measured at amortised cost using the effective interest
rate method unless there is objective evidence that the asset is impaired, where it is written down to is recoverable amount and the irrecoverable
amount is recognised as an expense,

t) Financial instruments

i) Debt instruments

All loans and borrowings are initially recognised at cost, being the net fair value of the consideration received, After initial recognition, interest
bearing loans and borrowings are subsequently measured at amortised cost using the effective interest rate method. 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 the income statement (see below).

Gains and losses are recognised in the income statement when the liabilities are derecognised or impaired, as well as through the
amortisation process.

ii) Derivative financial instruments and hedging activities

The group uses derivative financial instruments such as cross currency swaps, forward currency contracts and interest rate swaps to hedge its
risks associated with foreign currency and interest rate fluctuations. Such derivative instruments are initially recorded at cost and subsequently
remeasured at fair value at the balance sheet date. The fair value of cross currency swaps, interest rate swaps and forward currency contracts is
calculated by reference to market exchange rates and interest rates at the period end.
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In refation to fair value hedges which meet the conditions for hedge accounting, the portion of the gain or toss on the hedging instrument is taken
to the income statement where the effective portion of the hedge will offset the gain or loss on the hedged item (see above).

In relation to cash flow hedges which meet the conditions for hedge accounting, the portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge is recognised directly in equity and the ineffective portion in the income statement. The gains or losses
deferred in equity in this way are recycled through the income statement in the same period in which the hedged underlying transaction or firm
commitment is recognised in the income statement.

Forward currency contracts and foreign currency borrowings are used to hedge net investments in foreign currency denominated operations and
to the extent that they are designated and effective as net investment hedges are matched in equity against changes in value of the related assets.
Any ineffectiveness is taken to the income statement.

For derivatives that do not qualify for hedge accounting, gains or losses are taken directly to the income statement in the period.

Hedge accounting is discontinued when the hedging instrument expires, is sold, terminated or exercised. or no langer qualifies for hedge
accounting. At that date any cumulative gain or loss on the hedging instrument recognised in equily is kept in eqmty until the forecast transaction
occurs, or transferred to the income statement if the forecast transaction is no longer expected to occur.

Derivatives embedded in other financial instruments or other host contracts are treated as separate derivatives when their risks and
characteristics are not closely related to those of the host contract and the host contract is not carried at fair value, with gains and losses
reported in the income statement.

u) Share based payments
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 inte 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.

v) Pre-contract costs
Pre-contract costs are expensed as incurred except where it is probable that the contract will be awarded, in which case they are recognised as an
asset which is written off to the income statement over the tife of the contract.

w) Discontinued operations and assets held for sale

Where an asset or group of assets (a disposal group) is available for immediate sale and the sale is highly probable and expected to cccur within
one year, then the disposal group is deemed as held for sale. The disposal group is measured at the lower of the carrying amount and fair value
less costs to sell.

Where a group of assets, which comprises operations that can be clearly distinguished operationally and for financial reporting purposes from the
rest of the group (a component), has been disposed of or classified as held for sale and it

> represents a separate major line of business or geographical area of operations; or
> is part of a single co-ordinated plan to dispose of a separate major line of business or gecgraphical area of operations; or
> is a subsidiary acquired exclusively with a view to resale

then the component is classified as a discontinued operation.

Non current assets classified as held for sale are measured at the lower of carrying amount and fair value less costs to sell. Depreciation is not
charged on such assets.

x) Purchase of own shares
The group balance sheet incorporates the shares held by the Severn Trent Employee Share Ownership Trust (the Trust) and which have not vested
unconditionally by the balance sheet date. These are shown as a deduction from sharehelders’ funds until such time as they vest.

y) Trade payables
Trade payables are initialty measured at fair value and are subsequently measured at amortised cost, using the effective interest rate method.

z) 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.
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3 New accounting policies and future requirements
The following statements have been issued by the International Accounting Standards Board and are likely to affect future financial statements.

International Financial Reporting Standard 7 ‘Financial instruments: Disclosures’ (IFRS 7) was issued in August 2005 and is required to be
implemented by Severn Trent from 1 April 2007. The standard incorporates the disclosure requirements of IAS 32, which it supersedes and adds
further quantitative and qualitative disclosures in relation to financial instruments.

International Financial Reporting Standard 8 ‘Operating Segments’ (IFRS 8) was issued in November 2006 and is required to be implemented by
Severn Trent from 1 April 2009. The standard requires identification of operating segments based on internal reports that are regularly reviewed by i
the chief operating decision maker in order to altocate resources to the segment and assess its performance. The impact of the standard on Severn |
Trent’s financial statements is not expected to be significant since the group’s segmental reporting already closely reflects reports regularly \
reviewed by the Chief Executive and the board.

IFRIC 11 “Group and Treasury Share Transactions” was issued in November 2006. The interpretation addresses accounting for share based
payments in the separate financial statements of the parent company and its subsidiaries. As such it is not applicable to the consolidated financial
statements of Severn Trent Plc.

IFRIC 12 “Service Concession Arrangements” was issued in Novernber 2006 and is required to be implemented by Severn Trent from 1 Aprii 2008,
The interpretation draws a distinction between two types of services concession arrangement; those where the operator receives a financial asset,
specifically an unconditional contractual right to receive cash or another financial asset from a government body in return for constructing or
upgrading a public sector asset; and those where the operator receives an intangible asset, the right to charge for the use of the public sector asset
that it constructs or upgrades. The interpretation will be applicable to the group’s contracts with the UK Ministry of Defence (“MoD"} and is
expected to result in the recognition of both a financial asset in respect of the right to receive cash in return for upgrading the MoD assets and an
intangible asset arising from the right to provide water and sewerage services.

IAS 23 (revised) was issued in March 2007 and is required to be implemented by Severn Trent from 1 April 2009. The revision to the standard
removes the option of immediately recognising as an expense borrowing costs that are directly attributable to the acquisition, construction or
production of an asset that takes a substantial period of time to get ready for use or sale. Such costs are therefore required to be capitalised as part
of the cost of the asset. The revised standard will require Severn Trent to change its existing policy and is likely to result in a proportion of
borrowing costs that are currently expensed being capitalised in property plant and equipment or intangible assets. The costs will then be
amortised gver the expected useful lives of the relevant assets.

The directors assess that the other standards and interpretations issued but not yet effective are not applicable to the group.

4 Significant accounting judgments and key sources of estimation uncertainty

In the process of applying the group’s accounting policies, the group is required to make certain judgments, estimates and assumptions that it
believes are reasonable based on the information available. The more significant judgments and key assumptions and sources of estimation
uncertainty are summarised below: .

(a) Goodwill impairment

Determining whether goodwill is impaired requires an estimation of the value in use of the cash generating units (“CGU") to which goodwill has
been allocated. The value in use calculation requires the group to estimate the future cash flows expected to arise from the CGU and a suitable |
discount rate to calculate present value. Details of the assumptions used are set out in note 15 to the financial statements.

(b) 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 (e).

(c) 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, salary and pension increases, investment returns and lengevity of current and future
pensioners. 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 are set out in note 28 to the financial statements.

(d) Tax provisions

Assessing the outcome of uncertain tax positions requires judgments to be made regarding the result of negotiations with and enquiries from tax
authorities in a number of jurisdictions, The assessments made are based on advice from mdependent tax advisers and the status of ongoing
discussions with the relevant tax autherities.
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5 Segmental analysis

The group is organised into two main business segments:

Water and Sewerage

Provides water and sewerage services to domestic and commercial customers in England and Wales.

Water Technologies and Services

Provides services and products associated with water, waste water and contaminated land principally in the US, UK and Europe.

Corporate and Other

Following the sale of Severn Trent Property and other property interests, the sole remaining other business is the group’s corporate insurance
company. Henceforth this is reported together with unallocated corporate costs as Corporate and Other in the segmental analysis. All prior year

numbers have been restated for comparative purposes.

The group is also organised into geographical regions, UK, US and Europe. Geographical information is classified by the location of the principal

operations of each business unit.

a) Primary reporting format - business segment

Water
Water Technelogies
and and Corporate
Sewerage Services and Other  Eliminations Consolidated
2007 £m £m Lm £m £m
External sales 1,216.3 262.6 1.3 - 1,480.2
Inter segment sales 1.8 26.3 9.0 @R7.1) -
Total sales 1,218.1 288.9 10.3 {(37.1y 1,480.2
Profit before interest, tax
and exceptional iterms 4130 19.7 (26.3) (1.1 4053
Exceptional items (note 8) 21.3 147 (11.3) - 24.7
Profit before interest and tax 434.3 34.4 (37.6) 1.1) 430.0
Share of results of associates
and joint ventures - 0.8 (0.3) - 05
Segment result 434.3 35.2 (37.9) (1.1) 4305
Total net finance costs (105.0)
Profit before tax 3255
Tax (76.9)
Profit from continuing operations 2486
Profit from discontinued operations (note 12) 20.0
Profit for the period 268.6
Discontinued operations include:
Waste us
Management Laboratories Eliminations Total
£m £m £m £m
External sales 401.0 94.4 - 495.4
Inter segment sales 3.9 1.7 (5.6) -
Total sales 4049 96.1 (5.6} 4954
Profit before interest, tax and exceptional items 51.2 8.0 - 59.2
Exceptional items {note 8) - (31.5) - (31.5)
Share of results of associates and joint ventures 0.5 - - 0.5
Segment result 51.7 (23.5) - 28.2
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a) Primary reporting format - business segment {continued)

Water
Water Technologies
and and Corporate
Sewerage Services and Other  Eliminations Consolidated
2006 £m £m Lm £m Lm
External sales 11485 277.0 298 - 1,455.3
Inter segment sales 2.4 228 295 (54.7) -
Total sales 1,150.9 299.8 59.3 (54.7) 1,455.3
Profit before interest, tax
and exceptional items 400.4 17.1 (25.7) 1.2 393.0
Exceptional items (note 8) (4.8) - (10.9) - (15.7)
Profit before interest and tax 385.6 17.1 (36.6) 1.2 377.3
Share of results of associates
and joint ventures - 16 (0.5) - 1.1
Segment result 395.6 18.7 (37.1) 1.2 378.4
Total net finance costs (200.6)
Profit before tax 1778
Tax (54.2)
Profit from continuing operations 123.6
Profit from discontinued operations (note 12) 994
Profit for the period 223.0
Discontinued operations include:
Waste us
Management Laboratories  Eiiminations Total
£m im £m £m
External sales 764.1 134.0 - 898.1
Inter segment sales 6.6 08 (7.4) -
Total sales 770.7 1348 (7.4) 898.1
Profit before interest, tax and exceptional items 85.2 59 - a1.1
Share of results of associates and joint ventures 1.0 - - 1.0
Segment result 86.2 5.9 - 92.1
Other segment items are:
Water
Water Technologies
and and Corporate
Sewerage Services and Other  Eliminations Consolidated
2007 £m £m £m £m £m
Capital expenditure 399.5 6.1 - 4.3) 401.3
Depreciation and amortisation 241.2 6.6 03 (3.5) 2446
Water
Water Technologies
and and Corporate
Sewerage Services and Other Eliminations Consolidated
2006 £m £m £m £m £m
Capital expenditure 3356 6.7 0.2 3.3 339.2
Depreciation and amortisation 219.7 6.7 4.0 4.2) 2262
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The segment assets and liabilities are as follows:

Water Unallocated
Water and Technologies Corporate
Sewerage and Services  Eliminations and Other Consolidated
2007 £m £m £m £m £m
Assets

Segment assets

5.894.7 2255

{16.9) 141.7 6,245.0

Interests in associates and joint ventures 0.5 34 - 39
58952 2289 (16.9) 141.7 6,248.9
Group total assets 6,248.9

Liabilities
Segment liabilities

(618.7) (66.3)

-  (44266) (5111.6)

Group total liabilities (5,111.6)
Water Unallocated

Water and Technologies corporate

Sewerage and Services  Eliminations and Other Consolidated
2006 £m £m £m £m £m
Assets
Segment assets 5671.6 2413 161.0 (159) 6,058.0
Interests in associates and joint ventures 0.4 19.7 86 - 28.7

5672.0 261.0 1696 (15.9) 6,086.7
Assets relating to discontinued operations 10394
Group total assets 7,126.1
Liabilities
Segment liabilities (653.8) (77.6) (4.245.2) -  {(497686)
Liabilities relating to discontinued operations (250.5)
Group total liabilities {6227.1)

Assets relating to discontinued operations includes interests in associates and joint veniures amounting to £0.6m.

Segment assets comprise goodwill and other intangible assets. property, plant and equipment, inventories, derivatives designated as hedges for
future transactions, receivables and operating cash. Deferred taxation, investments and derivatives designated as hedges of borrowings are all

included in unallocated corporate assets.

Segment liabilities comprise operating tiabilities. Taxation and corporate borrowings and related hedging derivatives are all included in unallocated

corporate habilities.
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The entire Waste Management segment has been divested and its results are included in discontinued operations in 2006/07. The comparative
figures have been restated to reflect the current year classification. Following the disposal of the US Laborataries business, which is also included
in discontinued operations in both years, the former Water Purification and Operating Services and Laboratories segments have been reclassified.
The UK Laboratories business, which formerly was included in the Laboratories segment, is now included in the Water Technologies and Services

segment. Prior year figures have been restated to reflect the new classification as follows:

Water
purification Water
and operating UK technologies
services Laboratories  Eliminations  and services
(as previously stated) (restated)
£m £m im £m
Turnover 267.8 320 - 299.8
Profit before interest, tax and
exceptional items 12.0 51 - 17.1
Exceptional items - - - -
Profit before interest and tax 12.0 51 - 17.1
Share of results of associates and joint ventures 1.6 - - 1.6
Segment result 13.6 5.1 - 18.7
Segment assets 2340 25.7 (18.4) 2413
Interests in associates and joint ventures 19.7 - - 19.7
253.7 25.7 (18.4) 261.0
Segment liabilities (65.8) {8.2) (3.6) (77.6)
b) Secondary reporting format — geographical segments
The group’s turnover from continuing operations analysed by geographical market (by destination) was as follows:
Continuing Discontinued
activities activities
2007 2006 2007 2006
£m £m £m £m
Turnover
UK 1,288.8 1,253.2 387.0 705.7
us 1241 140.2 24.3 134.0
Europe 33.4 368 14.1 58.4
Other 33.9 25.1 - -
1,480.2 1,455.3 495.4 898.1

The carrying amount of the group’s assets and additions to property plant and equipment analysed by the geographical area in which the assets

are located was as follows:

Total assets

Capital

based on location expenditure

2007 2006 2007 2006

£m £m £m £m

UK 6,103.1 5,953.6 398.3 3349
us 58.6 67.2 3.0 4.3
Europe 87.2 ©65.9 - -
6,248.9 6,086.7 401.3 3392

Assets relating to discontinued activities - 1,0394 39.0 876
6,248.9 7,126.1 440.3 426.8

6 Revenue

2007 2006

(restated)

£m £m

Water and sewerage services 1,209.3 1,137.7
Other services 217.7 243.6
Sales of goods 59.5 629
Revenue from long term contracts 308 - 65.9
Eliminations (37.1) {54.8)
Total turnover 1,480.2 1,455.3
Interest receivable (note 10) 5.7 23
Revenue from discontinued operations 502.8 900.0
Total revenue 1,988.7 23576
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7 Operating costs

2007 2006

(restated)

&m im

Wages and salaries (including exceptional restructuring costs £3.0 million {2006: £4.8 million)) 245.0 253.8
Social security costs 17.3 20.0
Pension costs (including exceptional settlement on demerger £7.8 millien (2006: nil)) 46.8 31.2
Total employee costs 309.1 305.0
Power 61.7 38.7
Raw materials and consumables 103.3 105.1
Rates 57.3 56.5
Impairment of trade debtors 22.7 25.0
Service charges 27.6 275
Depreciation of property, pfant and equipment 203.9 198.5
Exceptional write off of decommissioned plant 11.9 -
Amortisation of intangible fixed assets 28.8 27.7
Hired and contracted services 129.4 143.1

Operating lease rentals

- land and buildings 4.8 53
- other 3.1 29
Hire of plant and machinery 5.4 4.0
Research and development expenditure 4.2 39
Proiit on disposal of fixed assets (0.7} (2.9)
Foreign exchange gains (0.2} 0.1)
Water and Sewerage infrastructure maintenance expenditure 98.1 94.5
Exceptional demerger costs 8.9 7.8
Other operating costs 107.6 1114
1,186.9 1,1539
Release from deferred income (3.5) 4.6)
Own work capitalised (76.9) (71.3)
Total operating costs 1,106.5 1,078.0

Operating costs include £31.6 million (2006: £15.7 million) of exceptional costs. Further details are given in note 8. The pension costs shown above
include current and past service costs. Other pension costs (interest costs, expected returns on assets and actuarial gains and losses) are included

in finance costs and the statement of recognised income and expense.

During the year the following fees were charged by the auditors in respect of continuing and discontinued activities:

2007 2006

£m £m

Fees payable t¢ the company’s auditors for the audit of the company’s annual accounts 0.2 0.1
Fees payable to the company’s auditors and their associates for other services to the group

- The audit of the company’s subsidiaries pursuant to legislation Q.5 1.0

Total audit fees 0.7 1.1

- Other services pursuant to legislation 0.1 -

- Tax services - 0.2

- Other services 0.3 08

Total non audit fees g4 1.0

Other services comprises controls reviews £0.1 million and various other services £0.2 million (2006: forensic accoeunting services £0.3 million,

controls reviews £0.3 million and various other services in total £0.2 million).

Details of directors’ remuneration are set cut in the remuneration report on pages 41 to 43,
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8 Exceptional items
A net exceptional credit of £24.7 million arose in respect of continuing operations and an exceptional charge of £24.4 million arose in respect of
discontinued operations.

The exceptional credit in continuing operations comprised: |

> A charge of £14.9 million in water and sewerage arising from a programme to restructure and realign the business including write down of .
decommissioned assets £11.9 million and redundancy costs £3 million;

> A charge of £16.7 million in corporate costs, arising from the demerger of Biffa Plc, including £7.8 million relating to the settlement of pension
obligations, and; :

> A credit of £56.2 million of which £36.2 million arose from the disposal of properties in Severn Trent Water, £14.7 millien arose in Water |
Technologies and Services from the disposal of Aquafin and £5.4 million in Corporate and Other businesses from the disposal of Severn Trent
Property and other property assets.

The exceptional charge in discontinued operations comprised:

> A charge of £31.5 million arising from the impairment of goodwill relating to US Laboratories (see note 15);
> Aloss of £2.4 million on the sale of US Laboratories; and
> A gain of £9.5 millicn on the sale of Biffa Belgium.

A net exceptional charge of £15.7 million arose in the year ending 31 March 2006. This comprised:

An exceptional restructuring charge of £7.9 million arose comprising:

> £4.8 million arising in Severn Trent Water as a result of costs associated with a redundancy programme undertaken to meet AMP4 efficiency
targets; and

> anet £3.1 million arising in Systems relating to the cessation of trading with external customers and disposal of the Worksuite and
CIS operations.

£7.8 million of costs arose relating to the demerger of Biffa and other strategic reviews undertaken.

9 Employee numbers
Average number of employees (including executive directors) during the year (full time equivalent):

2007 2006

(restated)

Number Number
By type of business: ) I
Water and Sewerage 5,289 5188 \
Water Technologies and Services 2,984 2966 :
Other Businesses and Corporate 99 350 |
Continuing operations 8,372 8,504 i
Discontinued operations 4,089 7,808 |

12,461 16312

10 Net finance costs
2007 2006

(restated)
£m im
Investment income
Interest receivable on bank deposits 54 1.3
Expected return on defined benefit scheme assets 80.6 70.6
Other financial income 0.3 1.0
86.3 729
Finance costs
Interest on bank loans and overdrafts (28.4) (24.5)
Interest on other loans (122.6) (120.7)
Interest on finance leases (20.2) (22.8)
Total borrowing costs (171.2) (168.0)
Interest cost on defined benefit obligations (67.5) (66.9)
Other financial expenses (1.4) (1.9)
Total finance costs (240.1) (236.8)
Fair value movements on treasury instruments 48.8 (36.7)
Net finance costs (105.0) (200.6)
Fair value movements on treasury instruments comprise:
Net gain/(loss) on debt and swaps in fair value hedges 0.7 0.7)
Gain/(loss) arising on revalution of derivatives not in designated hedge accounting refationships 52.7 (31.9) '
Fair value losses on cash flow hedges transferred from equity (4.6) 4.5
Fair value movements on treasury instruments 48.8 36.7)
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11 Taxation
a) Analysis of tax charge in the year
2007 2006
(restated)
£m £m
Current tax
Continuing operations
Current year at 30% 679 758
Prior year at 30% (9.4) (14.3)
Total current tax relating to continuing operations 58.5 61.5
Current tax relating to discontinued operations 9.2 (12.7)
Total current tax 67.7 48.8
Deferred tax
Continuing operations
Origination and reversal of temporary differences - current year 35.0 (0.5)
Origination and reversal of temporary differences - prior year {16.6) (6.8)
Total deferred tax relating to continuing operations 18.4 (7.3)
Deferred tax relating to discontinued operations 6.0 1.5
Total deferred tax 24.4 5.8)
Total tax charge relating to continuing operations 76.9 54.2
Total tax charge relating to discontinued operations 15.2 (11.2)
Total tax charge 921 43.0
b) Factors affecting the tax charge in the year .
The tax expense for the current year is lower than the standard rate of corporation tax in the UK (2007 and 2006: 30%). The differences are
explained below:
2007 2006
£m £m
Profit on ordinary activities before tax:
Continuing operations 325.5 177.8
Discontinued operations 35.2 88.2

360.7 266.0

Tax at the standard rate of corporation tax in the UK {2007 and 2006: 30%) 108.2 79.8
Tax effect of share of results of associates and joint ventures 0.1 Q.3
Tax effect of expenditure not deductible in determining taxable profit 5.9 149
Effect of different rates of tax in overseas jurisdictions (0.6) (1.3
Adjustments in respect of prior years (21.5) {50.7}
Total tax charge 92.1 43.0

The adjusterments in respect of prior years arose as a result of agreeing open computations with the relevant tax authorities and, in 2007, the
recognition of a deferred tax asset of £7.7 million for previously unrecognised tax losses in the USA.

c) Tax charged directly to equity
In addition to the amount charged to the income statement, the following amounts of tax have been charged directly to equity:

2007 2006
£m £m
Current tax
Tax on exchange differences on foreign currency hedging 1.9 (1.8)
Total current tax charged directly to equity 1.9 (1.8)
Deferred tax
Tax on actuarial losses/gains (4.3) 80
Tax on cash flow hedging 3.2 14
Tax on share based payments (0.6) (0.8)
Total deferred tax charged directly to equity (1.7) 8.6
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12 Discontinued operations

Pursuant to the Group's strategy to focus on water the following transactions took place during the year:

On 30 June 2006 the Group completed the sale of Biffa Belgium to Veolia Proprete SA for net consideration of £23.7 million;

On 6 Cctober 2006 the Group completed the de-merger of Biffa Pic; and

On 29 December 2006 the Group completed the sale of Severn Trent Laboratories Inc. to TestAmerica Holdings Inc. for net consideration of

£77.1 million.
a) Profit from discontinued operations
2007 2006
(restated)
£m £m
Turnover 495.4 898.1
Operating costs (436.2) (807.0)
Profit before interest, tax and exceptional items 59.2 911
Net finance costs (0.1) (3.9
Share of joint ventures and associates 0.5 1.0
Profit before tax and exceptional items 59.6 88.2
Tax (15.2) 11.2
Profit after tax 44.4 994
Exceptional impairment of goodwill (31.5) -
Exceptional gain on disposal of discontinued operations 7.1 -
Attributable tax expense - -
Net profit attributable to discontinued operations 20.0 99.4
b) Cash flows from discontinued operations
2007 2006
(restated)
£m £m
Net cash flows from operating activities 75.3 1386
Net cash flows from investing activities (26.2) (83.5)
Net cash flows from financing activities 331.7 8.3)
380.8 458
¢) Earnings per share from discontinued operations
2007 2006
Weighted Weighted
average average
number Per share number Per share
Earnings of shares amount Earnings of shares amount
(restated) (restated) (restated)
£m m pence £m m pence
Basic earnings per share from discontinued operations 20.0 232.9 8.6 994 231.0 43.0
Diluted earnings per share from discontinued operations 20.0 235.1 8.5 994 2330 427
13 Dividends
Amounts recognised as distributions to equity holders in the period:
2007 2006
Pence Pence
per share &m per share £m
Final dividend for the year ended 31 March 2006/2005 31.97 111.4 30.30 104.8
Interim dividend for the year ended 31 March 2007/2006 22.77 52.9 19.16 66.5
Special dividend for the year ended 31 March 2007 165.00 575.2 - -
219.74 739.5 49.46 171.3
Proposed final dividend for the year ended 31 March 2007 38.68 20.3

The proposed final dividend is subject to approval by shareholders at the Annual General Meeting and has not been included as a hability in these

financial statements.

On the demerger of Biffa Plc the ordinary share capital of the company was consolidated with the intention that the share price of Severn Trent Plc
shares would be similar before and after the demerger. Two new Severn Trent shares were issued for every three old Severn Trent shares held. The
per share amounts disclosed above in respect of dividends declared before the consolidation are the amounts that were declared on the shares in

issue at the time. They have not been restated for the share consolidation.
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14 Earnings per share

Basic earnings per share are calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number of ordinary

shares in issue during the year, excluding those held in the Severn Trent Employee Share Ownership Trust, which are treated as cancelled.

For diluted earnings per share, the weighted average number of ordinary shares in issue is adjusted to assume conversion of all potentially dilutive

ordinary shares. These represent share options granted to employees where the exercise price is less than the average market price of the

company’s shares during the year.

Basic and diluted earnings per share from continuing operations are calculated on the basis of profit from continuing operations attributable to the
equity holders of the company. The weighted average number of shares for the year ended 31 March 2006 has been restated to reflect the 2 for 3
share consolidation that was approved at the extraordinary general meeting on & October 2006.

From continuing operations:

2007 2006
Weighted Weighted
average average
number Per share number Per share
Earnings of shares amount Earnings of shares amount
(restated) {restated) (restated)
£m m pence £m m pence
Basic earnings per share 247.1 2329 106.1 122.2 2310 52.9
Effect of dilutive options - 2.2 (1.0) - 20 {0.5)
Diluted earnings per share 247.1 2351 105.1 122.2 2330 524
From continuving and discontinued operations:
2007 2006
Weighted Weighted
average average
number Per share number Per share
Earnings of shares amount Earnings of shares amount
{restated) (restated) (restated)
£m m pence £m m pence
Basic earnings per share 267.1 2329 114.7 2216 231.0 959
Effect of dilutive opticns - 2.2 (1.1) - 2.0 {0.8)
Diluted earnings per share 267.1 2351 113.6 2216 2330 95.1

Supplementary earnings per share

Supplementary adjusted earnings per share figures are presented for continuing operations. These exclude the effects of deferred tax, fair value
movements on treasury insiruments and exceptional items in both 2007 and 2006. The directors consider that the supplementary figures provide

a useful additional indicator of performance.

From continuing operations:

2007 2006
Weighted Weighted
average average
number Per share number Per share
Earnings of shares amount Earnings of shares amount
(restated) (restated) (restated)
£m m pence £m m pence
Basi¢ earnings per share 2471 2329 106.1 122.2 231.0 52.9
Effect of:
Exceptional restructuring costs
and termination of operations 14.9 - 6.4 7.9 - 34
Exceptional demerger and related costs 16.7 - 7.2 78 - 34
Exceptional profit on disposal
of property and businesses (56.3) - (24.2) - - -
Current tax related to exceptional items at 30% - - - {2.4) - (1.0
Fair value movements
on treasury instruments (48.8) - (21.0) 36.7 - 159
Deferred tax 184 - 7.9 (7.3} - (3.2)
Adjusted earnings per share before exceptional items, fair value
movements on treasury instruments and deferred tax 192.0 232.9 82.4 164.9 2310 714
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14 Earnings per share continued

2007 2006
Weighted Weighted
average average
number Per share number Per share
Earnings af shares amount Earnings of shares amount
{restated) (restated) (restated)
£m m pence £m m pence
From continuing operations:
Diluted earnings per share 2471 235.1 105.1 1222 2330 524
Effect of:
Exceptional restructuring costs
and termination of operations 149 - 6.3 79 - 34
Exceptional demerger and related costs 16.7 - 71 78 - 33
Exceptional profit on disposal
of property and businesses (56.3) - {23.9) - - -
Current tax related to exceptional items at 30% - - - (2.4) - (1.0}
Fair value movements
on treasury instruments {48.8) (20.8) 36.7 - 15.8
Deferred tax 184 - 7.8 7.3 - 3G
Adjusted diluted earnings per share before exceptional items,
fair value movements on treasury instruments and deferred tax 192.0 235.1 816 1649 233.0 70.8
15 Goodwill
2007 2006
£m £m
Cost and net book value
At 1 April 506.3 499.1
Acquisition of businesses - 01
Impairment of US Laboratories (see below) {(31.5) -
Disposal of subsidiaries (414.1) 0.1)
Additions - 14
Adjustment to consideration on acquisitions in prior years {0.3) -
Classified as held for sale - (2.1)
Exchange adjustments (11.3) 7.9
At 31 March 49.1 506.3
Goodwill impairment tests
Goodwill is allocated to the group’s cash generating units (CGUs) identified according te country of operation and business segment.
A summary of the goodwill allocation by CGU is presented below:
- 2007 2006
£im &m
Water Technologies and Services
Water Purification US 21.0 238
Contract Operations US 9.6 108
UK Services 0.2 0.2
UK Laboratories 12.0 123
Services ltaly 6.3 0.4
49.1 53.5
Discontined Operations
Biffa UK - 3905
US Laboratories - 62.3
49.1 506.3 -
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The recoverable amount of a CGU is determined using value in use calculations. These calculations use cash flow projections based on financial
budgets approved by management covering a five year period. Cash flows beyond the five year period are extrapolated using an estimated nominal
growth rate stated below. The growth rate does not exceed the long term average growth rate for the economy in which the CGU operates.

Nominal growth rate Discount rate
2007 2006 2007 2006
% % % %

Water Technologies and Services 3.0 3.0 115 11.0

These assumptions have been used for the analysis of each CGU within the business segment. The weighted average growth rates used are
consistent with the farecasts included in industry reports. The discount rates used are pre-tax and reflect specific risks relating to the segment.

On 4 September 2006, the group agreed to sell its US Laboratories business to TestAmerica Holdings inc for £77.1 million. This resulted in
an impairment of £31.5 million in the goodwill relating to the US Laboratories business, which was recognised in the group's interim financial
staterments. This transaction was completed on 29 December 2006 (see note 35).

16 iIntangible assets

Cornputer Other
software assets Total
£m £m im

Cost
At 1 April 2005 204.2 29.2 2334
Acquired in business combination - 0.1 0.1
Additions 278 1.2 29.0
Disposals (14.6) S {L5) {16.1)
Classified as held for sale (1.3 (0.3) {1.6)
Reclassifications and transfer 3.7 9.4) (13.1)
Exchange adjustments 0.1 0.6 Q.7
At 1 April 2006 2125 199 2324
Additions 20.3 1.2 215
Disposals . 9.2) 0.1 9.3)
Disposal of subsidiaries 2.4) (3.6) 6.0y
Exchange adjustments {0.2) (0.6) (0.8)
At 31 March 2007 221.0 16.8 237.8
Amortisation
At 1 April 2005 (98.1) (9.5) (107.6)
Amaortisation for year (27.5) (1.8) (29.3)
Disposals 140 1.3 153
Classified as held for sale 1.2 0.2 14
Reclassifications and transfer 2.0 1.4 0.6
Exchange adjustments (0.1) (0.3) 0.9)
At 1 April 2006 (108.5) (11.5) (120.0)
Amortisation for year (27.8) (1.6) (29.4)
Disposals 83 - 83
Disposal of subsidiaries 1.4 2.7 4.1
Exchange adjustments 01 0.3 04
At 31 March 2007 (126.5) {10.1) {136.6)
Net book value
At 31 March 2007 945 6.7 101.2
At 31 March 2006 104.0 84 1124

Other assets primarily comprise capitalised development costs, brands and patents.
Intangible assets include internally generated software of £108.8 million (2006: £112.4 million). Additions during the year totalled £4.7 million
(2006; £25.4 miilion),
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17 Property, plant and equipment

Infra- Fixed plant
Land and structure and Mavable
Buildings assets equiprment plant Total
£m £m £m £m £m
Cost
At 1 April 2005 2,246.3 3,609.3 26779 65.1 85986
Acquisition of businesses - - 0.1 - 0.1
Additions 101.1 809 205.2 10.6 3978
Disposals 5.7 (0.6) (68.6) (13.2) (88.1)
Reclassifications and transfers 231 - (19.8) - 33
Classified as held for sale (18.2) - (62.8) - (81.0)
Exchange adjustments 2.4 - 6.6 1.0 10.0
At 1 April 2006 2,349.0 3,68%.6 2,7386 635 8,840.7
Additions 1074 98.3 213.7 8.0 427.4
Disposals ’ (19.7) (1.4) (68.8) (13.0) (1029)
Disposal/demerger of subsidiaries (370.2) - (364.4) - (734.6)
Exchange adjustments (3.9 - (11.7) 0.3) (15.9)
At 31 March 2007 2,062.6 3,786.5 2,507.4 58.2 8,414.7
Depreciation
At 1 April 2005 (731.6) (9584) (1,2382) (31.0) (2,959.2)
Charge for year (63.7) (20.5) (176.2) {(7.5) (267.9)
Disposals 5.6 0.6 68.6 11.2 86.0
Reclassifications and transfers (10.0) - 2.4 - (7.6)
Classified as held for sale 143 - 440 - 58.3
Exchange adjustments 1.0y - {5.6) (0.6) {7.2)
At 1 Aprit 2006 (786.4) (978.3) (1,305.0) (27.9) (3,097.6)
Charge for year (59.6) 21.3) (166.0) (7.6) (254.5)
Disposals . 133 14 55.3 11.3 813
Disposal/demerger of subsidiaries 186.3 - 178.1 - 364.4
Exchange adjustments 3.2 - 9.6 - i28
At 31 March 2007 (643.2) (998.2) (1,228.0) (24.2) (2,893.6)
Net book value
At 31 March 2007 14194 2,788.3 1,279.4 34.0 _5,5521.1
At 31 March 2006 15626 2,711.3 1,433.6 356 5,743.1
The carrying amount of property, plant and equipment includes the following arnounts in respect of assets held under finance leases.
Infra- Fixed plant
Land and structure and Movable
Buildings assets equipment ptant Total
£m £m Lm £m £m

Net book value
At 31 March 2007 - 127.2 185.1 - 3123
At 31 March 2006 19.3 127.2 2329 - 3794

Fixed plant and equipment includes £180.3 million (2005: £225.3 million in respect of assets in the course of construction for which no
depreciation is charged.
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18 interests in joint ventures

2007 2006
£m £m
Group’s share of:
Long term assets 0.1 09
Current assets 0.9 4.2
Current liabilities (0.6) (7.1}
Long term liabilities - -
Amounts due from joint ventures 0.1 11.7
0.5 97
Group's share of;
Turnover 1.6 29
Operating costs (1.1) (1.9
Operating profit 0.5 1.0
Finance costs (0.2) (0.4)
Profit before tax 0.3 0.6
Tax (0.1) (Q.1)
Profit after tax 0.2 05

The yoint venture has no significant contingent liabilities to which the group is exposed and the group does not have any significant contingent
liabilities in relation to its interests in the jeint venture. The group has no capital commitments in relation to its interests in the joint venture.

Particulars of the group's joint venture undertaking at 31 March 2007 are:

Percentage
Nature of share A ordinary 8 ordinary
of business  capital held shares of £]1 shares of £1

Cognica Limited Asset Management 50% 100,000 100,000

*Held by the group

The country of incarporation and main operation of the joint venture is Great Britain and it is registered in England and Wales,
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19 Interests in associates

2007 2006

£m Em
At 1 April 19.6 16.3
Additions - 3.0
Disposals {15.0) -
Share of profits 0.9 16
Dividends receivable (1.5) (1.5)
Other movements , {0.6) 0.2
At 31 March 3.4 196
Group's share of:
Total assetls 14.6 3309
Total liabilities (11.2) {(311.3)

34 196
Turnover 246 419
Profit before tax 09 1.6

On 7 July 2006 the group sold its interest in Aquafin NV to the Flemish Government for approproximatly £29.6 million,

The associate company has no significant contingent liabilities to which the group is exposed and the group does not have any significant

The associate at 31 March 2007 was:
Percentage
of share
Equity interest  capital held

Nature of
business

S.LI. Societa Consortile per Azioni 19,536,000 of £1 25%,

Water and sewerage

The country of incorporation and main operation is ltaly.
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20 Financial instruments
The group's policies in respect of foreign currency and interest rate risk management and the related use of financial instruments, which form part
of these financial statements, are set out below.

a) Financial liabilities analysed by currency and interest rate after taking account of various currency and interest rate swaps entered into by
the group -

At 31 March 2007

Fixed rate borrowings

Weighted

average

Weighted period for

Non-interest Floating Fixed average which

2007 bearing interest interest interest interest

Total liabilibes rate rate rate is fixed

Currency £m £m Em Em % Years

Sterling 3,295.2 26.1 11106 2,1585 5.7 135
Euro 8.5 6.8 1.7 -
US dollar 29 29 - -
Total financial liabilities at 31 March 2007 3,306.6 35.8 1,112.3 2,158.5

At 31 March 2006

Fixed rate borrowings

Weighted

average

Weighted period for

Non-interest Floating Fixed average which

2006 bearing interest interest interest interest

Total liabilities rate rate rate is fixed

Currency im im Im Im % Years

Sterling 31129 43.6 941.7 21276 5.7 14.6
Euro 36.4 6.7 29.7 -
US dollar 138 9.1 a7 -
Total financial liabilities at 31 March 2006 3,163.1 59.4 976.1 212786

Non-interest bearing liabilities refate to onerous contracts and trade payables. The weighted average period to maturity of the onerous contracts is
4.6 years (1.5 years). Trade payables are all due in under 1 year.

Included in the fixed rate debt above, the group has entered into a number of forward start accruing inierest rate swaps. These had an initial
notional value of £19.6 million and commence accreting notional value between 31 March 2007 and 2032. The maximum notional value of these
swaps is £135.0 million. These swaps are floating to fixed and bear fixed interest at between 5.32% and 5.52%.

The group has atsc entered into £236.0 million of forward start interest rate swaps (floating to fixed) that commence between May 2007 and May
2009. These swaps all terminate in 2010. These interest rate swaps bear interest between 4.54% and 4.87%.

Floating rate sterling denominated borrowings bear interest based on LIBOR, whilst euro denominated borrowings bear interest based on EURIBOR
and dollar borrowings bear interest based ¢n dollar LIBOR.

b} Investments in interest earning assets analysed by currency after taking account of various currency swaps entered into by the group

2007 2006

Currency £m £m
Sterling deposits 100.0 878
Sterling cash at bank 43.2 54.8
143.2 1426

Sterling assets receive interest based on LIBID,
Of the total £143.2 million interest earning assets, there is £49.6 million of cash held on short term deposit as security for external insurance, as

part of Derwent’s reinsurance obligations. In addition, Severn Trent Water has a total of £1.9 millicn on short term deposit as security for self
insurance obligations.
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¢) Monetary assets and liabilities by currency, excluding the functional currency

At 31 March 2007

Net foreign currency monetary assets

US collar Euro Other Total
£m £m im im
Functional currency of operation
Sterling 0.2 1.0 - 1.2
At 31 March 2006
Net foreign currency monetary assets
US dollar Euro Other Total
im Em £m £m
Functional currency of operation
Sterling 57 0.7 - 6.4

Net currency gains/(losses) arising from monetary assets/(liabilities) not in the functional currency of an operation are recognised in its income
staternent, Those arising from the translation of US dollar and euro functicnal currency financial statements into sterling are recognised in the

staterment of recognised income and expense.

d) Financial liabilities analysed by maturity date

Loans
payable by
instalments
any of which
are payable Other Other
after five repayment Finance financial 2007 2006
Overdrafts years terms leases liabitities Total Totat
im &m £m £Em £m &m £m
Current financial liabilities 0.1 i.7 597.3 327 333 665.1 866.6
Financial liabilities due after one year: i
Between one and two years - - 213.7 40.9 0.3 254.9 164.5
Between two and five years - - 190.6 1056 06 296.8 554.3
After more than five years - 355 18234 2293 16 2,089.8 1577.7
Non current financial liabilities - 355 2,227.7 3758 2.5 2,641.5 2.296.5
0.1 37.2 28250 4085 358 3,306.6 3,163.1

£461.0 million of funding instruments contain certain financial covenants, breach of which can trigger early repayment.
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e) Borrowing facilities
The group has the following undrawn committed borrowing facilities available (all at floating rates).

2007 2006
£m £m

Expiring within one year - -
Expiring in more than one, but not more than two years - -
Expiring in more than two, but not more than five years 500.0 5000

500.0 500.0

In addition, the group has a committed facility of £80 millien (2006: £80.0 million), of which up to £60 million may de drawn in the form of
money market borrowings and the balance not utilised by such drawings may be drawn as overdraft. The amount undrawn at the year end was
£47.2 million (2006: £nil).

f) Derivative contracts

2007 2008

Assets Liabilities Assets Liabilities

£&m £m £m £m

Cross currency swaps — hedges of net investment - - - -
Cross currency swaps - fair value hedges 3.1 (65.3) 3.1 (37.0}
Cross currency swaps - not gualifying for hedge accounting 1.2 - 39 -
Interest rate swaps - cash flow hedges 39 (0.5) 0.6 (3.0}
Interest rate swaps - not qualifying for hedge accounting 12.5 (57.5) 6.9 {104.5)
Total 20.7 (123.3) 145 {144.5)

Less non-current portion

Cross currency swap - fair value hedges 2.7 (55.7) 31 (27.1)
Interest rate swap - cashflow hedges 3.9 (0.5) 0.6 (3.0}
Total 6.6 (56.2) 37 (30.1
Current portion 14.1 (67.1) 10.8 (114.4)

Interest rate swaps
The notional principal amaunts of the outstanding interest rate swaps contracts at 31 March 2007 was £1,273 million (2006: £1,232 million).
The fixed interest rates vary from 4.38% to 6.45%. The main floating rate is LIBOR.

Included within this are interest rate swaps with a notional value of £1,432 million (2006: £850 million) which do not qualify for hedge accounting,
The group has an ongoing debt requirement and these swaps aim to fix the interest rates paid on a portfolio of variable debt of various terms. As it
is not possible to specifically match these swaps to individual debt instruments, they do not qualify for hedge accounting,

Cross currency swaps
The netional principal amounts of the outstanding cross currency swap contracts at 31 March 2007 was £491.3 million {2006: £467.6 million).
These swap a variety of currencies into sterling.

Hedge of net investments in foreign entities

During the year the group heild a US dollar cross currency swap that was designated as a hedge of net investment in the group's US subsidiaries.
The swap matured in January 2007 and was not replaced. The foreign exchange gain of £6.4 mitlion (2006: Ioss of £5.3 million) was recognised
in hedging reserves in shareholders’ equity.
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g) Fair values of financial instruments
Financial instruments by category:

Asset/(liability)

2007 2006
Book value Fair value Book value Fair value
£m £m £m £m
Primary financial instruments held or issued to finance the group's operations
Trade receivables 181.3 181.3 3026 3026
Short-term deposits 100.0 100.0 878 878
Cash at bank and in hand 43.2 43.2 54.8 548
Borrowings falling due within one year (631.8) (603.6) (808.2) (791.2)
Borrowings falling due after more than one year (2,639.0) (2,572.2) (2,2955) (24686)
Provisions for onerous contracts (3.1) {3.1) (2.2) (2.2)
Trade payables (32.7) (32.7) (57.3) (57.3)
Derivative financial instruments held to manage the currency and interest rate profile
Interest rate swaps and similar instruments (41.6) (41.6) {100.0) {100.0)
Currency instrument — cross currency swaps (61.0) (61.0) {30.0) (30.0)
Total net financial liabilities (3,084.7) (2,989.7) (2848.0) (3.004.1)
Other long term assets
Other fixed asset investments 0.2 0.2 0.5 05

Where available, market rates have been used to determine fair values. When market prices are not available, fair values have been calculated by
discounting cash flows at prevailing interest rates.

h) Financial risk factors

The group's activities expose it to a variety of financial risks: market risk (including currency risk}, credit risk, liquidity risk and interest rate risk. The
group's overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects
on the group’s financial performance. The group uses derivative financial instruments to hedge certain risk exposures,

Risk management is cartied out by a central treasury department (Group Treasury) under policies approved by the board of directors. Group
Treasury identifies, evaluates and hedges financial risks in close co-cperation with the group’s operating units. The board provides written principles
for overall risk management, as well as written policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk, use of
derivative financial instruments and non-derivative financial instruments, and the investment of surplus funds.

(i) Market risk
The group operates internationally and is exposed to foreign exchange risk arising from net investments in foreign operations, primarily with
respect to the US dollar and the euro. In addition, the group has a significant value of foreign currency debt, primarily in US dollars, yen and euros.

Foreign exchange risk arises when transactions are denominated in a currency that is not the entity’s functional currency. To manage the foreign
exchange risk arising from foreign currency debt the group enters into cross currency swaps with external parties.

External foreign exchange contracts are designated at group level and company level as hedges of foreign exchange risk on specific assets,
liabilities or future transactions on a gross basis.

The group's risk management policy is to hedge 100% of all foreign currency denominated debt.

The group has certain investments in foreign operations whose net assets are exposed to foreign currency translation risk. Currency exposure
arising from the net assets of the group’s foreign operations is managed through borrowings and forward foreign exchange contracts denominated
in the relevant foreign currencies.

(ii) Credit risk

Operationally, the group has no significant concentrations of credit risk. [t has policies in place to ensure that sales of products are made to
customers with an appropriate credit history, other than in Severn Trent Water Limited, whose operating licence obliges it to continue to supply
domestic customers even in cases where bills are not paid.

For financing purposes, derivative counterparties and cash transactions are limited to high credit quality financial institutions. The group has
policies that limit the amount of credit exposure to any one financial institution.

{iii) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash balances and the availability of funding through an adequate amount of
committed credit facilities and the ability to close out market positions. Due to the dynamic nature of the underlying businesses, Group Treasury
aims to maintain flexibility in funding by keeping committed credit lines available.

(iv) Cash flow and fair value interest rate risk
The group’s income and 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 cash flow interest rate risk.

Borrowings issued at fixed rates expose the group to fair value interest rate risk. Group paolicy is to maintain over 50% of its borrowings in fixed rate
instruments. At 31 March 2007 some 69% of the group’s net debt was fixed.
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The group manages its cash flow interest rate risk by using floating to fixed interest rate swaps. Such interest rate swaps have the economic
effect of converting borrowings from floating rates to fixed rates. Under the terms of the interest rate swaps, the group agrees with other parties
to exchange, at specified intervals {(mainly semi annually), the difference between fixed contract and floating rate interest rates calculated by
reference to the agreed notional principal amounts. The group has entered into a series of long dated interest rate swaps to hedge future debt.
Economically these act to fix floating rate debt within the group, but do not achieve hedge accounting under the strict criteria of IAS 39, This has
led to a credit of £52.7 million (2006: charge of £31.5 million) in the income statement.

i) Fair value estimation
The fair value of financial instrurments traded in active markets (such as trading and available for sale securities) is based on quoted market prices
at the balance sheet date. The quoted market price used for financial assets held by the group is the current bid price.

The fair value of financial instruments that are not traded in an active market (for example, over the counter derivatives) is determined by using
valuation techniques. The group uses a variety of methods and makes assumptions that are based on market conditions existing at each balance
sheet date. Estimated discounted cash {lows are used to determine fair value for the debt. The fair value of interest rate swaps is calculated as the
present value of the estimated future cash flows. The fair value of forward foreign exchange contracts is determined using quoted forward exchange
rates at the balance sheet date.

The nominal value less impairment provision of trade receivables and payables are assumed to approximate their fair values. The fair value of
financial liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the current market interest rate that is
available to the group for similar financial instruments.

21 Available for sale financiat assets

2007 2006
&m im
investments in unquoted equity instruments 0.2 0.5

The fair values of the unquoted equity instruments cannot be measured reliably since there is no active market in the instruments. Hence the
investments are held at cost, It is not possible to determine a range of estimates within which the fair values are highly likeiy to lie,

22 Inventory

2007 2006

£m Im

Inventory and work in progress 22.4 34.1
Development land and properties - 20.3
22.4 54.4

Following the disposal of Severn Trent Property the group no longer holds development land and properties.

Severn Trent 73

S)UBLLIBE}S |eIDL




23 Trade and other receivables

2007 2006
£m im
Trade receivables - 256.0 3727
Less provision for impairment of receivables (74.7) (70.1)
Trade receivables - net 181.3 3026
Receivables from related parties 0.3 03
Corporation tax recoverable - 0.1
Other amounts receivable 378 12.1
Prepayments and accrued income 167.7 166.4
3871 481.5
The carrying values of trade and other receivables are reasonable approximations of their fair values.
There is no concentration of credit risk with respect to trade receivables.
Prepayments include £8.2 million {2006: £9.6 million} in respect of amounts due from customers for contract work.
24 Cash and cash equivalents
2007 2006
£m £m
Cash at bank and in hand 43.2 54.8
Short term bank deposits 100.0 878
143.2 1426

Of the £100.0 million of short term bank deposits, £51.5 million is not available for use by the group. Further details are given in note 20 (b).

Cash and bank overdrafts include the following for the purposes of the cash flow statement:

2007 2006

£m £m

Cash and cash equivalents 143.2 142.6
Bank overdrafts {(note 25) (0.1) (32.2)
143.1 110.4
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25 Borrowings

2007 2006
£m £m
Bank overdrafts 0.1 32.2
Bank loans 462.6 3814
Other loans 2,399.6 22013
QObligations under finance leases 408.5 488.8
Borrowings 3,270.8 3,103.7
2007 2006
£m £m

The borrowings are repayable as follows:
On demand or within one year (included in current liabilities) 631.8 808.2
In the second year 254.6 1636
In the third to fifth years inclusive 296.2 564.2
After five years 2,088.2 1577.7
Included in non current tiabilities 2,639.0 22955

3,270.8 3,103.7

The group's borrowings are denominated in the following currencies after taking account of cross currency swaps:

2007 2006

£m £m

Sterling 3,269.1 30694
Euro 1.7 296
US dollar - 47

3,270.8 3,103.7

The fair values of the group's borrowings were:

2007 2006

£m £m

Bank overdrafis 0.1 322
Bank loans 429.7 3587
Other loans 2,170.1 2,380.1
Obligations under finance leases 408.5 4888

3,008.4 3,259.8

Fair values are based on expected future cash flows discounted using LIBOR forward interest rates related to the expected timing of payments.
Fixed debt has a weighted average interest rate of 5.7% (2006: 5.7%) for a weighted average period of 13.5 years (2006: 14.6 years}.
Further details of bank facilities are given in note 20.

Obligations under finance leases are as follows:

2007 2006

£m £m

Gross obligations under finance leases 588.2 7216
Less future finance charges (179.7) (232.8)
Present value of lease obligations 408.5 488.8

The remaining terms of finance leases ranged from 4 to 25 years at 31 March 2007. Interest terms are set at the inception of the lease, no leases
(2006: 3.4%) were at fixed interest rates. The weighted average effective rate payable on fixed rate leases was 4.3% in 2006. The lease obligations
are secured against the related assets. The fair value of the finance lease obligations is not significantly different from their carrying value.

There were no contingent rents, escalation clauses or material renewal or purchase options. The terms of the finance leases do not impose
restrictions on dividend payments, additional debt or further leasing.
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26 Trade and other payables

2007

2006

£m £m
Current liabilities
Trade payables 32.7 57.3
Social security and other taxes 6.7 479
Other payables 34.2 393
Accruals and deferred income 3315 396.1
405.1 540.6
Non current liabilities
Deferred income 183.0 1515
Other payables - 27
Accrued expenses 5.3 4.5
188.3 158.7
The directors consider that the carrying value of trade payabies is not materially different from their fair values.
Accruals and deferred income includes £2.5 million (2006: £3.1 million) in respect of amounts due to customers for contract work.
27 Deferred tax
The following are the major deferred tax liabilities and assets recognised by the group and movements thereon during the current and prior
reporting period.
Fair
N Retirement value of
Accelerated tax benefit financial
depreciation obligation Tax losses  instruments Other Total
£m £m £m £m £m £m
At 1 April 2005 921.3 (95.5) (1.2) (21.2) 63.5 866.9
Charge/(credit) to income 10.2 209 0.1 (11.0) (26.0) (5.8)
Charge/(credit) to equity - 80 - 1.4 0.8) 86
Acquisitions/disposals ) 01 - - - - 0.1
Assets held for sale - - 1.0 - - 1.0
Exchange differences - - - - (0.6) (0.6)
At 1 April 2006 . 931.6 (66.6) (0.1 (30.8) 36.1 870.2
Charge/(credit) to income 8.4) 17.7 (8.6) 147 9.0 24.4
Charge/(credit) to equity - 4.3) - 3.2 (0.6) (1.7
Acquisitions/disposals 3.5) 126 07 - (12.3) (2.5)
Exchange differences (0.1) - 03 - 0.5 0.7
At 31 March 2007 919.6 (40.6) (7.7) {12.9) 32.7 891.1
Certain deferred tax assets and liabilities have been offset. The offset amounts are as follows: 2007 2006
£m £m
Deferred tax asset {o be recovered after more than 12 months (44.8) (68.9)
Deferred tax asset to be recovered within 12 months “.7) (3.0)
(49.5) (71.9)
Deferred tax liability to be recovered after more than 12 months 937.8 9328
Deferred tax liability to be recovered within 12 months 2.8 9.3
940.6 942.1
891.1 870.2

In addition to the amounts disclosed above, at the balance sheet date the group had unused tax losses of £4.9 million (2006: £33.3 million)

available for offset against future profits. No asset has been recognised for these losses since it is not probable that there will be sufficient taxable

profit available against which the losses can be utilised.

The Chancellor's budget announced proposed changes to the future rate of corporation tax and industrial buildings allowances that, if enacted in
the Finance Act, will impact the deferred tax pension and future tax charges. The group is currently assessing the likely impact of these changes.
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28 Retirement benefit schemes

Defined benefit schemes

The group operates a number of defined benefit pension schemes in the UK, covering the majority of UK employees. The defined benefit schemes
are funded to cover future salary and pension increases and their assets are held in separate funds administered by trustees. A formal actuarial
valuation of each scheme is carried out at regular intervals by an independent professionally qualifiect actuary. Under the defined benefit schemes,
members are entitled to retirement benefits calculated as a proportion (varying between one thirtieth and one eightieth for each year of service) of
their salary for the final year of employment with the group or, if higher, the average of the highest three consecutive years salary in the last ten
years of employment. The final salary sections of all of the pension schemes listed below are closed to new entrants and the age profile of scheme
participants is expected to rise and hence service costs are also expected to rise in the future.

SIUBLIDIRLS |B1D

The UK defined benefit schemes and the date of their last formal actuarial valuation are as follows:

UK detined benefit scheme Date of last forma! actuarial va'luation
Severn Trent Pension Scheme (“STPS"y* 31 March 2004
Severn Trent Senior Staff Pension Scheme ("SSPS") 31 March 2004
Severn Trent Water Mirror image Pension Scheme 31 March 2006

* The STPS is by far the largest of the group's UK defined benefit schemes,

On the demerger of Biffa Plc the company entered into an agreement with that company and the trustees of the STPS, the SSPS and the UK Waste
Pension Scheme ("UKWPS") whereby the assets and liabilities relating to Biffa Plc employees in the STPS and the SSPS would be transferred to
the UKWPS with effect from 31 March 2007. The group has no continuing responsibility for the UKWFPS following this agreement. The net deficit
relating to Biffa Plc employees at the demerger date was £39 million. This has been included in the net assets that formed the dividend in specie
on demerger. The reduction in the deficit between the demerger date and 31 March 2007 has been treated as an exceptional loss on settlement of
£7.8 million.

The group has an obligation to pay pension to a number of former employees, whose benefits would otherwise have been restricted by the Finance
Act 1989 earnings cap. Provisicn for such benefits amounting to £7.5 million (2006: £11.5 million) is included in the retirement benefit obligation.

The major assumptions used in the valuation of the STPS (also the approximate weighted average of assumptions used for the valuations of all
group schemes) were as follows:

2007 2006
Price inflation 3.0% 2.7%
Salary increases 4.5% 4.29,
Pension increases in payment and deferment 3.0% 2.7%
Discount rate 5.49, 4.9%
Longevity at age 65 for pensioners retiring now
- men (years) 19.2 183
- women (years) 221 21.0
Longevity at age 65 for pensioners refiring in 20 years
- men (years} 19.9 189
- women (years) 23.0 218
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Amounts recognised in the income statement in respect of these defined benefit schemes are as follows:

2007 2006
£m Em
Amounts charged to operating costs
Current service cost {41.1) (38.9)
Past service cost ) {0.4) (0.8)
Exceptional settlerment (7.8) -
{49.3) (39.7)
Amounts charged to net finance costs
Interest cost ) (73.0) (75.4)
Expected return on scheme assets 87.0 79.2
14.0 38
Total amount charged to the income statement (35.3) (359
Actuarial gains and losses have been reported in the statement of recognised income and expense.
The amount included in the balance sheet arising from the group’s obligations under defined benefit schemes is as follows:
2007 2006
£m £m
Present value of defined benefit obligations - funded schemes (1,492.2) (16133
Tota! fair vaiue of assets 1,364.6 ‘1,402.9
(127.6) (210.4)
Present value of defined benefit obligations ~ unfunded schemes (7.5) (11.9)
Liability recognised in the balance sheet - (135.1) (221.9)
Movements in the present value of the defined benefit obligation were as follows:
' 2007 2006
£m £m
At 1 April 1,624.8 13944
Service cost 41.5 39.7
Exceptional loss on settlement 7.8 -
Interest cost ’ 73.0 75.4
Contributions from scheme members 7.5 106
Liabilities transferred to Biffa Plc (201.5) -
Actuarial losses recognised in the staterment of recognised income and expense 3.7 1528
Benefits paid ’ (57.1) (48.1)
At 31 March 1,499.7 1,624.8
Movements in the fair value of the scheme assets were as follows:
2007 2006
£m £m
At 1 April 1,402.9 1,076.9
Expected return on scheme assets . " 87.0 79.2
Contributions from the sponsoring companies 97.4 105.2
Contributions from scheme members 7.5 10.6
Assets transferred to Biffa Ple (162.5) -
Actuarial gains and losses recognised in the statement of recognised income and expense (10.6) 179.1
Benefits paid (57.1) (48.1)
At 31 March 1,364.6 1,402.9
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The analysis of the assets in the schemes and the expected rates of return were:

2007 2006
Expected Fair value Expected Fair value
return of assets return of assets
£m £m
Equities 8.25%, 811.5 8.00% 9075
Gilts 4.65%, 248.5 4.17% 261.7
Corporate bonds 5.40%, 103.2 4.40%, 635
Property 6.55% 86.3 6.20% 814
Cash 5.25% 115.1 3.70% 888
Total fair value of assets 1,364.6 1,4029

The expected rate of return on scheme assets is based on market expectations at the beginning of the period for returns over the life of the benefit
obligation, For gilts and corporate bonds the expected rates of return are based on market yields at the balance sheet date. For equities, an equity

risk premium has been added to the gilt rate.
The actual return on scheme assets was £76.4 million (2006: £258.3 million).
The estimated amount of contributions expected to be paid to the schemes during the year ending 31 March 2008 is £47 million.

The history of actual and expected performance of pension scheme assets and liabilities is:

2007 2006 2005

£m £m £m

Present value of defined benefit obligations (1,499.7) (16248) (1,3944)
Fair value of scheme assets 1,364.6 1,402.9 1,076.9
Deficit in the schemes (135.1) (221.9) (317.5)
Difference between actual and expected return on scheme assets (10.6) 179.1 37.5
Experience adjustments on scheme liabilities 3.7 (152.8) 5.7

Defined contribution schemes

The group also operates defined contribution arrangements for certain of its UK and overseas employees. In September 2001, the Severn Trent
Group Pension Scheme (an occupational defined contribution scheme) was established to ensure compliance with stakeholder legislation and to
provide the group with an alternative pension arrangement. This was closed to new entrants on 1 April 2005 and replaced by the Severn Trent

Stakeholder Pension Scheme.

The total cost charged to operating costs of £2.7 million (2006: £4.0 million) represents contributions payable to these schemes by the group at
rates specified in the rules of the schemes. As at 31 March 2007, no contributions (2006: £nil} due in respect of the current reporting peried had

not been paid over to the schemes.

29 Provisions

Environmental Terminated
and landfill Onerous aperations
restoration Restructuring Insurance contracts and disposals Other Total
£m £m £m £m £m £m £m
At 1 Aprit 2005 77.4 135 275 37 - 0.7 122.8
Charged to income statement 9.8 4.0 105 - 45 1.0 298
Utilisation of provision (12.2) {9.9) (9.3) (1.5 - (1.7} (34.6)
Unwinding of discount 23 - - - - - 2.3
Reclassification 0.8) - - - - 0.4 (0.4)
Amounts ciassified as held for sale (10.0) - - - - - (10.0)
Exchange differences 0.3 - - - - - 03
At 1 April 2006 66.8 7.6 28.7 2.2 4.5 .4 110.2
Charged to income statement 26 1.1 9.0 31 4.5 0.8 211
Utitisation of provision (4.0) (5.4 (8.1} (0.5) (3.1 0.7 (21.8)
Unwinding of discount 1.2 - - - - - 1.2
Disposal of subsidiaries (66.6) - (3.9) 1.7 - - (71.8)
At 31 March 2007 - 33 26.1 31 5.9 0.5 38.9
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2007 2006

£m £m

Included in
Current liabilities 6.7 301
Non current liabilities 32.2 80.1
389 110.2

Environmental and landfill restoration provisions reflect costs to be incurred over the operational life of individual landfill sites and in the case
of aftercare costs, for up to 30 years thereafter. Further details are explained in note 2 (1). Discounting is applied. Following the disposal of Biffa
Belgium and the demerger of Biffa Plc the group no longer has any landfill operations. ’

The restructuring provision reflects costs to be incurred in respect of committed programmes.

Derwent Insurance Limited, a captive insurance company, is a wholly owned subsidiary of the group. Provisions for claims are made as set out in
nate 2 (). The associated outflows are estimated to arise over a period of up to five years from the balance sheet date,

The onerous or loss making contract provision relates to specific contractual liabilities either assumed with businesses acquired or arising in
existing group businesses, where estimated future costs are not expected to be recovered in revenues. The associated outflows are estimated to
occur over a period of ten years from the balance sheet date.

Provisions relating to terminated operations and disposals include amounts that it is probable wili be paid in respect of claims arising from
services performed by these businesses; overseas employee tax liabilities and the indemnities described in note 37 (¢).

30 Share capital

2007 2006
£m £m
Total authorised share capital:
346,783,834 ordinary shares of 97'%sp (2006: 520,175,751 ordinary shares of 65%sp) 3395 3395
Total issued and fully paid share capital:
233,164,566 ordinary shares of 97'4sp (2006: 348,093,283 ordinary shares of 65%sp) 2283 227.2

On the demerger of Biffa Plc the ordinary share capital of the company was consolidated with the intention that the share price of Severn Trent Plc
shares would be similar before and after the demerger. Two new Severn Trent shares were issued for every three old Severn Trent shares held.

Changes in share capital were as follows:

Number m
Ordinary shares of 65¥:p
At 1 April 2006 ) 348,093,283 227.2
Shares issued at 473p, 536p, 548p, 568p, 592p, 759p, 823p or 831p
under the group’s Employee Sharesave Scheme 1,062,231 0.7
Shares issued at 680.5p, 688p, 720p, 738p, 934p, or 1,005.3p under the group's Share Option Scheme 375,725 0.2
At 6 October 2006 349,531,239 228.1
Share cansolidation (116,510,413) -
Ordinary shares of 97 17/19p : 233,020,826 2281
Shares issued at 473p, 536p, 548p, 568p, 592p, 759p, 823p or 831p
under the group's Employee Sharesave Scheme 67,837 0.1
Shares issued at 680.5p, 688p, 720p, 738p, 934p, or 1,005.3p under the group’s Share Option Scheme 75903 0.1
At 31 March 2007 233,164,566 228.3
31 Share premium
2007 2006
£m £m
At 1 April 48.6 334
Employee share option scheme 89 10.2
At 31 March 57.5 48.6
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32 Other reserves

Capital Translation Total

redemption Infrastructure exchange Hedging other

reserve reserve reserve reserve reserves

£m Zm £m £m £m

At 1 April 2005 156.1 314.2 (3.8) {57.0} 409.5
Total recognised income for the period - - 216 1.3 229
At 1 April 2006 156.1 314.2 17.8 {(55.7) 432.4
Total recognised income for the period - - (25.5) 12.1 (13.4)
At 31 March 2007 156.1 314.2 (7.7) (43.6) 419.0

The capital redemption reserve arose on the redemption of B shares.

The infrastructure reserve arose on restating infrastructure assets to fair value as deemed cost on transition to IFRS.

The translation reserve arises from exchange differences on translation of the results and financial position of foreign subsidiaries as well as foreign

exchange differences arising from hecdges of net investment.

The hedging reserve arises from gains or losses an hedging instruments taken directly to equity under the hedge accounting provisions of 1AS 39

and the transition rules of IFRS 1.

33 Movement in shareholders’ equity

Equity
attributable
1o the equity
hatders
Share Share Other Retained of Severn Minority
capital premium reserves earnings Trent Ple interests Total
im £m £m im £m Im £m
At 1 April 2005 2258 384 4095 1,116.1 1.789.8 19 1,791.7
Share options and LTIPs
- proceeds from shares issued 14 10.2 - - 116 - 11.6
- value of employees’ services - - - 4.1 4.1 - 4.1
Dividends - - - (171.3) (171.3) (0.7) (172.0)
. Deferred tax on items posted directly to equity - - - 08 08 - 08
Total recognised income for the period - - 229 2385 2614 14 2628
At} April 2006 227.2 48.6 432.4 1,188.2 18964 26 1,.899.0
Share options and LTIPs
- proceeds from shares issued 1.1 89 - - 10.0 - 10.0
- value of employees’ services - - - 36 36 - 36
Dividends - - - (739.5) (739.5) (1.0) (740.5)
Deferred tax on items posted directly te equity - - - 0.6 0.6 - 0.6
Demerger of Biffa Plc - - - (280.6) (280.6) - (280.6)
Total recognised income for the period - — (13.4) 257.1 2437 15 2452
At 31 March 2007 228.3 57.5 419.0 429.4 1,1342 3.1 1,137.3

Retained earnings are stated after deducting £7.3 million (2006: £7.3 million) representing own shares purchased by the Severn Trent Employee
Share Ownership Trust for certain senior employees under the Long Term Incentive Plans (LTIPs). The main features of the LTIPs are set out in the
directors’ remuneration report on pages 37 and 38. Following the demerger, the trust sold its holding of Biffa shares and reinvested the proceeds in
the purchase of Severn Trent shares. At 31 March 2007, the trust held 819,240 shares of 97'%.p (2006: 914,894 ordinary shares of 65%sp).

The market value of these shares at 31 March 2007 was £11.7 million (2006: £10.2 million).
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34 Share based payment

The group operates a number of share based remuneration schemes for employees and details of the share awards cutstanding during the year

are as follows:

Employee Approved Share Unapproved Share
Sharesave Scheme Option Scheme Option Scheme

Weighted Weighted Weighted

Nuember average Number average Number average

of share exercise of share exercise of share exercise

options price options price options price

Qutstanding at 1 April 2005 6,678,273 579p 424,582 766p 1,064,320 731p
Granted during the year 1,017,512 823p - - - -
Forfeited during the year (169,511) 534p {15,528) 892p (23,450} 784p
Cancelled during the year (142,669) 587p - - - -
Exercised during the year (1,652,278) 490p (155617} 755p (295,786) 744p
Expired during the year (16,252) 623p - - - -
QOutstanding at 1 April 2006 5715075 641lp 253437 768p 745,084 724p
Granted during the year 561,552 1,172p - - - -
Forfeited during the year (129,177) 693p (86,656) 695p (264,860) 691p
Cancelled during the year (112,999) 734p - - - -
Exercised during the year {1,124,660) 559p (115,399) 800p (329.216) 749p
Expired during the year (24,239) 628p - - - -
Outstanding at 31 March 2007 4,885,552 717p 51,382 816p 151,008 728p

The weighted average share price during the period was £13.82 (2006: £10.29).

Share option schemes
The options outstanding at the end of the period are exercisable as shown below:

i) Employee Sharesave Scheme

Under the terms of the Sharesave Scheme, the board may grant those employees who have entered into an Inland Revenue approved Save As You
Earn contract for a period of three, five or seven years, the right to purchase ordinary shares in the company. Options outstanding at 31 March

2007 were as follows:

Normal date Number of shares

Date of grant of exercise  Option price 2007 2006
January 1999 2004 or 2006 831p - 28,683
January 2000 2003, 2005 or 2007 473p 284,939 301455
January 2001 2004, 2006 or 2008 568p 85,549 448,188
January 2002 2005, 2007 or 2009 548p 463,725 500,388
January 2003 2006, 2008 or 2010 536p 594,156 1277674
January 2004 2007, 2009 or 2011 592p 978,115 1,061,142
January 2005 2008, 2010 or 2012 759p 972,030 1,086,938
January 2006 2009, 2011 or 2013 823p 943,247 10108607
January 2007 2010, 2012 or 2014 1,172p 556,791 -

4,885,552 5,715,075

ii} Approved Share Qption Scheme

Under the terms of the Share Option Scheme (formerly the Executive Share Option Scheme), the board has granted directors and other executives

options to purchase ordinary shares in the company. Options outstanding under this scheme at 31 March 2007 were as follows:

Normal date Number of shares

Date of grant of exercise  Option price 2007 2006
June 1998 2001-2008 1005p 8,956 34,459
June 1999 2002-2009 934p 12,677 35,005
June 2000 2003-2010 688p 14,360 54,335
July 2001 2004-2011 738p 7,722 12,770
June 2002 2005-2012 720p 7,667 22916
July 2003 2006-2013 680.5p - 93,952

51,382 253,437

82 Severn Trent Annual Report and Accounts 2007




iit) Unapproved Share Option Scheme

The board has granted executives options to purchase ordinary shares in the company under an unapproved share option scheme. Options

outstanding under this scheme at 31 March 2007 were as follows:

Normal date Number of shares
Date of grant of exercise  Option price 2007 200
June 1998 2001-2008 1005p - 21,271
June 1999 2002-2009 934p 5,899 50,989
June 2000 2003-2010 688p 36,758 181,249
July 2001 2004-2011 738p 58,897 107,665
June 2002 20Q05-2012 720p 49,454 127,459
July 2003 2006-2013 680.5p - 256,451
151,008 745084
iv) Fair values of awards made in the year
2007 2006
Number Fair value Number Fair value
£m £m
LTIP awards 339,564 21 704790 56
Sharesave options 561,552 1.7 1017512 1.8
Share Incentive Plan (SIP) 1,368 - 131,475 1.3
The fair values of the LTIP awards were calculated using the Monte Carlo method. The principal assumptions were as follows:
LTIP award year 2006/07 2005/06 2004/05
Share price at grant date 1178p 1017p 903p
Number of shares awarded 339,564 704,790 980,591
Number of employees 46 180 231
Vesting period (years) 3 3 3
Expected volatility 159 17% 20%
Expected life {years) 3 3 3
Expected dividend yield n/a n/a 6.5%
Propartion of employees expected to cease employment before vesting 0% 0% 0%
Expectation of meeting economic profit performance criteria n/a 100% 100%
Fair value per share (EP scheme/TSR scheme) 604p 1017p/468p 484p
Details of the basis of the LTIP schemes are set gut in the remuneration report on pages 39 to 40.
The fair values of the Sharesave options were calculated using the Black Scheles model. The principal assumptions were as Jollows!
Scheme year 2006/07 2005/06 2004/05
Scheme type 3 year 5 year 7 year 3 year 5 year 7 year 3 year 5 year 7 year
Share price at grant date 1428p 1428p 1428p 1069p 1069p 1069p 979p 979p 979
Number of options granted 343,413 175,593 42,546 603,633 346,668 65211 619,784 461,680 118,420
Number of employees 1,420 511 96 1775 676 111 1,826 756 175
Vesting period (years) 3 5 7 3 5 7 3 5 7
Expected volatility 15%, 15%, 159%, 17% 17% 17% 30% 30% 30%
Option life (years) 35 5.5 7.5 35 55 7.5 35 55 7.5
Expected life (years) 3.25 5.25 7.25 3.25 525 7.25 3.25 5.25 7.25
Risk free rate 5.19% 5.04%, 4.92%, 431% 4.28% 4.24%, 4529, 4,549 4.56%
Expected dividend yield 4.0% 4.0% 4.0% 6.5% 6.5% 6.5% 6.5% 6.5% 6.5%
Proportion of employees expected to
cease employment before vesting 15.0% 17.0% 13.0% 15.0% 17.0% 13.0% 15.0% 17.0% 13.0%
Fair value per share - sharesave 295p 305p 306p 189p 168p 149p 232p 227p 216p

The SIP shares are purchased on the open market and vest with the employees immediately and hence the value of the shares purchased is

charged straight to the income statement.

During the period, the group recognised total expenses of £3.6 million (2006: £4.1 million) related to equity settled share based payment transactions.

Volatility is based on historical observations as adjusted for unusual market fluctuations.
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35 Disposal of subsidiaries

On 30 June 2006 the group sold Biffa Belgium to Veolia Proprete SA, on 3 November the group sold Severn Trent Property Limited to Prologis
Group Holdings Limited and on 29 December the group sold Severn Trent Laboratories Inc. to Test America Holdings Inc.

The net assets at the date of sale were:

Severn
Severn Trent
Biffa Trent Laboratories
Belgium Property In¢. Total
im £m £m £m
Property, plant and equipment 216 - 30.7 523
ntangible assets and goodwill 23 - 244 26.7
Interests in joint ventures - 7.8 - 78
Inventory 03 28.6 49 338
Trade and other receivables 15.0 1.6 276 442
Trade and other payables (15.6) (6.2) (8.8) (30.6)
Net cash - - 1.7 1.7
Current and deferred tax 14 2.6) (0.9) (2.1}
Provisions (10.0) - - (10.0}
15.0 29.2 79.6 1238
Foreign exchange movements recycled from reserves 0.8) - (0.1) 0.9)
Profit/(loss) on disposal 9.5 2.7 (2.4) 9.8
Total consideration 23.7 319 77.1 132.7
Satisfied by:
Cash 23.7 319 77.1 132.7
Net cash inflow arising on disposat:
Cash consideration 237 319 77.1 132.7 -
Cash and cash equivalents disposed of - - (2.1) (2.1}
23.7 319 75.0 130.6

The profit on disposal is included in the exceptional costs analysed in note 8. Biffa Belgium and Severn Trent Laboratories Inc. have been classified

as discontinued activities.

The contracts relating to the disposals of Biffa Belgium, Severn Trent Property and Severn Trent Laboratories Inc. included adjustments to the

consideration based on the values of certain assets and liakilities in completion accounts drawn up {o the date of disposal. The completion

accounts for Biffa Belgium and Severn Trent Property were agreed with the respective purchasers during the year ended 31 March 2007. The

process of reviewing and agreeing the completion accounts for Severn Trent Laboratories Inc. is ongoing. The consideration included above
represents the directors' best estimate of the outcome of that process.

On 6 October 2006 the group completed the demerger of Biffa Plc. The net assets of Biffa Plc at the date of demerger were:

Biffta
Plc
£m
Property, plant and equipment 3395
Intangible assets and goodwill 391.6
Interests in joint ventures 1.1
Inventory 30
Trade and other receivables 157.0
Trade and other payables (123.2)
Net debt (355.7)
Pension deficit {(39.0)
Current deferred tax (21.9)
Provisions (71.8)
Net assets demerged 280.6
Net cash outflow arising on demerger:
Cash and cash equivalents demerged {(21.9)

The demerger of Biffa Plc has been accounted for as a distribution of the Biffa Plc net assets at their carrying values on the date of demerger.

Biffa Plc has been classified as a discontinued operation.
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36 Cash flow statement

a) Reconciliation of operating profit to operating cash flows

2007 2006

(restated)

£m £m

Profit before interest and tax from continuing operations 430.0 3774
Profit before interest and tax from discontinued operations 349 91.0
464.9 468.4

Depreciation of property, plant and equipment 254.5 2679
Amortisation of intangible assets 29.4 293
Impairment of goodwill 31.5 -
Pension service cost 49.3 39.7
Pension contributions (97.4) (105.2)
Share based payments charge 3.6 4.1
Profit on sale of property, plant and equipment (39.6) 4.3)
Profit on sale of subsidiaries and associates (24.5) -
Deferred income movement (3.9) (3.5)
Provisions for liabilities and charges 21.1 29.8
Utitisation of provisions for liabilities and charges (21.8) (34.6)
{Increase)/decrease in stocks (4.5) 134
Increase in debtors (92.0) (10.8)
Decrease in creditors 3.0 64.7
Cash generated from operations 574.0 7589
Interest paid (148.0) (13%.4)
Interest element of finance lease rental payments (20.2) (45.1})
Tax paid (36.0) (68.3)
Net cash inflow from operating activities 369.2 506.1

b) Analysis of net cash and cash equivalents

2007 2006

£m £m

Cash and cash equivalents 143.2 142.6
Banrk overdrafts (0.1) (32.2)
1431 110.4

¢) Non cash transactions

No additions to property, plant and equipment during the year were financed by new finance leases (2006: £0.3 million).
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37 Contingent liabilities

a) Bonds and guarantees
Group undertakings have entered into bonds in the normal course of business. No liability is expected to arise in respect of either bonds or
guarantees.

b) Regulatory matters
In May 2004 an employee of Severn Trent Water raised a number of allegations relating, in particular, to alleged accounting inaccuracies and
regulatory returns.

On 31 October 2005, as a result of a referral by Ofwat, the Serious Fraud Office (SFO} informed the campany that it was undertaking a criminal
investigation into alleged reporting irregularities made to Ofwat by Severn Trent Water Limited between 2000 and 2003, Ofwat had been
conducting its own investigation following the aliegations made by the employee of Severn Trent Water. Ofwat began its investigation into the
allegations in January 2005. The matter reported to the SFO concerned data on leakage.

On 7 March 2006 Ofwat published its interim report congerning the allegations of false reporting made against Severn Trent Water in 2004.
In responding to the report Severn Trent Plc agreed to credit customers’ accounts and reduce future tariffs.

The company also acknowledged that Ofwat may expect further amends to be made to customers, Ofwat has stated that this penalty will be
discussed with Severn Trent Water on completion of the SFO investigation into leakage.

In April 2006 the company announced that the board believed there was prima facia evidence of customer relations data being misstated by
Severn Trent Water in submissions to Ofwat. We are working and fully cooperating with Ofwat and Ernst & Young LLP an their investigations into
this. In June 2006 Ofwat issued a notice under section 22A of the water Industry Act stating its intention to fine Severn Trent Water for failure to
meet customer service standards.

No reliable estimate can currently be made of the amounts that might become payable as a result of the SFO enquiry, Ofwat's final conclusien in
respect of the allegations of false reporting or its review of customer relations data. Consequently, except as noted above, no provision has been
included in these financial statements in respect of these matters.

¢) Disposal of subsidiaries
The group has given certain guarantees and indemnities in relation to disposals of businesses.

In June 2005 the Flemish Waste Agency (OVAM) instigated an investigation by the Antwerp Examining Magistrate into Biffa Belgium's waste
recycling operations in connection with the payment of environmental taxes. Although two of the Biffa Belgium companies were indicted by the
Flemish prosecuting authorities on 13 December 2005, the proceedings against these companies have not progressed any further since that date.
Separately, the Nivelles Public Prosecutor issued a claim on 22 November 2006 against Biffa Belgium that may relate to the same matters
investigated in the Flanders region.

No provision has been made for any criminal penalties that might result from this investigation since no reliable estimate can be made of the
amount that might become payable. Pursuant to the sale agreement of 11 May 2006, the group has given an indemnity in relation to certain costs
that may be suffered by the former Biffa Belgium businesses as a result of these proceedings. A provision of £1.5 million has been made in these
financial staterments for liabilities that that may result from this indemnity.

Pursuant to the sale agreement of 11 May 2006, the group has given an indemnity in relation to certain costs that may be suffered by the former
Biffa Belgium businesses as a result of these proceedings. A provision of £1.5 million has been made in these financial statements for liabilities
that may result from this indemnity.

On 5 March 2007 the group received notice of a claim for €23.4 million from Veolia Proprete S.A. alleging breach of warranty in relation to the
disposal of Bitfa Belgium. The group considers that there is no basis for this claim and hence no provision has been recorded in the financial
_ statements in relation to this matter.

The group is not aware of any other liability that is likely to result from these guarantees and indemnities that has not been provided for in these
financial staternents.
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38 Financial and other commitments

2007 2006
im im

Investment expenditure commitments
Contracted for but not provided in the financial statements 2427 148.5

In addition to these contractual commitments, Severn Trent Water Limited has longer term expenditure plans which include investments to
achieve improvements in performance mandated by the Director General of Water Services and to provide for growth in demand for water
and sewerage services.

At the balance sheet date the group had outstanding commitments for future minimum operating lease payments under non cancellable
operating leases, which fall due as follows:

2007 2006

£m £m

Within one year 7.0 19.3
In the second to fifth years inclusive 17.0 336
After more than five years 10.0 54.0
34.0 106.9

Operating lease payments represent rentals payable by the group for certain of its office properties, plant and equipment.

39 Post balance sheet events
Following the year end the Board of Directors has proposed a final dividend of 38.68 pence per share. Further details of this are shown in note 13.

40 Related party transactions
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 and its associates and joint ventures are disclosed below.

a) Trading transactions

Amaunts due Amounts due
Sale of goods Purchase of goods from related parties to related parties
007 2006 2007 2006 2007 2006 2007 2006
£m £m £m £m £m £m £m £m
Cognica - - 0.1 0.1 - 0.1 - -
Detroit Water 0.2 0.2 - - - 0.1 - -
St 7.7 9.1 - - 9.5 11.7 - -
Severn Trent De Nora - - - 0.2 - 0.2 - -
7.9 9.3 0.1 0.3 9.5 12.1 - -

The related parties are asscciated and joint ventures in which the group has a participating interest.

b) Remuneration of key management personnel
Key management personnel comprise the executive directors and senior management of Severn Trent Plc, Severn Trent Water, and Severn Trent
Services. :

The remuneration of the directors is included within the amounts disclosed below. Further information about the remuneration of individuat
directors is provided in the audited part of the Directors’ remuneration report on pages 41 to 43.

2007 2006

£m £m

Short term employee benefits - 6.4 8.7
Post employment benefits 0.8 1.6
Termination benefits 0.5 0.3
Share based payments 0.1 1.1
7.8 11.7
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41 Principal subsidiary undertakings and their directors

Details of the principal operating subsidiaries are given below.

A complete list of subsidiary undertakings is available on request
to the company and will be filed with the next Annual Return.

Water and Sewerage

Severn Trent Water Limited

2297 Coventry Road, Birmingham B26 3PU
Telephone 0121 722 4000

Directors

Sir John Egan C S Matthews
B Bulkin M J E McKeon
R H Davey J B Smith

M J Houston A P Wray

Water Technologies and Services

Severn Trent Services Inc.

Suite 300, 580 Virginia Drive,

Ft Washington Pennsylvania 19034 2707, USA

Telephone 001 215 646 9201

(Incorporated and operational in the United States of America)

Directors

DL Chester
C S Matthews

L F Graziano

Severn Trent Environmental Services Inc.

Park 10, 16337 Park Row ’

Houston, Texas 77084, USA

Telephone 001 281 578 4200

(Incorporated and operational in the United States of America)

Directors

D L Chester L F Graziano

K J Kelly

Severn Trent Services Limited
Park Lane, Minworth, Sutton Coldfield, West Midlands B76 9BL
Telephone 0121 313 2300

Directors
L F Graziano R C McPheely
K A A Porritt P M Senior

Severn Trent Water Purification Inc.

3000 Advance Lane, Colmar

Pennsylvania 18915, USA

Telephone 001 215 997 4000

{Incorporated and operational in the United States of America)

Directors

D L Chester
K J Kelly

L F Graziano

Severn Trent Metering Services Limited
Smeckley Wood Close

Chesterfield Trading Estate
Chesterfield S41 9PZ

Telephone 01246 456658

Directors

L F Graziano R C McPheely
K A A Porritt P M Senior
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Severn Trent Services Irternational Limited
{formerly Severn Trent Water International Limited)
2308 Coventry Road, Birmingham B26 3JZ
Telephone 0121 722 6000

Directors
L F Graziano R C McPheely
K A A Porritt P M Senior

C2C Services Limited

(80% owned)

2308 Coventry Road, Birmingham B26 3JZ
Telephone Q121 722 6000

Directors

W F Earp A J Handford
B M Horner R J Phillips
W G Weatherdon E A Wilson

Severn Trent Laboratories Limited

STL Business Centre, Torrington Avenue
Coventry CV4 9GU

Telephone 024 764 21213

Directors
L F Graziano R C McPheely
K A A Porritt P M Senior

Other Businesses

Derwent Insurance Limited

6A Queensway, PO Box 64, Gibraltar

Telephone 00 350 47529

(Insurance ¢company - incorporated and operational in Gibraltar)

Directors

N Feetham F B Smith

F White

Country of incorporation and main operation is Great Britain and
registration is England and Wales unless otherwise stated.

All subsidiary undertakings are wholly owned unless otherwise
indicated. All shareholdings are in ordinary shares.

All subsidiary undertakings have been included in the consclidation.

As at 5 June 2007




We have audited the parent company financial statements of Severn Trent Pic for the year ended 31 March 2007 which comprise the balance
sheet, statement of total recognised gains and losses and the related notes 1 to 19. These parent company financial statements have been
prepared under the accounting policies set out thergin.

We have reported separately on the group financial statements of Severn Trent Plc for the year ended 31 March 2007 and on the information in
the directors’ remuneration report that is described as having been audited.

This report is made solely to the company’s members, as a body, in accordance with section 235 of the Companies Act 1985, Qur audit work has
been undertaken so that we might state to the company’s members those matters we are required to state to them in an auditors’ report and for
no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company's members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and avditors

The directors” responsibilities for preparing the Annual Report, the directors’ remuneration report and the parent company financial statements in
accordance with applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out
in the statement of directors’ responsibilities.

Our responsibility is to audit the parent company financial statements and the part of the directors’ remuneration repert to be audited in
accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK and Ireland}.

We report to you: our opinion as to whether the parent company financial statements give a true and fair view and whether the parent company
financial statements have been properly prepared in accardance with the Companies Act 1985.

We also report to you whether in our opinion the directors' repeort is consistent with the parent company financial statements. The information
given in the directors' report includes that specific information presented in the chairman's statement, the group chief executive's review and
the performance review that is cross referred from the business review section of the directors’ report.

In addition we report to you if, in our opinion, the company has nct kept proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law regarding directors’ remuneration and other transactions is not disclosed.
We read the other information contained in the Annual Report as described in the contents section and consider whether it is consistent with the
audited parent company financial statements. We consider the imptications for our report if we become aware of any apparent misstatements or
material inconsistencies with the parent company financial statements. Qur responsibilities do not extend to any further information outside the
Annuat Report.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the parent company financial statements. Il also
includes an assessment of the significant estimates and judgements made by the directors in the preparation of the parent company financial
statements, and of whether the accounting policies are appropriate to the company’s circumstances, consistently applied and adeguately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us
with sufficient evidence to give reascnable assurance that the parent company financial statements are free from material misstatement, whether
caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in
the parent company financial statements.

Opinion
In our opinion:

> the parent company financial statements give a true and fair view, in accordance with United Kingdom Generally Accepted Accounting Practice,
of the state of the company’s affairs as at 31 March 2007;

> the parent company financial staiemenis have been properly prepared in accordance with the Companies Act 1985; and
> the information given in the directors’ report is consistent with the parent company financial statements,

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors

Londen, UK
5 June 2007
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2007 2006
Notes £m £m
Fixed assets
Tangible fixed assets 2 0.1 5.8
Investments in subsidiaries 3 3,260.9 36705
Derivative financial instruments 0.6 0.7
3,261.6 36770
Current assets
Debtors 4 108.2 54.4
Derivative financial instruments 1.6 39
Short term deposits - 40.0
Cash at bank and in hand 498.0 330.2
607.8 4285
Creditors: amounts falling due within one year 5 (703.9) (873.5)
Net current liabilities (96.1) (445.0)
Total assets less current liabilities 3,165.5 3,232.0
Creditors: amounts falling due after more than one year 6 (238.3) (269.9)
Net assets 2927.2 2,962.1
Capital and reserves attributable to the company's equity shareholders
Called up share capital 10 228.3 227.2
Share premium account 11 57.5 486
Other reserves 12 140.8 137.6
Retained earnings 13 2,500.6 2,548.7
Equity attributable to the company’s equity shareholders 13 2927.2 2962.1
Signed on behalf of the board who approved the accounts on 5 June 2007.
Sir John Egan Michael McKeon
Chairman Group Finance Director
Company statement of total recognised gains and losses
For the year ended 31 March 2007
2007 2006
£m £m
Transfers
Transfers to profit and loss account on cashflow hedges 3.2 3.2
Deferred tax on transfers to profit and loss account {1.0) (0.8)
2.2 24
Profit for the period 1,402.4 1454
Total recognised gains and losses for the period 1,404.6 147.8
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1 Accounting policies

a) Basis of accounting

The financial statements have been prepared under the historical cost convention as maodified by the revaiuation of financial assets and liabilities
(including derivative instruments) at fair value through profit or loss and in accordance with applicable United Kingdom Accounting Standards and
comply with the requirements of the United Kingdom Companies Act 1985 ('the Act’).
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b) Tangible fixed assets and depreciation
Tangible fixed assets are included at cost less accumulated depreciation. Freehold land is not depreciated. Other assets are depreciated on a
straight line basis over their estimated economic lives, which are principally as follows:

Years
Buildings 30-60
Vehicles, computers and software 2-15

¢} Leased assets

Where assets are financed by leasing arrangements which transfer substantially all the risks and rewards of ownership of an asset to the lessee
(finance leases), the assets are accounted for as if they had been purchased and the fair values of minimum lease payments are shown as an
obligation to the lessor. Lease payments are treated as consisting of a capital element and a finance charge, the capital element reducing the
obligation to the lessor and the finance charge being written off to the profit and loss account over the period of the lease in proportion {o the
capital amount outstanding. Depreciation is charged over the shorter of the estimated useful life and the lease period. All other leases are
accounted for as operating leases. Rental costs arising under operating leases are charged to the profit and loss account on a straight line basis
over the life of the lease.

d) Impairment of fixed assets and investments

Impairments of fixed assets and investments are calculated as the difference between the carrying value of net assets of income generating units,
including where appropriate investments and goodwill, and their recoverable amounts. Recoverable amount is defined as the higher of net
realisable value or estimated value in use at the date the impairment review is undertaken. Net realisable value represents the net amount that can
be generated through sale of assets. Value in use represents the present value of expected future cash flows discounted on a pre-tax basis, using
the estimated cost of capital of the income generating unit. Impairment reviews are carried out if there is some indication that an impairment may
have occurred, or, where otherwise required, to ensure that goodwill and fixed assets are not carried above their estimated recoverable amounts.
Impairments are recognised in the profit and loss account and, where material, are disclosed as exceptional.

e) Financial instruments

Debt instruments

All loans and borrowings are initially recognised at cost, being the net fair value of the consideration received. After initial recognition, interest-
bearing loans and borrowings are subsequently measured at amortised cost using the effective interest rate method. Where a loan or borrowing
is in a fair value hedging retationship it is remeasured for changes in fair value of the hedged risk at the balance sheet date with gains or losses
being recognised in the income staterment (see below).

Gains and losses are recognised in the profit and loss account when the liabilities are derecognised or impaired, as well as through the
amaortisation process.

Derivative financial instruments and hedging activities

The group uses derivative financial instruments such as cross currency swaps, forward currency contracts and interest rate swaps to hedge its
risks associated with foreign currency and interest rate fluctuations. Such derivative instruments are initially recorded at cost and subsequently
remeastured at fair value for the reported balance sheet. The fair vaiue of cross currency swaps, interest rate swaps and forward currency contracts
is calculated by reference to market exchange rates and interest rates at the period end.

In relation to fair value hedges which meet the conditions for hedge accounting, the gain or loss on the hedging instrument is taken to the profit
and loss account where the effective portion of the hedge will offset the gain or loss on the hedged item (see above).

In relation to cash flow hedges which meet the conditions for hedge accounting, the portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge is recognised directly in reserves, and the ineffective portion in the profit and loss account. The gains or losses
deferred in reserves in this way are recycled through the profit and loss account in the same period in which the hedged underlying transaction or
firm commitment is recognised in the profit and loss account.

For derivatives that do not qualify for hedge accounting, gains or losses are taken directly to the profit and loss account in the period.

Hedge accounting is discontinued when the hedging instrument expires, is sold, terminated or exercised, or no longer qualifies for hedge
accounting. At that date any cumulative gain or loss on the hedging instrument recognised in reserves is kept in reserves until the forecast
transaction occurs, or transferred to the profit and loss account if the forecast transaction is no longer expected {o occur.

Derivatives embedded in other financial instruments or other host contracts are treated as separate derivatives when their risks and characteristics

are not closely related to those of the host contract or the host contract is not carried at fair value with gains and losses reported in the profit and
loss account.
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) Investments
Investments in subsidiary undertakings are held at historical cost.

After initial recognition at cost (being the fair value of the consideration paid), investments which are classified as held for trading or available for
sale are measured at fair value, with gains or losses recognised in income or equity respectively. When an available for sale investment is disposed
of, or impaired, the gain or loss previously recognised in reserves is taken to the profit and loss account.

Other investments are classified as held to maturity when the group has the positive intention and ability to hold to maturity. Investments held for
an undefined period are excluded from this classification. Such investments {and those held to maturity) are subsequently measured at amortised
cost using the effective interest rate method, with any gains or losses being recognised in the profit and loss account.

g) Share based payments
The company 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 hy reference to the fair value of the awards granted calculated using a pricing model, excluding
the impact of any non market conditions. The number of awards expected to vest takes into account non market vesting conditions inciluding,
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 based condition.

h) Cash flow statement
The company has taken advantage of the exemption under Financial Reporting Statement 1 ‘Cash flow statements’ and has not produced a cash
flow statement.

iy Deferred taxation

Deferred taxation is fully provided for in respect of timing differences between the treatment of certain items for taxation and accounting purposes
only to the extent that the group has an obligation to pay more tax in the future or a right to pay less tax in the future. Deferred tax assets are only
recognised to the extent that taxable profits are expected to arise in the future. Material deferred taxation balances arising are discounted by
applying an appropriate risk free discount rate.

i} Pensions

The company participates in the group's defined benefit and defined contribution pension schemes, details of which are set out in note 28 to the
group financial statements. However, the company is currently unable to identify its share of assets and liabilities relating to the defined benefit
schemes. The pension costs charged against the operating profit are the contributions payable to the scheme in respect of the accounting period
in respect of the defined benefit and defined contribution schemes.

2 Tangible fixed assets
Land and Plant and

buildings equipment Total
im £m £m

Cost
At 1 April 2006 6.7 6.2 129
Disposals (6.0) 2.0) 8.0)
At 31 March 2007 0.7 4.2 4.9

Depreciation
At 1 April 2006 21 5.0 7.1

Charge for year - 0.3 03
Disposals 1.4 (1.2) (2.6)
At 31 March 2007 0.7 4.1 4.8
Net book value

At 31 March 2007 - 0.1 0.1
At 31 March 2006 46 1.2 58
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3 Invesiments

Subsidiary undertakings

Shares Loans Total

£m £m £m

At 1 April 2006 1,291.5 23790 3,670.5
Additions/loans advanced 38 737 77.5
Disposals/loans repaid 3.8) (470.8) (474.6)
Dividend in specie received 711.3 - 711.3
Dividend in specie paid (711.3) - {711.3)
Loans exchanged for shares 26 (2.6) -
Foreign exchange movement - {12.5) {12.5)
At 31 March 2007 1,294.1 1,966.8 3,260.9

Details of the principal subsidiaries of the company are given in note 41 of the group financial statements.

The dividend in specie received represents the cost of shares in Biffa Plc which were distributed to the company by its subsidiary, from Severn
Trent Holdings Limited. The dividend in specie paid represents the same shares in Biffa Plc that were transferred to Severn Trent Plc's shareholders

on demerger.

4 Debtors

2007 2006
&m £m
Amounts owed by group undertakings 94.0 14.2
Corporation tax receivable - 14.2
Deferred tax 9.6 17.4
Otber debtors 0.9 0.8
Prepayments and accrued income 3.7 78
108.2 54.4

5 Creditors: amounts falling due within one year
2007 2006
£m £m
Bank overdrafts - 259
Cther toans 551.2 671.8
Borrowings 551.2 697.7
Derivative financial instruments 188 40.3
Trade creditors 08 -
Amounts due to group undertakings 101.3 1084
Other creditors 7.3 7.7
Taxation and social security 0.8 08
Corporation tax payable 10.0 -
Accrued expenses 13.7 186
703.9 8735
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6 Creditors: amounts falling due after more than one year

2007 2006

£m £m

Borrowings -~ other ioans 207.4 244.5
Derivative financial instruments 23.4 11.7
Other creditors 7.5 13.7

238.3 269.9

7 Employee costs and auditors’ remuneration

2007 2006

£m £m

Wages and salaries 10.7 108
Social security costs 0.8 1.0
Pension costs 10 -~ 4.2
Total employee costs 125 16.0

For details of directors’ remuneration see pages 43 to 45.

Auditors’ fees in respect of the company were £200,000 {2006: £135,000). For full details of the fees paid to the auditors by the group, see note 7
of the group financial statements.

Fees payable to Deloitte & Touche LLP and their associates for non audit services to the company are not required to be disclosed because the
group financial statements are required to disclose such fees on a consolidated basis.

8 Employee numbers
Average number of employees of the company (including executive directors) during the year (full time equivalent) was 73 (2006: 88).

All were based in the United Kingdom.
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9 Borrowings

2007 2006

£Em £m

Bank overdrafts - 259
Other loans 758.6 916.3
Borrowings 758.6 9422

The company’s borrowings are denominated in the following currencies after taking account of cross currency swaps the company has
entered into:

2007 2006

£m £m

Sterling 758.6 916.3
Euro - 259

758.6 942.2

The fair vatues of the company’s borrowings were:

2007 2006
£m £m
Bank overdrafts 259

QOther loans 7113 9194
711.3 9453

Fair values are based on expected future cash flows discounted using LIBOR forward interest rates related to the expected timing of payments.
After taking into account interest and cross currency swaps, 38% of the company's borrowings are at fixed interest rates (2006: 32%). The
remainder of the company’s debt is held at floating rate. Sterling debt bears interest at LIBOR, US dollar debt bears interest at US dollar LIBOR,
whilst euro debt bears interest at EURIBOR,

Fixed rate debt has a weighted average interest rate of 6.4% (2006: 6.4%,) for a weighted average period of 7.2 years (2005: 8.2 years).

Berrowings analysed by maturity date

2007 2006

£m £m

Borrowings due within one year 529.0 697.7
Borrowings due after one year: .

Between one and two years 130.7 174

Between two and five years 53.4 192.0

After more than five years 45.5 35.1

Total borrowings due after one year 229.6 2445

758.6 9422
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10 Share capital

2007

2006

£m Im
Total autherised share capital:
346,783,834 ordinary shares of 97'4sp (2006: 520,175,751 ordinary shares of 65%sp) 339.5 3395
Total issued and fully paid share capital:
233,164,566 ordinary shares of 97'%sp (2006: 348,093,283 ordinary shares of 65%.p) 228.3 227.2

On the demerger of Biffa Plc the ordinary share capital of the company was consolidated with the intention that the share price of Severn Trent Plc
shares would be similar before and after the demerger. Two new Severn Trent shares were issued for every three old Severn Trent shares held.

Changes in share capital were as follows:

Number £m
Ordinary shares of 65%:p
At 1 April 2006 348,093,283 227.2
Shares issued at 473p, 536p, 548p, 568p, 592p, 759p, 823p or 831p
under the group's Employee Sharesave Scheme 1,062,231 0.7
Shares issued at 680.5p, 688p, 720p, 738p, 934p, or 1,005.3p
under the group’s Share Option Scheme 375,725 0.2
At 6 October 2006 349,531,239 2281
Share consolidation (116,510,413) -
Ordinary shares of 97'%p 233,020,826 228.1
Shares issued at 473p, 536p, 548p, H68p, 592p, 759p, 823p or 831p
under the group's Employee Sharesave Scheme 67,837 0.1
Shares issued at 680.5p, 688p, 720p, 738p, 934p, or 1,005. 3p
under the group’s Share Option Scheme 75,903 0.1
At 31 March 2007 233,164,566 228.3
11 Share premium
2007 2006
£m &m
At 1 April 48.6 384
Employee share option schemes 8.9 10.2
At 31 March 57.5 48.6
12 Other reserves
Capital Total
redemption Hedging Special other
reserve reserve reserve reserves
£m £m £m &m
At 1 April 2005 156.1 21.7) - 1344
Cash flow hedges — transfer to net profit - 3.2 - 3.2
At 31 March 2006 156.1 (18.5) - 1376
Cash flow hedges - transfer to net profit - 3.2 3.2
Transfer from profit and loss account - - 711.3 711.3
Dividend in specie paid - - (711.3) (711.3)
At 31 March 2007 156.1 (15.3) - 140.8

The capital redemption reserve arose on the repurchase of B shares. This is not distributable.
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13 Reconciliation of shareholders’ equity

Equity
attributable
to the equity
holders
Share Share Other Retained of Severn
capital premium reserves earnings Trent Pl
£m £m Im £m im

At 1 April 2005 2258 384 1344 25709 2,9869.5
Cash flow hedges
- Transfers to net profit - 32 - 32
Share options and LTIPs
- proceeds from shares issued 1.4 10.2 - - 116
- value of employees’ services - - - 41 4.1
Net profit for the year - - - 1454 1454
Dividends - - - (171.3} (171.3)
Deferred tax an items posted directly to equity - - - (0.4) 0.4
At 31 March 2006 227.2 48.6 1376 25487 2962.1
Cash flow hedges
- Transters to net profit - - 3.2 - 32
Share options and L7IPs
- proceeds from shares issued 1.1 89 - - 10.0
- value of employees’ services - - 1.4 1.4
Net profit for the year - - - 1,402.4 1,402.4
Transfer to special reserve - - 711.3 (711.3) -
Dividend in specie paid - - {(711.3) - (711.3)
Dividends - - - (739.4) (739.4)
Deferred tax ¢n items posted directly to equity - - - (1.2} 1.2)
At 31 March 2007 2283 57.5 140.8 2,500.6 2,927.2

in previous years £1,221.2 million of the company's retained profit arose as a result of group restructuring exercises, and is not considered likely
to be distributable. As permitted by Section 230 of the Companies Act 1985, no profit and loss account is presented for the company.

14 Employee share schemes

For details of employee share schemes and options granted over the shares of the company, see note 34 of the group financial statements.

Under the terms of the Sharesave Scheme, the board may grant those employees who have entered info an Inland Revenue approved Save As You
Earn contract for a period of three, five or seven years, the right to purchase ordinary shares in the company.

Weighted

Number average

of share exercise

options price

Outstanding at 1 April 2006 11,068 994p

Granted during the year
Forfeited during the year
Exercised during the year

1,106 1,172p
(535) 1,128p
{2.257) 1,065p

Outstanding at 31 March 2007

9,382 1,029p

The weighted average share price during the year was £13.82 (2006:

Options outstanding at 31 March 2007 were as follows:

£10.29)

Nermal date Number of shares
Date of grant of exgrcise  Option price 2007 2006
Januvary 2000 2007 831p 2,688 2,688
January 2001 2006 473p - 2,257
January 2002 2007 or 2009 548p 1,614 1614
January 2004 2009 536p - 535
January 2005 2008, 2010 or 2012 759p 249 249
January 2006 2009, 2011 or 2013 823p 3,725 3,725
January 2007 2010. 2012 or 2014 1172p 1,106 -

9,382 11,068
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" During the period the following LTIP awards, SIP awards and share options have been granted to company employees:

2007 2006
Fair value Fair value
Number £m Number £m
LTIP awards 200,345 1.2 203,450 1.5
Sharesave options ’ 7,377 - 20,766 -
Share Incentive Pian (SIP) ' 1,368 - 1,900 -

Details of the calculation of the fair value of share awards is given in note 34 of the group financial statements.
The company has charged £1.4 million (2006: £1.1 million} to the profit and loss account in respect of share based payments.

15 Pensions

The company operates a number of defined benefit schemes (being the Severn Trent Pension Scheme, the Severn Trent Water Mirror Image
Pension Scheme and the Severn Trent Senior Staff Pension Scheme). In addition, the group operates an unfunded arrangement for certain
employees whose earnings are above the pension cap.

Further details regarding the operation of these schemes are given in note 28 of the group financial statements.

The company is currently unable to identify its share of the underlying assets and tiabilities from the group's defined benefit schemes, and hence it
continues to account for the cost of contributions as if the schemes were defined contribution schemes.

The pension charge for the year was £1.0 million (2006: £4.2 million).

16 Related party transactions
The company has taken advantage of the exemption under FRS 8 and not-disclosed details of transactions with other undertakings within Severn
Trent group of companies.

17 Contingent liabilities

a) Bonds and guarantees

The company has entered into bonds and guarantees in the normal course of business. No liabilities are expected to arise in respect of either the
bonds or guarantees.

b) Bank offset arrangements

The banking arrangements of the company operate on a pooled basis with certain of its subsidiaries undertakings. Under these arrangements
participating companies guarantee each others’ overdrawn balances to the extent of their credit balances, which can be offset against balances of
participating companies.

18 Post balance sheet events
On & June 2007 the board of directors proposed a final dividend of 38.68 pence per share.

19 Dividends
For details of the dividends paid and proposed in 2006/07 and 2005/06 see note 13 in the group financial statements.

98 Severn Trent Annual Report and Accounts 2007




IFRS IFRS IFRS UKGAAP UKGAAP
2007 2006 2005 2004 2003
{restated) {restated) (restated)
Continuing operations {JFRS)/Continuing and discontinued (UK GAAP) &m £m £m im £m
Turnover 1,480.2 1,455.3 1,252.3 2,015.1 1,852.0
Profit before interest, goodwill amortisation and exceptional items 405.3 393.0 3095 440.6 409.8
Goodwill amertisation - - - (29.8) (25.2)
Profit before interest, tax and exceptional items 405.3 393.0 309.5 4108 384.6
Net exceptional items 24.7 (15.7} {2.3) il6 (40.8)
Net interest payable before fair value movements on treasury instruments (153.8) (163.9) (164.1) (168.0) (159.4)
Fair value movements on ireasury instrumenis 48.8 (36.7) - - -
Results of associates and joint ventures 0.5 1.1 Q.7 - -
Profit on ordinary activities before taxation 3255 1778 143.8 2544 1844
Current taxation on profit on ordinary activities (58.5) (61.5) (19.1) (33.3) (24.8)
Deferred taxation (18.4) 7.3 (34.3) (36.3) (99.5)
Profit on ordinary activities after taxation 248.6 123.6 90.4 1848 100.1
Discontinued (IFRS) 20.0 99.4 67.7 - -
Profit for the period 268.6 223.0 158.1 184.8 100.1
Net assets employed
Fixed assets 5,675.5 6,391.6 6,290.8 58039 5480.6
Other net liabilities excluding net debt, retirement benefit
obligation and provisions (242.9) (212.2) (218.3) (266.7) (232.1)
Financial instruments (102.6) (130.0) - - -
Retirement benefit obligation (135.1) (221.9) (317.5) - -
Pravisions for liakilities and charges and deferred tax (930.0) (980.4) (1.109) (572.0) (523.1)
Net assets held for sale - 13.0 - - -
4,264.9 4,860.1 4,744.1 4,965.2 47254
Financed by
Called up share capital 2283 227.2 2258 225.2 224.4
Reserves 905.9 1,669.2 16218 1,988.5 1,993.2
Total shareholders’ funds 1,134.2 18964 18476 22137 2,217.6
Minority shareholders’ interests 31 2.6 19 2.4 22
Net debt 3,127.6 29611 28946 2,749.1 2,505.6
4,264.9 4,860.1 4,744.1 4,965.2 47254
Statistics
Earnings per share (continuing) (UK GAAP continuing and discontinued) 106.1p 52.9p 39.0p 80.3p 43.4p
Adjusted earnings per share 82.4p 70.4p 52.6p 92.1p 87.2p
Dividends per share 61.45p 51.13 4851p 47.04p 459p
Dividend cover (before exceptional items and before deferred tax) 1.8 1.3 1.2 1.3 13
Gearing 73.3% 60.9% 61.0% 55.4% 53.0%
Ordinary share price at 31 March 1,434p 1117p 915p 761p 716p
Average number of employees — Water and Sewerage 5,289 5,188 5,106 4,998 4,780
- other 7,172 11,124 11,268 10,795 9,867

Following the impiementation of UITF 38 — *Accounting for ESOP Trusts’, the 2004 balance sheet was restated to reflect shares held by the Severn
Trent Employee Share Ownership Trust which have not vested unconditionally at the balance sheet date. The 2003 comparatives have not been

restated for this in the above table.

Gearing has been calculated as net debt divided by the sum of net equity and net debt.
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Financial calendar and results announcements
Annual General Meeting

24 July 2007, at 11.00am

at the National Motorcycle Museum, Coventry Road,
Bickenhill, Solihull, West Midlands B92 QEJ

Dividend payments in respect of the year ended 31 March 2007:
Interim dividend - paid 24 January 2007

Proposed final dividend - payable 3 August 2007

The results of the group will normally be published at the following
times:

Interim results for the six months to 30 September November
Preliminary results for the year to 31 March June
Report and accounts for the year to 31 March June

Shareholder enquiries

If you have a question about your shareholding in the company you
should contact our registrar, Lloyds TSB Registrars, who are responsible
for making dividend payments and updating the register of
shareholders, including details of changes to addresses and names.

Analysis of shareholdings at 31 March 2007

You should also contact the registrar if you would like to have your
dividends paid directly into your bank or building society account.

The registrar’s contact details are:

Telephone helpline: 0870 600 3967

E-mail: severntrent@loydstsb-registrars.co.uk

Lioyds TSB Registrars, The Causeway, Worthing,

West Sussex, BN99 6DA

Online communication

Shareview, is operated by Lloyds TSB Registrars and gives you access
to services over the internet that enable you to check details of your
shareholding at any time.

You can also elect to receive communications from the company
electronically. You will receive an e-mail notification when the Annual
Report and Notice of Annual General Meeting become availabte on
our website.

You can register for both of these services at www.shareview.co.uk.

Company information

The company’s website at www.severntrent.corn provides news and
details of the company’s activities, latest results, information on the
share price and links to our businesses’ websites.

Number

Number of % of of shares
Category shareholders  shareholders {millions) of shares
Individual and joint accounts 72,688 9282 26.5 11.37
Other* 5619 - 718 206.7 88.63
Total 78,307 100.00 233.2 100.00

Number

Number of % of of shares
Size of Halding shareholders shareholders {millions) of shares
1-499 58,856 75.16 115 493
500-999 13,549 17.30 9.6 411
1,000-4,599 4,920 6.28 8.3 3.56
5,000-9,999 263 0.34 1.8 0.77
10,000-49,999 334 0.43 8.1 347
50,000-99,999 114 0.15 8.0 3.44
QOver 100,000 271 0.34 1859 79.72
Total 78,307 100.00 233.2 100.00

*Includes insurance companies, nominee companies, banks, pension funds, other corporate badies, limited and public limited companies
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Quick read

Goverpnance

1 Focused activities
Group financial highlights for 2006/07

2 What we do
Overview and facts about our businesses

Direction

4  Chairman’'s statement
Sir John Egan comments on Severn Trent’s results,
performance, corporate responsibility and outlook

6  Group Chief Executive’'s review
Strategic overview and operational perfermance

8  Focus on water
Our strategy and performance measures
for Severn Trent Water

Performance review

10 Water and Sewerage
Performance information for Severn Trent Water
in 2006/07, KPIs and progress on its Ofwat targets
for 2005-10

14 Water Technologies and Services
Performance information for Water Technologies
and Services and an overview of its increasing
presence in growth markets

15 Corporate responsibility
Qverview of our corporate responsibility programme,
business ethics, environmental impacts and health
and safety

17 Summary financial review
Overview of Severn Trent’s results, financial position
and cash flows

Cautionary statement

This document contains certain ‘forward looking statements’ with respect
to Severn Trent’s tinancial condition, results of operations and business
and certain of Severn Trent's plans and objectives with respect to these
itemns.

Forward looking statements are sometimes, but not always, identified by
their use of a date in the fulure or such werds as 'anticipates’, “aims’,
‘due’, ‘could’, ‘'may’, ‘should’, ‘expects’, ‘believes’, 'intends’, ‘plans’,
‘targets’, ‘goal’ or ‘estimates’. By their very nature forward looking
statements are inherently unpredictable, speculative and involve risk and
uncertainty because they relate to events and depend on circumstances
that will occcur in the future,

There are a number of factors that could cause actual results and
developrments to differ materially from those expressed or implied by
these forward looking statements. These factors include, but are not
limited to, changes in the econarnies and markets in which the group
operates; changes in the regulatory and competition frameworks in which
the group operates; the impact of legal or ather proceedings against or
which affect the group; and changes in interest and exchange rates.

22 Board of directors
Biographical details of the directors

24 Summary directors’ report
25 Summary directors’ remuneration report

Directors’ emoluments, pensions and
service agreements

29 Summary financial statement
29 Independent auditors' statement
30 Summary consolidated income statement

32 Information for shareholders
Financial calendar, shareholder analysis
and company infermation

All written or verbal forward tooking statements, made in this document
or made subsequently, which are attributable to Severn Trent or any
other member of the group or persons acting on their behalf are
expressly qualified in their entirety by the factors referred {c above.
Severn Trent does not intend to update these forward looking staternents.
This document is not an offer to sell. exchange or transfer any securities
of Severn Trent Plc or any of its subsidiaries and is not soliciting an offer
to purchase, exchange or transfer such securities in any jurisdiction.
Securities may not be offered, sold or transferred in the United States
absent registration or an applicable exemption from the registration
requirements of the US Securities Act of 1932 (as amended).

Severn Trent Plc

Severn Trent Pl is a public limited company listed on
the London Stock Exchange and registered in England
and Wales with company number 2366619. This is
the Annual Review for the year ended 31 March 2007.

More information on Severn Trent Plc can be found on
our website at www.severntrent.com




FOCuUSEED
ACTIVITIE

> special dividend of £575 million paid
to shareholders in October 2006

> improved balance sheet efficiency
following payment of special dividend

> no dilution of dividend per share as
a result of Biffa demerger

> sale of non core activities, including
US Laboratories, Aguafin and Property

> overhead costs to fall by £6-10 million
over next 12 months

> gearing to move to 60% of Regulated
Capital Value

> dividends to increase by 3% above
inflation to 2010

Group turnover £m

Group profit before tax £m

‘

E;I;M i ; ‘ ) i  1,480.2

Boce |1,455.3

+1.7%
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F2006) [177.8

+83.19%

Group profit* £m

Earnings* per share pence

M' o ‘ ’ ‘ bdl 252.0

|230.2

+9.5%
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* hefore tax, exceptional items and IAS 39 fair value
adjustments (see income statement}

M 824

2006 {714
* from continuing operations before exceptional items, + 1 5 47
. (3]

IAS 39 fair value adjustments and deferred tax

Final dividend pence

Total shareholder return

M’ ' ; ; i 4 38.68

| | 31.97

+21.0%
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This graph shows the value at 31 March 2007, of £100 invested in Severn Trent on
31 March 2002 compared with the value of £100 invested in the FTSE 100 Index.
The gther points plotted are the values at intervening financial year ends.
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Severn Trent Plc is a FTSE
100 group focused on water.
[t serves over 3.7 million
household and business
customers in England and

Wales and provides water Group turnover
and waste water solutions £1430.2m

in the UK and overseas. 8,372 employees

The water industry in England and Wales invests more than £3 billion

a year and employs over 27,000 people. There are ten water and

sewerage companies in England and Wales and sixteen water supply —d

companies. Severn Trent Plc is the second largest water company listed ih
!

on the London Stock Exchange.

Coverage

Severn Trent Water's region = L
stretches from mid Wales to Tk )
Rutland and from the Bristol

Channel to the Humber. We deliver

nearly 2 billion litres of water

a day to homes and businesses

through 46,000 km of pipes.

A further 54,000 km of sewers

take waste water away to over 54/
1,000 sewage works. / >

The regulatory framework

Ofwat sets annuatl price limits for each water company. The current
price limits were set in 2004 for the period 2005-10 (the ‘AMP4’
period). They will next be set in 2009.

Each water company has to submit an annual return (the ‘June
Return") to Ofwat covering its activities. This is the primary source

of regulatory information and enables Ofwat to monitor and compare
the performance of the companies.

Water quality in England and Wales is regulated by the Drinking
Water Inspectorate; river pollution and flooding is regulated by
the Environment Agency.
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Turnover '

£12181m
- 803%

of group turnover

5,289 employees

- H
N S%?ern Trent Water provides high quality water and sewerage services
" .to over 3.7 million household and business customers, in England
and mid Wales. I

Cr e

Key strengths—

> |ower tariff levels compared to other water companies

> drinking water and waste water quality significantly above average
> strong management team with clear and focused strategy

> sustained commltment to corporate responsibility

..'

For further |nform§¥fgmws|t www.siwater.co.uk

VIV/ANRTSN
TECHNOLOGILS
AND SERVICES

Turnover

£2889m
19.0%

of group turnover

2,984 employees

Water Technologies and Services is one of the world’s leading suppliers
of water and waste water treatment solutions. Headquartered in the US,
it has a growing presence in the Middle East, Europe and Asia. It has
three main businesses: Water Purification, Operating Serwces and
Analytical Services.

Key strengths

> strong brand recognition

> market leadership in disinfection, filtration and arsenic remaval -
all growing markets

> continually expanding product and technology base

> good track record of organic growth and cost control

For further information visit www.severntrentservices.com
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Sir John Egan
Chairman

' am pleased to report on a year of significant
restructuring for the Severn Trent group

of companies which allows us to implement
our focus on water business strategy.
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I am pleased to report on a year of significant restructuring for the
Severn Trent group of companies which allows us to implement our
focus on water business strategy.

In June 2006 the board announced its intention to restructure Severn
Trent. Biffa Plc was successfully demerged on 9 October 2006, the sale
of Severn Trent Property was completed on 6 November 2006 and the
sale of US Laboratories was concluded at the end of December 2006.

In addition, group balance sheet efficiency has been improved by
the payment on 20 October 2006 of a £575 million special dividend
to shareholders.

As previously announced, the board intends to maintain group debt at
around the target 60% of regulated capital value and to continue to
increase dividends by 3% above the rate of inflation at least up to 2010,
the remainder of the regulatory review period.

The current market capitalisation of the smaller and focused Severn
Trent at £3.5 billion is greater than it was at the end of 2004.
Shareholders have received a demerged Biffa worth £1.1 billion and
have received a special dividend of £575 million.

Severn Trent Water's customers’ top priority is the safety and reliability
of their drinking water and we have a strong track record on this.

We have consistently achieved 99.9% compliance with water quality
standards since 1997, which represents one of the best compliance
records in our industry.

Over and above these basic requirements, management is developing
detailed plans for fundamental improvements across all areas of

the business as outlined in the review by our Group Chief Executive,
Colin Matthews.

Group results

Overall, Severn Trent has delivered a positive performance in 2006/07,
with group profit frorn continuing operations before tax, IAS 39 fair value
adjustments and exceptional items at £252 million and group profit from
continuing operations before tax was £325.5 million, an increase of 83.1%.

In line with our dectared policy, the beard is proposing a final dividend
of 38.68 pence (31.97 pence) to be paid on 3 August 2007. This would
give a total dividend for the year, excluding the special dividend paid
on 20 October 2006, of 61.45 pence per ordinary share, an increase

of 20.2%,.

Corporate responsibility

When | was invited to join the Severn Trent Plc board and became its
Chairman | did not know the full extent of the challenges which the
hoard and new incoming management team were to uncover and the
immense commitrnent of time and energy which has been needed to
manage these issues.

There is no point in dwelling unduly on the 2000 to 2004 era to apportion
blame or responsibility as this does not help customers or shareholders.

There is, however, every poaint in me stating here on behalf of the board
and management team that we have already accepted the responsibility
for making things right.

| believe that you will see from the considerable work outlined in this
annual review what we have achieved so far - and the considerable work
that we are determined still to do.

We are waiting to learn from Ofwat and the Serious Fraud Office the
conclusion of investigations into reporting irregularities made to Ofwat
by Severn Trent Water,




We are continuing to co-operate fully t¢ restore confidence in Severn
Trent Water going forward and we acknowledge that further amends may
be made to customers, depending on the outcome of the investigations.

In response to Ofwat’s interim report of March 2006 concerning
allegations of false reporting made against Severn Trent Water in 2004,
we have already credited customer accounts and aitered bills
appropriately for subsequent years.

We have taken and will continue to take, all actions we think appropriate
to ensure the maintenance of both high ethical and professional
standards and resilient and effective controls throughout our companies.

QOur new strategy on corporate responsibility (CR) is to support the new
management team's drive for excellence by achieving high standards on
a range of CR issues.

Those issues include: climate change; the local environment; engagement
with local communities; health and safety; business ethics, diversity and
investing in people. Further details of our CR strategy, values and action
plans are set out on the Severn Trent website (www.severntrent.com).

To be effective, a company’s CR strategy must be fully integrated with its
core business planning. The strategic and organisational change that
took place within Severn Trent in 2006/07 has reinforced this.

As described later in this Annual Review, Severn Trent Water has
determined 20 critical success factors and adopted 20 KPIs, by which it
will measure performance and set targets. Many of these indicators link
directly to Severn Trent Water's CR strategy - {or example, the KPIs on
health and safety, leakage, net energy use, potluticn incidents and
employee motivation. This ensures that CR is entrenched at the very
core of Severn Trent's activities.

In addition, Severn Trent’s Corporate Responsibility Committee, a board
committee, has introduced a more structured approach to reviewing
all areas of our CR performance.

Take climate change for example. This has risen up the political and
public agenda in 2006/07. We welcome this. Severn Trent Water has
been engaged in planning for the changing climate for a number of
years. We have built a leading reputation in this area with key
stakeholders such as the Carbon Trust,

Severn Trent Water's work on climate change focuses on two main
aspects: mitigating cur impact on climate change and adapting to it. In
turn, mitigation has two main aspects: energy efficiency initiatives and
in-house renewable energy production, primarily bicgas combined heat
and power (CHP). The effects of our work in both these areas are
reflected in our KPl on net energy use.

Board, management and staff
The beard of Severn Trent Plc continually reviews its management plans
to ensure orderly succession and continuity of leadership.

After a year of great strategic change, Chief Executive Colin Matthews is
reshaping the group to focus on water aided by Tony Wray, Managing
Director of Severn Trent Water, who is concentrating on improving
Severn Trent Water day to day operations. As the priority switches more
and more to implementing the improvement plans announced by

Mr Matthews, the two roles will combine.

The board therefore wishes to provide clarity and confidence to
customers, employees and shareholders that there will be a smooth
leadership transition in due course from Mr Matthews to Mr Wray
particularly now that detailed preparations are underway to achieve
an appropriate regulatory settlement for 2010 tc 2015.

It is expected that the consideration of the two roles into one leading to
the appointment of Mr Wray as Chief Executive and the retirement of
Mr Matthews from the board and the company will take place around
the end of 2007.

Martin Bettington, Managing Director of Biffa Plc, stood down from
Severn Trent Plc when Biffa was demerged in October. | thank him for
his tremendous contribution to Severn Trent in helping to grow Biffa to
the point where it is now an independent FTSE 250 company valued at
more than £1 billion.

Marisa Cassoni stood down from the board in October after 5 years as a
non-executive director. | thank her for her contribution, particularly her
membership of the Audit, Remuneration and Nominations Committees.

Rachel Brydon Jannetta stood down from the board in Decernber 2006
on completion of the sale of the US Laboratories, our US analytical
environmental testing firm, to TestAmerica Holdings. As President and
CEO of Severn Trent Laboratories, she made a significant contribution to
Severn Trent during her 11 years with the company and the last two
years on the board during a period of significant change.

As part of our strategy of focusing on water, all the current executive
and nen-executive directors of Severn Trent Plc now hold similar
positions on the board of Severn Trent Water Limited. Since March
2007 the boards of directors of Severn Trent Plc and Severn Trent
Water Limited have been identical.

We have carried out rigorous board effectiveness reviews with the help
of independent consultants, which have generated a number of actions
to secure improvements to board performance.

| would also like to pay a special tribute to our committed staff whose
performance in a year of exceptional challenge and change has been
outstanding, ensuring we continue to achieve our business goals.

{nvestment proposition

Severn Trent is a high quality business whose investment programme
drives strong growth prospects. The management team has a clear and
focused strategy and is engaged in the single minded pursuit of higher
standards as the means to achieve both higher levels of customer
satisfaction and sustained strong financial returns to shareholders.

Outlook

The outlook for the coming year is one of significant improvement, with
our plans indicating that we will meet the Ofwat determination for
operating costs in 2007/08. This improvement is driven by the fall in
energy prices {with prices now fixed for 2007/08, our total energy costs
will be around £17 million lower than 2006/07)}, and the delivery of
efficiency savings of £5 million through the implementation of our
improvement plans.

Our plans encompass the medium and longer term, in some cases
extending beyond the end of the current AMP4 period. Delivering
sustained improvement will result in cost efficiencies being realised,
hut will necessitate investment to succeed.

With the exception of any unforeseen variation in commaodity prices
(principally energy), we expect that the achievement of our plans

will enable us to deliver around £30 million of cost efficiencies over
the last two years of the AMP4 period, which represents around 3%
annual outperformance against the Ofwat determination for operating
costs, without affecting our ability to deliver the 6% efficiency on the
capital programme.
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Colin Matthews
Group Chief
Executive

The successful transformation of the group
into a focused water company has enabled

. the senior executive team to devote a
substantial amount of its time to operational
improvement in our core water business.
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Introduction

We believe that to satisfy our customers and be cost effective we must
raise professional standards across the entire business, Other industries
have demonstrated that higher quality and continuous improvement
leads to lower costs.

There is every reason why Severn Trent in particular and the water
industry in general, can do the same. This is the best, probably the only
way, to satisfy customers, regulators, employees and shareholders.

Safety is a prime example of the principle we are pursuing. Our
performance improved in the year, which is welcome, but we can make
more progress. The skills and attention to detail which achieve higher
standards of safety are the same as those we need to improve our
environmental impact.

Moreover, as we achieve higher safety standards our operations will
become more cost effective. There is no trade off between higher
standards and profits - they are closely aligned.

Operational improvement
With the demerger of Biffa and the sale of the US Laboratories

" completed by the end of 2008, the group’s senicr executive team has

concentrated on operational improvement.

The group already has clear strengths - for example, Severn Trent
Water's consistent attainment of high water quality standards. In order
to satisfy our customers and deliver continuing growth for shareholders,
we need to improve continuously in all areas.

Therefore, in 2006/07 we examined every aspect of Severn Trent
Water's current performance. We benchmarked it against companies in
the water and sewerage sector and also in other sectors. We identified
major opportunities for improvement and we drew up detailed action
plans for achieving those improvements.

We have identified 20 critical success factors against which we will
measure our performance and progress. We have chosen these with
great care, because they represent what we believe are the key concerns
for customers, regulators, employees and shareholders. These 20
factors will be represented by 20 KPIs. In all but two cases, we have
defined our actual performance based on our benchmarking exercise
and we propose to use these as a basis for assessing our performance
going forward, For each indicator, we will set ourselves ambitious targets
for the coming years, and have drawn up action plans for achieving
them. Some improverments will be effected relatively quickly; others are
longer term, going beyond the current AMP4 period.

We have completed the integration of the head office and Severn Trent
Water teams and now have one executive team focused on our core
water activities. As a result of this integration, we expect to reduce our
recurring overhead costs by between £& miltion and £10 million over
the coming 12 months.

Over the next five years, we expect staffing levels (permanent and
agency) in Severn Trent Water to be reduced by around 600 posts. Our
plans indicate around 130 of this total being achieved in the financial
year 2007/08. We expect to incur around £24 million of restructuring
costs over the remaining three years of the AMP4 period, with around
£8 million being incurred in 2007/08.




We have changed the divisional structure. In place of our previous
‘functional’ structure, which had distinct teams working on planning,
engineering and operations, we have created integrated teams, one
focused on clean water, one focused on waste water and cone focused
on customer relations.

Like the integration of Plc and Water teams, this new structure will raise
" standards and drive greater efficiency. It also atigns the organisation
with the processes that matter to our customers.

In the following pages of this review, we describe those KPls and our
current position on them. In future years, we will continue to measure
and report progress against the targets for each indicator.

Safety

At Severn Trent health and safety is vitally importantto us as a
company. In 2006/07 (ex Biffa, Property and US laboratories) our
health and safety performance was 24% better than the previous year:
there were 7.1 RIDDOR incidents per 1,000 employees, compared to
9.3 in 2005/06. We reached our target for the year, but the figures are
still too high. We aim to improve continucusly in this area,

We devote huge attention to health and safety for two reasons. Itis
vitally important at a very perscnal level, because every safety incident
and every day lost has a human impact. But it is also critical at
business level. The skills and attention to detail that achieve higher
safety standards are the same as those that achieve higher operational
and environmental standards and productivity.

Therefore, as our operations achieve higher safety standards, they will
also achieve greater operational efficiency. Far from trading off higher
safety standards against profit goals, we pursue hoth together.

Our stakeholders’ priorities

| have said that the KPIs represent the key concerns for aur stakeholders.

In 2006/07 two concerns in particular have dominated our relations
with many stakeholders: leakage and customer service.

Qur leakage increased in the prior year 2005/06. As we announced

in this last year, 2006/07, we devoted greater resources to leakage
management. We employed more pecple, invested in new leak
detection technology, fixed 37,000 leaks, 8,000 more than the previous
year and invested atmost £20 million more than the previous year. This
effort has reduced our leakage this year but it was not until the month
of March 2007 that we attained a monthly level of leakage
commensurate with our Ofwat annual target. Therefore, notwithstanding
this reduction, we believe that we will not attain the annua! average
target level of leakage.

We have kept Ofwat fully informed of cur progress and we are in the
process of finalising and verifying our leakage data for submission in
our annual June Return, which will be submitted in a few weeks. In due
course we will be discussing with Ofwat our ongoing plans and
commitments to maintain our progress in reducing leakage.

Reducing leakage will remain a priority in 2007/08 and we are
determined to maintain the good progress we have made in the second
half of 2006/07. We are in a good position going into this new year.

On customer service too, | am pleased to report goed progress. We
recruited and trained more staff and fixed problems with our IT billing
systemn. Again, by the end of this year, this work was showing
encouraging results. In the last quarter of the financial year, we were
once again approaching the levels of service that our customers and
regulators expect from us.

Water Technologies and Services
This business now comprises our Water Purification, Cperating Services
and UK Laboratories businesses. It produced good results in 2006/07.

We made a number of disposals in the 2006/07 financial year, and one
acquisition following the year end, We sold our stake in Aquafin NV'to
the Flemish government for £29.6 million. We also sold our Pipeline
Products and Services assets to ADS LLC and we sold our Aztec
instrumentation product line to ABB Limited. On 11 May 2007, we
acquired the assets of United Kingdom based Quay Technologies
Limited for £1.9 million plus potential additional consideration of up

to £5.1 million tied to future earnings. Quay Technologies Limited
manufactures a proprietary ultraviolet technology for use in water

and waste water disinfection.

These transactions enable us to concentrate on our core strengths, and
on higher margin and higher growth areas. We have a twofold strategy
for achieving organic growth in these areas. First, we are expanding our
existing technologies into new geographical markets and secondly, we
are taking new technologies intg our existing markets.

Qutlook

In 2007/08 we expect to make good progress in Severn Trent Water
on the AMP4 contract and ¢n our own improvement plans. We have
demanding targets in our capital programme, in water and waste
quality, in customer service and in other areas. We intend to achieve
those targets cost effectively, providing value for our shareholders.

We also have to invest to meet longer term targets: the requirements
of the Water Framework Directive; the challenges of adapting to climate
change and reducing our own carbon footprint.

The investment in reaching those targets, in process improvements and
in higher standards will go hand in hand with operational efficiency and
improverment. So as we implement those investments for the AMP4
period and beyond, we are confident they will lead to higher levels of
customer satisfaction as well as strong financial performance.

The provision of water and waste water services requires operational
and investment planning over the long term. We are working with
internal experts and external stakeholders to identify and understand
the key challenges we face over the next 25 years, ranging from cbvious
ones like climate change and carbon footprinting, to more industry
specific ones like separation of surface water or catchment degradation
and the impact they could have on our assets and their ability to
deliver the service customers expect. This work will establish the
context for our short and medium term planning processes and also
inform our Strategic Direction statement for Ofwat by the end of this
calendar year. We wilt continually update this long term planning
process in future years.
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Our strategy takes into account the needs of
many different stakeholders. Our plans for
higher standards will help us satisfy the
expectations of all the different groups. For
example, greater operational efficiency will help
us keep charges to customers low, meet our
regulators’ standards and targets, create a safe
and motivating environment for our employees,
and produce good returns for shareholders.

Our goal is to have highest standards, lowest
charges and great people. Phase one of
achieving that goal was to restructure the group
so we could focus on water. With that done,

we have moved into phase two - the drive to
achieve higher standards and continuous
improvement in all we do.

Greater
efficiency

Continuous
improvement

Higher
standards

OUR
PERFORMANCE

Radical plans for improvement

Over and beyond these basic requirements, management is fully
engaged in implementing plans for fundamental improvement across
all areas of the business. The successful execution of these
improvement activities will radically change our business over a period
of years.

We have already effected organisational improvements. In addition to
the integration of the head office and Severn Trent Water Executive
teams we have changed the divisional structure in Severn Trent Water.
In place of our previous 'functional” structure, which had distinct teams
working on planning, engineering and operations, we have created
integrated teams, one focused on clean water, one focused on waste
water and one focused on customer relations. This new structure is
designed to-raise standards and drive greater efficiency. It also aligns
the organisation with the processes that matter to our customers.

During 2006/07 we examined every aspect of Severn Trent Water's
current performance. We benchmarked it against companies in the
water and sewerage sector, and also in other sectors. The benchmarking
exercise was detailed and thorough. We used a range of publicly
available and internally generated data to identify the population that
we should compare ourselves to. This process involved a number of
judgements being exercised to ensure that we used appropriately
comparable data points for each measure.

We have identified 20 critical success factors against which we will
measure our performance and progress. We have chosen these
indicators with great care, because they represent what we believe are
the key concerns for our customers, regulators, employees and
shareholders. These 20 factors will be represented by 20 KPIs. In all but
two cases, we have defined our actual performance based on our
benchmarking exercise and we propose to use these as a basis for
assessing our performance going forward. Two KPls are new (first time
job resolution and capital pracess quality) and we need time to assess
our current performance and define our objectives. For all other KPis,
we have shown where our starting point is on a relative scale based on
the results of our benchmarking exercise. For each indicator, we have
set ourselves ambitious targets for the coming years and drawn up
action plans for achieving them. Some improvements will be effected
relatively quickly and easily; others are longer term, going beyond the
current AMP4 period.

The table on the next page sets out our actual performance for the
period under review. Based on our benchmarking exercise, our
performance is shown in one of three categories, of what we consider to
be lower quartile performance, upper quartile performance or median
(representing 2nd and 3rd quartile performance).




Key performance indicators

Key area Objective

Basis

Measure

Parlormance

Lower quartie Median Upper quartde
Employee Provide a safe working environment MAT Lost time incidents per 100,000 hrs worked' 0.50
Develop a confident and productive workforce éﬂ?\,tgl Employee motivation? 76%
Customer Provide a high quality product MAA Water quality {(mean zonal compliance)** 99.98%
Quality interaction with the customer MAT Customer written complaints per 1,000 properties? 19.06
MAT First time call resolution for billing %* 80%
MAT Unplanned interruptions per 1,000 properties® 6.95
Provide a high standard of operational service Properties at risk of low pressure per 1,000 properties®® 0.09
First time job resolution’ To be determined
Development of a sustainable service Performance against regulatory obligations®® 26%
Financial Asset base enhancement MAT Capex (gross) vs final determination®® 2.7%
Capital process quality” To be determinec
Manage trade debt Debtor days®* 375
Management of cost base MAT Opex vs final determination £m? 479.1
MAT Cost to serve per property £'° 22693
Environment Minimise environmental impact MAT Pollution incidents per 1,000 properties® 0.08
MAT Sewer flooding - other causes per 1,000 properties’ 0.16
MAT Sewage treatment works — breach of consents’ 0.00%
Optimise use of resources MAA Raw water storage®® 0%
MAT Net energy use Kwh/M* 618
Leaxkage MI/d - current DMA™M 446

Notes:

All measures are for the period to 31 March 2007, except as stated.

MAT = Moving Annual total
MAA = Moving Annuat Average
1 Actual performance across all employees and agency staff,

2 Performance based on annual all employee survey and quarterly survey of 10% of

permanent employees,

3 As reported in June Return to Ofwat, Performance figures are provisional at this

stage as the June Return will be submitted to Ofwat on 15 June 2007,

4  Measure for catendar year to 31 December 2006.

Measure as at 31 March 2007.

OO~ o

ended 31 March 2007.

Actual performance based on internal data.

Measure and relative performance to be determined.
Measure for quarter ended 31 March 2007.
Actual performance based on audited UK GAAP financial statements for the year

10 Actual performance based on audited UK GAAP financial statements and

regulatory accounts for the year ended 31 March 2007.

11 DMA leakage performance measured monthly. Month of March 2007 DMA
performance disclosed in table above. Annual measure is MLE leakage
the calculation of which has not been completed as at 5 June 2007.

For a number of KPIs, we have only commenced capturing the data
and measuring our performance during the current financial year and
thereiore corresponding amounts for the previous financial year are
not available.

For others, the corresponding amounts are available and these are as
fotlows;

>  Water quality 99.95%

> Customer written complaints 10.04

> Unplanned interruptions 4.5

> Properties at risk of low pressure 0.10

> Capex vs. final determination 6%

> Debtor days 3176

> Opex vs. final determination £446.5m
> Cost to serve per property £219.56
> Pollution incidents 0.11

> Sewer flooding incidents 0.14

> Sewage treatment works breach of consents 0.31%

It is not statistically realistic to expect any company o be at the top
of every single league table, but nevertheless, we aim to achieve upper
quartile performance over the next 3 to 5 years.

Of course, the goal posts will move, as companies in our sector or
elsewhere redefine what upper quartile means, so we expect our target
to move with it.

We will report on these measures in future results announcements.
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Performance
2007 2006
£m &m
Turnover 1,218.1 1,150.9
Profit* 413.0 4004

*Before interest, tax and exceptional items

Turnover in Water and Sewerage
increased by 5.8% in 2006/07, to
£1,218.1 million. Sales prices increased
by 6.58% (including infiation) from

1 April 2006, The price rise represented
the 7.23% increase allowed by Ofwat,
less a 0.65% voluntary abatement of K,
previously announced in 2005/06.

Profit before interest, {ax and exceptional
items (PBIT} was up by 3.1% on the
previous year, to £413.0 million as the
higher turnover was partially offset by
cost increases described opposite.

Health and safety - RIDDORS
per 1,000 employees

99.98

99.95

99.96
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Tony Wray
Managing Director
Severn Trent Water

Financial performance

Turnover in Water and Sewerage increased by 5.8% in 2006/07, to
£1,218.1 million. Sales prices increased by 6.58% (including inflation)
from 1 April 2006. The price rise represented the 7.23% increase
allowed by Ofwat, less a 0.65% voluntary abatement of K, previously
announced in 2005/06.

Profit before interest, tax and exceptional items (PBIT) was up by 3.1%
on the previous year, to £413.0 million, A number of factors impacted
PBIT. They included increased energy costs of £23.5 million caused by
rising prices; other increases net of efficiencies in our cost base of
£17.4 million; increase in infrastructure renewals expenditure of £3.6
million and an increase in depreciation charges of £10.1 million
reflecting the growing asset base.

The KPls covered in the Group Chief Executive's review are referred
to here to provide further detail on their use in driving our
performance improvements.

Our asset base

During the financial year, we invested £103 million {£98 million net of
grants received) in maintaining our infrastructure network. Capital
expenditure, excluding spending on infrastructure maintenance, was
£399 million. Gross capital expenditure (including infrastructure
maintenance expenditure) was £502 million.

One KPI, capex {gross) vs final determination, measures our
perfaormances on managing the financial aspects of the delivery of cur
investment programme. This measures the percentage variants between
our capital expenditure and Ofwat’s final determination for AMP4, This
assesses one aspect of performance against our objective of delivering
services to our customers at the lowest costs, Cther KPis (most notably
the capital process quality measure) will assess our delivery of high
quality services.

Adjusting for minor timing differences and modifications to the AMP4
capital programme (notified to Ofwat through the change control
process), we are on track to deliver the programme over the AMP4
period. We continue to be in line {o achieve around 6% efficiencies
compared to Ofwat’s Final Determination for AMP4.

Our cost base

We recognise that managing our operating costs is a key component in
our success. We continued the work started in 2005/06, including
process improvements leading to; reducing employee number and
removing management layers.

Two KPls measure our performance on managing costs, the first
measures the variance between our latest formal forecast of operating
costs and Ofwat's final determination for AMP4. The second indicator
is the total cost (including operating costs, depreciation, infrastructure
renewals and third party costs) associated with serving each
customer property.




Meeting our customers' expectations

Our customers’ top pricrity is the safety and rehability of their drinking
water supply and we have a strong track record on this. We have
consistently achieved 99.9% compliance with water quality standards
set by the Drinking Water Inspectorate (DWI) since 1997, which
represents one of the best compliance records in our industry.

Water companies and regulators measure water quality in a number of
ways. Qur water quality KPI is based on ‘'mean zonal compliance’, an
overall measure used by the DWI. The DWI's performance {ables for

the 2006 calendar year showed we achieved 99.98% mean zonal
compliance. This is an improvernent on our previous year's performance.

During 2006/07 we delivered on a number of programmes designed to
maintain and improve water quality. They included nitrate reduction
schemes and mains cleaning programmes. We are continuing to
develop drinking water safety plans for our treatment works, and our
investment programme for water quality in 2007/08 includes further
mains cleaning, nitrate reduction schemes and lead removal schemes.

For water supply we use Ofwat's DG2 and DG3 measures on risk of low
pressure and unplanned interruptions to supply as our KPis. Under the
DG3 definition around 36,100 properties experienced unplanned
interruptions to service, compared to around 15,200 in 2005/06.

This represents 1.07% of the properties connected to our network,
compared to 0.45% in 2005/06. We have put in place an action plan
to improve performance.

We continued our performance on pressure in 2006/07. with 314
properties across our entire region at risk of experiencing poor pressure
at year end. This represents less than 0.01% of the properties we serve.

The flooding of a hame or property with raw sewage, is viewed by most
people as one of the most unpleasant problems our customers may
endure. Overall, for the first two years of the AMP4 programme, we have
been ahead of our Ofwat targets in this area. We will continue working
to achieve a net reduction year on year in the number of properties at
risk of flooding from sewers.

In terms of the number of actual sewer flooding incidents, our 2006/07
figures are slightly up on those for 2005/06. Changes in weather
patterns, with increased numbers of storms, have been one of the
contributing factors to increases in flooding.

Our KPI on sewer flooding aims to reduce the number of incidents such
as biockages and sewer collapses over the next five years. The two main
routes will be the completion of the schemes already underway such as
the £14 million scheme te alternate flooding in Kenilworth and routine
sewer cleansing programmes.

Interacting with customers

In addition to receiving excellent operational services from us, our
customers expect to interact with us in a satisfactory way. It is already
well documented that we have not reached high enough customer
service standards in recent years.

In June 2006, Ofwat issued a notice under 522A (4) of the Water
Industry Act, stating its intention to fine Severn Trent Water for failure to
meet customer services standards under the Guaranteed Standards
Scheme (GSS) for water companies. The notice covered performance
standards that had occurred since June 2005. In addition, we are still
working and fully co-operating with Ofwat and Ernst & Young LLP on
their independent investigations into customer service performance and
misreporting which includes performance prior to June 2005. We await
the conclusions of those investigations and details of the financial
penalties that will be imposed on us. In June 2006 Cfwat also issued a
notice under section 203 of the Water Industry Act requiring further
information to be provided about the misreporting of data and our
performance against DG standards and the GSS scheme. Data for these
areas has been provided to Ofwat going back as far as 1995 and we
have answered their detailed questions. Our {inal response was
submitted on 31 January 2007. We anticipate that Ofwat will respond

. with a further S22A notice of intention to impose a penaity for

misreporting of data since June 2005.

In the meantime, we have done much to improve current customer
service standards, Many of the customer service failures of 2005/06
were due to the intraduction of a major new IT system (TARGET) for
billing customers. When introducing that system, we underestimated
the amount of training required to transfer our contact centre operators
to the new system. We also underestimated the extent to which any
major new |T system is prone to problems,

During the second half of 2005/06 and the start of 2006/07, these
problems were increasingly apparent to us, to our customers and to
Ofwat. In July 2006 and March 2007 the Consumer Council for Water
(CCW) issued reports showing an increase in complaints received about
us. [n 2006/07 we began work on an action plan to fix IT problems, to
recruit 70 additional staff in our billing division and to extend the
training given to contact centre operators.

The result of that work is steady improvement. Customer service
perfoermance in the first eight months of 2006/07 remained
unsatisfactory, while figures for the final four months show improvement.

For customer service performance, the first KPI is written customer
complaints per 1,000 properties. This is a new measure for 2006/07.
In previcus years we have tracked DG7, a measure of the response to
written complaints. DG7 performance in 2006/07 was 99.76%
compared with 88.7% in 2005/06. Against the new measure, our
quarter three performance was 25.9 (complaints per 1,000 properties),
recovering to 17.5 in the last quarter, giving a performance in the year
of 19.06.

Qur second KPI on customer service is first time call resolution for
billing contact, which shows the proportion of calis resolved at that
point, As well as giving the best standard of service to customers, first-
time call resolution is also the most cost effective option for us. This is
again a new measure and whilst we have calculated performance for
2006/07 at 80%, this measure was not tracked in management reports
during the course of the year.
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Interaction with customers is not just about how we perform in terms of
specific figures and measures. It is also about fitting in with different
customers’ ways of life and giving them flexibility in how they contact
us. So, in 2006/07 we redeveloped our website (www.stwater.co.uk) in
order to give customers self service options for dealing with us.
Transactions like requesting a meter or telling us about a change of
address can now be done online 24 hours a day, 7 days a week (24/7),
whereas previously customers had to telephone cur contact centre.

The other main area of customer interaction relates to our operational
water and waste water services. We completed a reorganisation of this
process in 2006/07 with the closure of our two 24/7 regional
operational management centres. We established a new 24/7 customer
operations service centre at Coventry in the heart of our operational
area. All customer contacts related to water and waste water matters are
now handled alongside, and as part of, our operational management
capability. This enables us to diagnose operaticnal failures more
effectively and promptly.

We are encouraged that in the first six month period since establishing
the new centre (October 2006 to March 2007) we have improved by
13% to 72% the number of customers who, through our service
delivery survey, have told us we have met or exceeded their
expectations. We are confident we can make further sustainable
improvements to service on operational customer service in 2007/08.

Our New Connections department manage, from application to delivery,
the connection of customers to water and waste water services. In
2006/07 we have worked closely with developers and customers to
understand how we can improve our service to them, making
interaction with us easier. Consequently, we have changed our
organisation design, introduced new web based applications and
improved our performance on water service connections completed
within 21 working days from 45% to 81%. We are aiming to build on
these improvements through 2007/08.

We also have customers whom on receipt of a bill either cannot or will
not pay. This directly impacts our trade debtors and our financial
performance. We have therefore introduced the debtor days KPI as the
measure by which our performance will be tracked and benchmarked.,
Assuming that our year on year billing and collection performance for
each of our various income streams remains constant, we would expect
our debtor days to increase on annual basis by approximately two days.
This is due to the continued impact of customers switching from the
unmeasured to measured basis of charge.

Our debtor day's performance has deteriorated from 31 days in
2005/06 to 37 days in 2006/07. This deteriorisation is above the two
day expected increase described above and has been driven by
operational performance issues within our billing and collection
processes. We intend to position ourselves within the upper quartile of
industry performance by 2011/12.

This is to be delivered through a stepped perfarmance improvement in
our billing and collection activities.

Developing a Sustainable service for our customers

Serving customers also means looking after their long term interests as
well as their immediate concerns. Qur main aim is to ensure that we are
maintaining the serviceability of our assets. This means carrying out the
necessary work to make sure their water and sewerage systems deliver
reliable service in the future for customers and the environment.
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It takes into consideration aspects like the condition and deterioration of
a company’s above ground and below ground water and sewerage
assets. The most recent Ofwat assessment shows that we have stable
serviceability across our asset base.

Improving the delivery of our capital programme

We will aim to improve continuously the delivery of our Capital
programme. We are in the process of developing a KPI that will meaure
the quality of our Capex delivery.

The AMP4 contract for 2005-10 includes a capital investment
programme of approximately £2.7 billion. This includes:

> more than £400 million on maintaining water suppties

> £150 millien on improving drinking water quality

> around £850 million on maintaining and improving river quality

> more than £350 million improving sewers and dealing with sewer
flooding, and

> maore than £260 million to reduce leakage

In the two years to date we have mobilised 2,852 projects of which
1,616 have been completed. We have invested just short of £200m on
our Water Production and Distribution service with the focus on
improving levels of service to custormers, upgrading our treatment works
and distribution network. We have invested over £250m on sewerage
services, with a focus on repairing our aging sewers, maintaining and
upgrading our sewage treatment works to meet tighter quality standard
and we are exploring ways of exploiting our by products to generate
electricity. In addition we have invested £50m on our suppaort services
to improve customer service and business services.

This year capital expenditure, net of grants and contributions, excluding
spending on infrastructure maintenance of £98 million, was £365
million for the year. Adjusting for the changes to the programme, to be
agreed with Ofwat through the change control process, and for timing
differences, we are on track to deliver approximately 6% efficiencies
over and above the determination. This was largely driven by the use

of better technologies, better designs and greater efficiencies. It is still
early days in AMP4, but we aim to maintain similar out-performance
over the rest of AMP4.

Protecting the environment

The local environment is especially impaortant for a water company. How
we abstract water, how we manage waste water discharges, how we
operate our treatment sites and network and how we manage resources,
all have a huge potential impact on the local environment. We have a
responsibitity to minimise that environmental impact and to maximise
our use of resources.

Minimising our environmental impact

One of our KPls in this area measures our compliance with the
discharge consents for our sewage treatment works. In 2006, our
compliance levels were excellent: we achieved a compliance rate of over
99.9%. This is amongst the best to be found in the industry.

Another of the KPIs relating to our environmental impact is the number
of pollution incidents; mare specifically the number of Environment
Agency reported category 1, 2 and 3 pollution incidents. The total
number of such pollution incidents was 530 in 2006 calendar year,
which was lower than 2005 but still too high. Of the total recorded,

two were of the most severe in category 1, and eight were category 2.
This performance is comparable with the industry averages using the
2005 data.




Within the total number of pollution’s, 98% (520) were category 3
incidents which are classified as having a limited and localised
environmental impact. This particular aspect of performance was
sirmilar to our 2005 performance (519), placing us in the lower quartile
for the Industry. We have taken positive steps to make significant
improvements in developing an action plan to deliver pollution
reductions during the current year and through to the end of the
current AMP period. The plan is linked to our proactive and reactive
work on the sewerage network. Whilst we only have the first quarter
performance for 2007 the results are encouraging, showing a decrease
of almost 35% for category 3 incidents compared to the first quarter of
March 2006.

Across the region we have a number of large scale construction and
upgrade projects at a number of sewage treatment works. These
upgrades are already underway. as part of our AMP4 capital
programme and when completed will result in environmental
improvements. We are pleased to report that work is currently

on schedule.

Optimising our use of resources

Qur water supplies are fundamental to our business. Our KPIl on raw
water storage compares the percentage of raw water available at our
reservoirs against our three year rolling average.

In 2006/07 our raw water storage levels were good despite a dry
summer. We did not impose a hosepipe ban during the year and
storage levels at year end were normal for the time of year.

Net energy use

Our KPI on net energy use measures how much energy (nat of
renewable energy generated by us) we consume per megalitre of water
or waste water treated. Since energy costs are a major element of our
cost base — and were especially so in 2006/07 following price rises -
managing energy usage also enables us to manage costs. In addition,
managing energy consumption is an essential element in mitigating our
environmental impact.

In 2006/Q7 we confinued to control our net energy consumption in two
principal ways. First, we maintained our renewable energy production at
around 155,000 MWh. This represents 16% of total electricity used.

Secondly, we manage net energy consumption through energy
efficiency programmes. In 2006/07 we completed on schedule, site
energy reviews of all of our top 407 sites, which account for 85% of our
electricity costs. The review has resulted in individual Site Energy
Management Plans for 330 sites. We believe these plans will enable us
to save approximately 10,000 MWh of electricity during 2007/08.

Leakage

This has been a priority for us in 2006/07. We returned disappointing
results in 2005/06 and consequently increased our focus on and
investment in leakage control. We employed more peoplg in this area,
invested in new technology and in 2006/07 found and fixed 37,000
leaks, 8,000 more than the previous year.

This effort has reduced our leakage this year but it was not until the
month of March 2007 that we attained a monthly level of leakage
commensurate with our Cfwat annual target. Therefare, notwithstanding
this reduction, we believe that we will not attain the annual average
target ievel of leakage. We have kept Ofwat fully informed of our
progress and we are in the process of finalising and verifying our
leakage cata for submission in our annual June Return, which will be
submitted in a few weeks.

The largest single element of our investment in leakage management is
incurred in our mains renewal programme. The Ofwat Determination for
AMP4 assumed around £184 million of expenditure over 5 years (in
nominal terms). We have already invested around £85 million in the
first two years and we expect to invest a total of around £231 million,
some 269% more than assumed in the Determination, over the whole
AMP4 period on mains renewals alone.

Reducing leakage will remain a priority in 2007/08 and we are
determined to maintain the good progress we have made in the second
half of 2006/07. We are in a good position going into this new year.

Promoting the efficient use of water is important to us. During 2006/07
we continued to adopt a twin track approach for promoting the efficient
use of water with our customers. This included the promotion and
distribution of water saving devices, together with education and the
provision of advice to raise awareness of the need to use water wisely.

Creating a great place to work

We have stressed repeatedly that health and safety is the key priority in
Severn Trent Water. At the business level, it is an important indicator of
quality. At the warkplace level, the physical well-being of our employees
is paramount.

In line with our KPt on health and safety, we reported a 20% reduction
in the RIDDOR reportable incident rate per 1,000 employees in
2006/07. This was an improvement on our performance irom the
previous year. In 2007/08 and beyond, we will aim to improve further
on our safety performance and have therefore moved our performance
measure of RIDDORs to the more demanding measure of loss time
incidents (LTls).

Behavicural change and individual engagement are important aspects
of improving safety and general business performance. Towards the end
of 2005/06 we began to develop a safety management system called
SUSA (Safe and Unsafe Acts). This is a one-to-one work based
observation and discussion process in which SUSA trained managers
talk regularly with their teams about the way in which they and their
team do their job.

We also began a safety process review of all Severn Trent Water's UK
water and waste water sites. A survey is being carried out at each site,
with a target completion date of April 2008.

The engagement and skills of our workforce are vital ingredients in
making us a leader in our industry. We also need to benchmark that
engagement rather than simply talking about it in abstract terms.

We have therefore introduced a KPI on employee motivation. Previously,
we used to run an annual employee survey; we have now moved to a
quarterly survey of 500 randemly selected employees, as well as the
annual survey of all staff. This gives us an cngoing measure of staff
morale and motivation, which we can also benchmark against

other organisations.

Qutlook

In the first two years of the AMP4 contract, we have made goed
progress on the targets set by Ofwat. Maintaining this progress will
govern our activities for 2007/08 and beyond. Our ability to achieve
significant operational improvements in 2007/08 and to achieve our
AMP4 targets will be boosted by the intreduction of our 20 KPls.
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Performance
2007 2006
£m £m
Turnover 288.9 2998
Profit* 19.7 17.1

*Before interest, tax and exceptional items

After adjusting for the disposal of the
Pipeline Services business and the impact
of exchange rate fluctuations, turnover in
Water Technologies and Services was
£292.6 million in 2006/07, up 2.4% on
2005/06 (see below). Turnover in the US
businesses was up by 4% above 2005/06,
while turnover originating from business
units outside the US was essentially even
with last year.

Profit before interest, exceptional items
and tax was £19.7 million, an increase of
15.2%,. This was mainly achieved through
greater operating efficiency.

2007 2006
im £m
Turnover 2889 2998
Pipeline Services (51) (140
283.8 2858
Exchange rate impact 8.8 -
2926 2858

Growth 2.4%

Health and safety RIDDOR incidents

2006/07 13
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TECHNOLOGIES
AND SERVICES

Len Graziano
President and Chief
Executive Officer
Water Technologies
and Services

Severn Trent’s Water Technology and Services business is a leading
global supplier of water and waste water treatment solutions.

It comprises three main groups: Water Purification, Operating Services,
and Analytical Services. .

We operate at the forefront of new water technology. We are market
leaders in our chosen markets of disinfection, filtration, arsenic removal,
and in the UK environmental testing services. We are also a leading
provider of contract operating services for water and waste water plants.

The Water Purification division's turnover rose by 4.5% to £105 million
and profit before interest and tax increased by 39% on the previous year.

Turnover in Operating Services for the year was up 1% to £146 million
and profit before interest and tax improved 4%.

Year over year, Severn Trent Laboratories UK’s (STL) turnover was £32.5
million, up 1%. As a result of the organisation’s continued cost
efficiency programmes, profit was up 15% on the previous year.

Strategy

Our growth strategy is to focus on our core strengths. Therefore, we
made a number of disposals in the 2006/07 financial year, including
the sale of our Pipeline Products and Services assets and our Aztec
instrumentation product line. These disposals leave us free to concentrate
on our core strengths and on higher margin, higher growth areas.

We have a twofold strategy for achieving organic growth in these areas.
First, we are expanding our existing technologies into new geographical
markets and secondly, we are taking new technologies into our existing
markets. In order to achieve the first of these, we are extending our
global sales and distribution network outside the US.

The other aspect of our strategy for delivering good returns to

shareholders remains unchanged from previous years. That is,
we continue to focus on cost control, operational efficiency and
safety improvements.

We are also pleased to report, the number of health and safety
RIDDORS was down by over 55% on 2005/06.

Qutlook

Looking ahead, we believe the market outlook for Water Technology
and Services are generally positive. In all three areas we will maintain
our cost control and efficiency programmes.




Severn Trent Pl¢'s decision to focus on water also shifted the focus of
our corporate responsibility (CR) strategy in 2006/07. Our new strategy
on CR is to support the company’s drive for excellence by achieving the
highest standards on a range of CR subject areas.

Those subjects include: health and safety; climate change; the local
environment; engagement with local communities; business ethics;
diversity; and investing in people. Further details of our CR strategy,
values and action plans are set out on the Severn Trent website
(www.severntrent.com).

Indicators presented in this CR section have been independently
verified by the external consultants Acona as part of our CR
verification programme,

Putting CR at the heart of the business

To be effective, a company's CR strategy must be fully integrated with
its core business planning. The strategic and organisational change that
took place within Severn Trent in 2006/07 has reinforced this.

As we describe elsewhere in this Annual Review, Severn Trent Water has
adopted 20 KPIs by which it will measure performance and set targets.
Many of these indicators link directly to the company’s CR strategy

for example, the KPIs on health and safety, leakage, net energy use,
pollution incidents and employee motivation. This ensures that CR is at
the very core of Severn Trent Water’s activities. Additional CR objectives
have been set to ensure focus across all other elements of our CR
strategy. Water Technologies and Services has adopted guarterly CR
KPls in the areas of health and safety, climate change, the supply chain
and business ethics focusing on its core business.

In addition, the company's Corporate Responsibility Committee,
which now meets bimenthly, has introduced a more structured

approach to reviewing all areas of our CR performance through

the new KPI's and objectives.

As several of our core CR issues now appear in the company's new
KPls, our progress on them in 2006/07 has already been described
earlier in this report, in the Performance Review. Below we iook at other
CR subject areas that have been important to Severn Trent's activities
and focus in 2006/07.

Environment

We welcome that climate change has risen up the political and public
agenda in 2006/07. Severn Trent Water has been engaged in planning
for a changing climate for a number of years. We have built a leading
reputation in this area with key stakeholders such as the Carbon Trust.
tn 2005, we published the Carbon Management report supported by
the Carbon Trust. This year we have worked on updating this to take
into account the changes within the business.

Our work on climate change focuses on two main aspects: mitigating
our impact on climate change; and adapting to it. In turn, mitigation has
two main aspects: energy efficiency initiatives; and in-house renewable
energy production, primarily biogas CHP. The effects of our work in both
these areas are reflected in our KPIl on net energy use.

Our work on climate change adaptation involves trying to assess

how climate change might impact Severn Trent Water's operations and
strategic development. Water supply and sewer flooding are two areas
of particular importance.

OF OUR
BUSINE
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Our Water Resources Plan, sets out our water resources investment
programme until 2010 and presents a 25 year development plan to
2030. Whilst we have committed to delivering a 17 MI/d reduction in
leakage over the AMP4 period, our analysis to 2030 shows there is a
potential need for new strategic water resource developments and
further leakage reductions to counter the effects of climate change on
the supply/demand balance for water. We therefore aim to carry out
work during AMP4 and AMPS5 to understand better the climate change
impacts and to plan longer term feasibility studies that will ensure water
supply to our customners at least cost to them, whilst still considering
the longer term social and environmental impact of future increased
water abstraction. A key part of this process will be to continue to
reduce demand and promote water efficiency.

Workplace

Over the past two years we have written much about cur work to
strengthen our internal business culture and ethics. This work continued
in 2006/07 making Severn Trent a more open and transparent culture,
where there are no barriers to evaluating performance, whether good
or bad.

By the end of March 2007, over 550 Severn Trent Water senior and
middle managers had attended a training workshop on ethical decision
making. We designed this programme with the help of the Institute of
Business Ethics. It gives managers a set of principles and tools to deal
with ethical challenges in their day to day work. The next phase is to
extend the training across the organisation, to reach alt employees.

Water Technologies and Services has also implemented a business
ethics training program. Employees worldwide attended ‘Ethical
Behaviour at Work' training which included the Code of Conduct,
Business Ethics and Whistleblowing. US staff were in addition
involved in ‘Fair Treatment’ training focusing on maintaining an
appropriate workplace.

Another mechanism for improving our business is strengthening the
training we give to new managers. In Severn Trent Water we are now
taking a more individual approach to new manager development and
in addition to an induction ‘Stepping Intc Management', there are a
variety of modules for managers new to their role.
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Our employees

Our most important obligation to our employees is to ensure their
safety and this is covered in the KPls. We alsoc have other obligations to
our workforce. They include: promoting diversity, investing in training,
promoting work life balance; and enabling participation in our
employee share ownership schemes.

Severn Trent Water launched an important development scheme in
2006/07. Developing Talent is a structured and inclusive two year
development programme for people with high potential in the early
stages of their career. Unlike its predecessor, the old graduate scheme,
our new programme is now open to current employees, graduates and
non graduates as well as externally recruited graduates.

We extended the 2006 apprenticeship recruitment campaign and
saw 1,000 applications for 40 roles. The apprentices chosen joined
49 other trainees in distribution and sewerage who began their
development programmes earlier in the year. Some of them will be
the first in the UK to earn qualifications under the proposed Water
Apprenticeship Framework.

In Water Technologies and Services a training program has been
specially designed to identify ‘tomorrow's technical experts’. Successful
applicants receive a personal development plan and time to develop
technical capabilities.

A diverse workforce is important to the success of the company and we
promote this in gur working practices, There is always scope t¢ improve
our diversity performance and our measures to do this include:
monitoring diversity profiles; targeted recruitment initiatives; diversity
awareness training; and benchmarking our pelicies and practices
against best practice organisations. Water Technologies and Services
programs such as Affirmitive Action in North America ensure that
managers have a diverse applicant pool,

Severn Trent Water has positive working refationships with recognised
trade unions. Regular meetings with trade unions provide opportunities
for ongoing dialogue and enhancement of their understanding of the
issues facing our business.

Marketplace

Severn Trent Water has been working to develop its supply chain
assessment processes in 2005/06 and 2006/07. Significant
contractors/suppliers have been required for some years to provide
information on their health and safety performance and their
environmental qualifications and performance. In 2006 we recognised
a need to build on that. Therefore, in 2006/07 Severn Trent Water
hegan developing a new standardised risk based approach to supply
chain assessment, focusing not just on health and safety and
environment, but also on human rights, bribery and corruption. We have
heen working with Nottingham Trent University in the development of a
Supply Chain Diploma in Management Studies a first in the Utility
sector, The course participants represent all areas of the supply chain,
hoth internal and external.
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Group health and safety

24% improvement in RIDDOR*
incident rate

Per

1,000

employees

2006/07 7.1
2005/06 9.3

*RIDDOR - Reportable Injuries, Diseases and Dangerous Occurrences Regulations

Community

Severn Trent Water's relationship with the regional community is
another facet of our CR strategy. Qur engagement with the community
takes several forms: community investment, community liaison and
educational initiatives.

Our community investment programme focuses on three areas: the
natural environment, education; and health and well-being. We
continued our work with nine partner charities that operate at a local
and international level.

We also made a substantial grant to the Severn Trent Trust Fund, as in
previous years. This independent charity was established in 1997 to
help customers in genuine financial difficulty apply for help with paying
water and other utility bills. The trust fund helps customers to become
good payers. Our annual funding of the trust is £3.6 million per year.

Qur education programme aims to raise awareness of the importance
of water and water efficiency. We have continued two main initiatives:
our educational centres and BeSmart, an education programme which
teaches school children about water efficiency. In 2006/07 over 25,000
children visited our educational centres, while 46 schools took part

in BeSmart.

Independent research into the two initiatives, commissioned in
2006/07, shows that both are successful in promoting the health
aspects of drinking water and the importance of water efficiency.

‘It is clear that children that have direct experience of a Severn Trent
Water education initiative are more engaged, active and vocal about
their water behaviours, concluded the researchers.

During the year, the BeSmart programme won a West Midlands
Business in the Community Big Tick award for investing in young
people. It also won a Utility Week award for best community initiative.




Michael McKeon
Group Finance
Director

Financial highlights

2007 2006 %, change
Turnover* (£m) 1,480.2 1,4553 1.7
Profit* before interest, tax and exceptionals (£m) 405.3 393.0 31
Profit* before interest and tax (£€m) 430.0 3773 14.0
Profit* before tax, exceptionals and IAS 39 (£m) 252.0 230.2 95
Profit* before tax (£m} 325.5 177.8 83.1
Earnings* per share before exceptionals, IAS 39 and deferred tax {p) 824 714 15.4
Earnings* per share (p) 106.1 529 1006
Final dividend (p) 38.68 3197 21.0
Interim dividend {p) 22377 18.16 18.8
Total dividend for the year (p) 61.45 51.13 20.2
Tota! rebased dividend 61.45 57.00 7.8

*From continuing cperations

Group results

Group turnover from continuing operations was £1,480.2 million
(£1,455.3 million), an increase of 1.7% over last year. The growth in
turnover was mainly due to the price increases in Severn Trent Water
and organic growth in the Water Purification business partially offset by
the disposal of a small business (Pipeline Services) and a reduction

in activity in the other businesses.

Group profit from continuing operations before interest, tax and
exceptional items was up 3.1% to £405.3 million {£393 million).
Beyond the net increase in turnover, the factors affecting profit before
interest and tax were cost increases in Water and Sewerage partially
oftset by margin growth in Water Technologies and Services. There was
a net exceptional gain of £24.7 miltion {exceptional charge of £15.7
million) - see below. Group profit from continuing operations before
interest and tax was £430.0 million {£377.3 million).

Water and Sewerage

Turnover in Water and Sewerage increased by 5.8% in 2006/07 to
£1,218.1 millicn. Sales prices increased by 6.58% (including inflation)
from 1 April 2006. The price rise represented the 7.23% increase
allowed by Ofwat, less a 0.65% voluntary abatement previously
announced in 2005/06.

Profit before interest, tax and exceptional items was up by 3.1% on the
previous year to £413.0 million. Beyond the increase in turnover a
number of factors affected proiit before interest, tax and exceptional
items, principally; an increase in energy costs of £24 million, other
increases, net of efficiencies, in our cost base of £17.4 million, increase
in infrastructure renewals expenditure of £3.6 million and an increase in
depreciation charges of £10.1 million reflecting the growing asset base.

Financial highlights

During the financial year, Severn Trent Water invested £502 million in
fixed assets and maintaining its infrastructure network. Included in this
total was net infrastructure maintenance expenditure of £38.0 million.

Adjusting for minor timing differences and modifications tc the AMP4
capital programme (notified to Ofwat through the change control
process) we are on track to deliver this programme over the AMP4
period. We continue to be in line to achieve around 6% efficiencies
compared with Ofwat's Final Determination for AMP4.
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Water Technologies and Services

Turnover in Water Technologies and. Services was £288.9 million in
2006/07, down 3.6% on 2005/06, As set out in the table below,
adjusting for the effect of the sale of a small business {(Pipeline Services)
and removing the impact of changing exchange rates, turnover rose by
2.4% to £292.6 million. On the same basis, turnaver in the US was up
by 4%. Turnover in the UK and rest of the world was up by around 3.1%
through continued organic growth. Around 43% of Water Technologies
and Services' turnover arose from customers in the USA.

31 March 31 March

2007 2006

£m £m

Turnover 288.9 2998
Pipeline Services (5.1) (14.0)
283.8 285.8

Exchange rate impact 88 -
292.6 2858

Water Technologies and Services’ profit before interest, tax and
exceptional items increased by 15.2% to £19.7 million. The
improvement mainly arises from improved margins across all principal
businesses. The impact of changing exchange rates was immaterial.

Corporate and Cther

Other Businesses’ turnover was down 82.6% to £10.3 million. Corporate
and Other incurred a loss before interest tax and exceptional items of
£26.3 million {loss of £25.7 million). .

Interest and tax

- After net interest charges of £153.8 million (£163.9 million} and share
of results of associates and joint ventures of £0.5 million (£1.1 million),
group profit from continuing operations before tax, exceptional items
and |AS 39 fair value adjustments increased by 9.5% to £252.0 million
(£230.2 million). Group profit from continuing operations before tax was
£325.5 million (£177.8 million).

The total tax charge for the year was £76.9 million (£54.2 million) of
which current tax represented £58.5 million (£61.5 million) and deferred
tax £18.4 million {credit of £7.3 million). Profit for the period from
continuing operations was £248.6 million (£123.6 million).

The. effective rate of current tax on continuing businesses, excluding
prior year charges and exceptional items, calculated on profit before tax,
exceptional items and |AS 39 fair value adjustments was 27% (28.7%).
The decrease in effective rate is a result of a lower tevel of disallowable
expenditure. Going forward we expect the effective current tax rate for
2007/08 to be in the range of 25% to 28%.
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Discontinued operations

Discontinued operations generated a profit before tax and exceptional
items of £59.6 million (£88.2 million). After tax charges of £15.2 million
(credit of £11.2 million) and net exceptionat charges of £24.4 million
(£nil), net profit attributable to discontinued operations was £20 million
(£99.4 million).

Earnings per share

Basic earnings per share from continuing and discontinued operations
were 114.7 pence (95.9 pence). Adjusted basic earnings per share
(before exceptional items, IAS 39 fair value adjustments and deferred
tax) were 82.4 pence (71.4 pence), an increase of 15.4%.

Exceptional items

There was a net exceptional gain, on continuing operations, in the year
to 31 March 2007 of £24.7 million (exceptional charge of £15.7 million)
which comprised:

> acharge of £14.9 million in Severn Trent Water arising from
a programme to restructure and realign the business (£11.9
million write off of decommissioned assets and £3.0 million
restructuring costs),

> demerger and related costs of £16.7 million (including £7.8 million
arising from the settlement of pension obligations), and

> profit on disposal of property and businesses of
£56.3 million, comprising:

- profit of £36.2 million arising from the disposal of properties
in Severn Trent Water;

- profit on disposal of Aquafin NV of £14.7 million; and

- profit of £5.4 million from the disposal of Severn Trent
Property and other property assets in Severn Trent Plc.

There were net exceptional charges of £24.4 million (£nii} on
discontinued operations, which comprised:

> profit on disposal of Biffa Belgium of £3.5 million,

> acharge of £31.5 millicn arising from the impairment of goodwill
relating to US Laboratories; and

> loss on disposal of US Laboratories of £2.4 million




Capital structure and dividend policy

During the year the group reviewed its capital structure and its dividend
policy in the light of the transformation of its business structure and the
focus on water strategy. The greater longer term clarity provided by this
strategy enabled the group to declare its intention to raise gearing, as
defined by net debt to regulated capital value (net debt/RCV}, to 60%.
Leading directly from this decision, a special dividend of £575 million
was paid on 20 October 2006. The tighter focus of this new strategy also
allowed the group to declare a new dividend policy to raise dividends by
3% above RPl inflation through to the end of the current AMP period -
31 March 2010.

Cash flow

Centinuing Discontinued 2007 2006

£m £m £&m £m

Cash generated
from operations 486.5 875 574.0 7589
Net capital expenditure (317.7) (33.8) (351.5) (395.9)
Net interest paid (157.8) 1.4 (156.4) (180.1)
Tax paid (29.6) (6.4) (36.0) (68.3)
Other cash flows 08 04 1.2 (©.2)
Free cash flow (17.8) 491 313 114.4
Dividends (739.5) - (739.5) (234.3)
Acquisitions and disposals 1380 - 138.0 1.3
Financing 10.0 - 10.0 116
Change in net debt
from cash flows {609.3) 49.1 (560.2) (107.0)

Operating activities generated a net cash inflow of £574.0 million
(£758.9 million). Movements in working capital along with the demerger
of Biffa Plc on 9 October 2006, sale of Biffa Belgium, the US
Laboratories and the Property businesses have resulted in lower group
operating cash flows compared with the previcus year. Capital
expenditure net of grants and proceeds from asset sales (principally
surplus properties) £62.2 million (£8.4 millicn) was £351.5million
(£395.9 million). Net interest paid decreased to £156.4 million (£180.1
million) due to the timing of interest payments on finance leases. Tax
payments also fell compared with the prior year to £36.0 million (£68.3
million} due to refunds received relating to tax paid in prior years,
Dividends paid, including the special dividend of £575 million,
amounted to £739.5 million (£234.3 million), After the receipt of £10.0
million from share options exercised {(£11.6 million) and other cash
inflows of £1.2 million (outflow of £0.2 million) net debt increased by
£560.2 million (£107.0 million) from cash flows,

Net debt at 31 March 2006 was £3,127.6 million (£2,961.1 million).
Year end balance sheet gearing is 73.3% (60.9%). Net cebt, expressed
as a percentage of 31 March 2007 Regulatory Capital Value ("RCV")
was 56.4% (56.8%), based on RCV at 31 March 2007 of £5,546 million
{£5,209 million). The group’s net interest charge, excluding IAS 39 fair
value adjustments, was covered 4.2 times (3.8 times) by profit belore
interest, tax, depreciation and exceptional items, and 2.6 times (2.3
times) by profit before interest tax and exceptionals.

Pensions

The group has four defined benefit pension schemes, of which the Severn
Trent Pension Scheme {STPS) is by far the largest. Formal actuarial
valuations were undertaken for the STPS and another scheme, the
Severn Trent Senior Staff Pension Scheme (SSPS), as at 31 March 2004,

On the demerger of Biffa Plc the company entered into an agreement
with that company and the trustees of the STPS, the SSPS and the UK
Waste Pension Scheme (UKWPS) whereby the assets and liabilities
relating to Biffa Plc employees in the STPS and the SSPS would be
transferred to the UKWPS with effect from 31 March 2007. The net
deficit relating to Biffa employees at the demerger date was £39 million.
This has been included in the net assets that formed the dividend in
specie on demerger. The reduction in the deficit between the demerger
date and 31 March 2007 has been treated as an exceptional loss on
settlement of £7.8 miliion.
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On an IAS19 basis, the estimated net position (before deferred tax) of
all of the group’s defined benefit pension schemes was a deficit of
£135.1 million.as at 31 March 2007. This compares with a deficit of
£221.9 million as at 31 March 2006. The movement in the deficit arose
as a result of: :

> Additionat contributions made during the year of £83 million;

> Net deficit of £31.2 millien transferred to Biffa Pic as a result
of the demerger;

> Strengthening the actuarial assumption relating to longevity, which
increased the deficit by £60 million, offset by an increase in the
discount rate which reduced the actuarial value of liabilities by
£61.7 million;

> Service cost in excess of normal contributions of £27.2 million
resulting from part of the 2006/07 normal contributions having
been prepaid in 2005/06; and

>  Other actuarial losses of £1.9 million

Total cash contributions to the schemes in the year were £97.4 million
(£105.2 million).

The key actuarial assumptions utilised in the valuation were:

2007 2006
Discount rate 5.4% 4.9%
Inflation 3.0% 2.7%
Expected return on equities 8.25%, 8.0%
Life expectancy at age 65
For current pensioners
Men (years) 19.2 183
Women (years) 221 210
" For future pensioners currently aged 45
Men (years} 19.9 189
Women (years) : 23.0 218

On an [AS19 basis, the funding level has improved from around 86%
at 31 March 2006 to around 91% at 31 March 2007.

As at 31 March 2007 the group's defined benefit pension schemes had
total assets of approximately £1,365 million, (£1,403 million).

Further details of the group's pension position are contained in note 28
to the accounts.
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Dividends

An interim dividend of 22.77p (19.16p) was paid on 24 January 2007.
The board is recommending the payment of a final dividend of 38.68p
(31.97p) to make a total dividend, excluding the special dividend, of
61.45p (51.13p). Following the demerger of Biffa Plc and the share
consolidation that followed, the dividend for the year ended 31 March
2006 was rebased to 57p per share. The total dividend proposed for the
year ended 31 March 2007 represents growth of 7.8% on the rebased
dividend, in line with the board's previously announced policy.

Treasury management

The group’s treasury affairs are managed centrally and in accordance
with its Treasury Procedures Manual and Policy Statement. The treasury
operation’s primary role is to manage liquidity, funding, investment and
the group's financial risk, including risk from volatility in interest and (to
a lesser extent) currency rates and counterparty credit risk. Its activities
are subject to a set of controls commensurate with the magnitude of
the borrowings and investments under its management. The board
determines matters of treasury policy and its approval is required for
certain treasury transactions.

It is the group's strategy to access a broad range of sources of finance
to obtain both the guantum required and the lowest cost compatible
with the need for continued availability.

The group uses financiat derivatives solely for the purposes of managing
risk associated with financing its normal business activities. The group
does not hold or issue derivative financial instruments for financial
trading purposes. The group uses a limited number of currency swaps
and interest rate swaps to redenominate external borrowings into the
currencies and interest rate coupon required for group purposes.

The group's policy for the management of interest rate risk requires
that no less than 50% of the group's borrowings should be at fixed
interest rates, or hedged through the use of interest rate swaps or
forward rate agreements. At 31 March 2007, interest rates for some
68% of the group’s net debt of £3,127.6 million were so fixed, at a
weighted average interest rate of 5.7% for a weighted average period of
13.5 years. This policy has been implemented by entering into a
portfolio of long dated interest rate swaps that hedge the group's
economic exposure to changes in interest rates. However, these swaps
are not designated to particular liabilities and hence do not meet the
criteria for hedge accounting under 1AS 39. Consequently the swaps are
revalued at each balance sheet date and the change in fair value is
taken to the income statement as a finance cost. In the year ended 31
March 2007 £52.7 m was credited (£31.5m charged) to net finance
costs in respect of such fair value movements.




The group’s business does not invelve significant exposure to foreign
exchange transactions. Cross currency swaps are employed to exchange
foreign currency borrowings for sterling. The group also has
investments in various assets denominated in foreign currencies,
principally the US dollar and the eurg. The group’s current policy is to
hedge an element of the currency translation risk associated with
certain foreign currency denominated assets.

The long term credit ratings of Severn Trent Plc and Severn Trent Water
Limited are:

Long term ratings Severn Trent  Severn Trent

Water Limited Plc
Moody's A2 A3
Standard & Peor's A A-

Further details of the group’s borrowings, investments and financial
instruments are contained in note 20 to the accounts.

Accounting policies and presentation of the financial statements

The Group's financial statements are prepared in accordance with
International Financial Reporting Standards that have been ratified by
the European Union. There have been no changes in accounting policies
during the year ended 31 March 2007,

Following the demerger of Biffa Plc and the disposal of US Laboratories
the comparative figures have been restated to reclassify these
businesses as discontinued operations. Biffa Belgium, which was aiso
sold during the year, was already classified as a discontinued operation
in the previous year since it was held for sale at the previous year end.
Severn Trent Property and the former associated company Aguafin NV
do not meet the definition of discontinued operations in IFRS 5 and
hence are included in continuing operations although they too were
sold during the year.

Exchange rates

Approximately 2% of the group’s profit before interest, tax and
exceptional items and 2% of its operating assets are denominated in US
dollars. The trading results of overseas subsidiaries are translated to
sterling at the average rate of exchange ruling during the year and their
net assets are translated at the closing rate on the balance sheet date.

Supplementary information
For supplementary information including the group's preliminary results
presentation, see the Severn Trent website (www.severntrent.com).

beod) i

Michael McKeon
Group Finance Director
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1 Sir John Egan MSc (Econ) BSc (67)*

Sir John Egan joined the board in October 2004 and became Chairman
on 1 January 2005. He is a director of Warwick Castle Park Trust Lid
and was, until recently, Chairman of Inchcape plc and Harrison
Lovegrove & Co Ltd. Sir John worked in the metor industry until 1990
at General Motors, Massey Ferguson and British Leyland, rising to
become Chairman and Chief Executive of Jaguar plc. He was Chief
Executive of BAA plc from 1990 to 1999 and Chairman of MEPC from
1998 to 2000. He was also President of the Confederation of British
Industry from 2002 to 2004. Sir John was knighted in the Queen'’s
Birthday Honours List in 1986. He is a depuly lieutenant of the
County of Warwickshire and from September 2007, Chancellor of
Coventry University.

2 Colin Matthews MA CEng MBA (51)

Mr Matthews joined the board in October 2003, becoming Group Chief
Executive on 1 February 2005. He is a non-executive director of Mondi
Ltd and Mondi Pic, currently part of Anglo-American Plc. He is a
Chartered Engineer and worked for the (American) General Electric
Company and then for British Airways, first as Director of Engineering,
then as Director of Technical Operations, responsible for all aircraft
maintenance, IT and procurement. Mr Matthews was Group Managing
Director of Transco from 2001 to 2002 and then CEO of Hays Pl¢ from
2002 to 2004.
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3 Michael McKeon MA CA (50)

Mr McKeon joined the board on 13 December 2005 as Group Finance
Director. Prior to that, he was Group Finance Director of the buildings
materials group Novar Plc. Mr McKeon worked for Rolls Royce Plc from
1997 to 2000 in various senior roles including Finance Director of the
Aerospace Group. He has extensive international business experience,
having worked overseas for CarnaudMetalbox, EIf Atochem and Price
Waterhouse. Mr McKeon is a Chartered Accountant and a Member of
the Institute of Chartered Accountants of Scotland.

4 Tony Wray BSc(Hons) (45)

Mr Wray joined the board in March 2005. He is Managing Director of
Severn Trent Water Ltd. Prior to that, he was Director of Networks at
Eircom, the Republic of Ireland’s telephone operator. He joined British
Gas in 1983 and held various managerial positions before becoming
Head of Asset Management. In 2000 he moved to Transco, first as
Director of Asset Management, then as National Operations Director,
before being appointed to implement the merger integration of Lattice
(Transco} and National Grid Group into National Grid Transco.

5 John Smith FCCA Hon. FRIBA (49)*

Mr Smith joined the board in November 2003, He is currently Chief
Executive of BBC Worldwide and has held various other senior positions
within the BBC since joining in 1989 including: Finance Director from
1996 to 2006; Director of Finance, Property and Business Affairs from
2000 to 2004, and Chief Operating Officer until 2005. Mr Smith has
held a non-executive directorship with Vickers Plc, was a member

of the advisory board of Zurich Financial Services UK and was a director
of the Royal Television Society. He also served for three years on the
Accounting Standards Board unti! November 2004.




6 Martin Houston BSc MSc DIC (49)*

Mr Houston joined the board in Septermber 2003. He is Executive
Vice President and Managing Director of BG Group’s North American,
Caribbean and Global Liquefied Natural Gas business, and a member
of their Group Executive Committee. He joined BG Group in 1983 and
has held a number of technical and commercial roles with a
predominantly international focus. He is a fellow of the Geaological
Society of London.

7 Richard Davey (58)*

Mr Davey joined the board on 1 January 2006. He is non-executive
Chairman of London Capital Holdings Plc and a non-executive director
of Yorkshire Building Society and Amlin Plc. He also served as a non-
executive director of Freeserve Plc from 1999 to 2001 and of Scottish
Widows Fund and Life Assurance Society from 1996 to 2000. The
majority of Mr Davey's executive career was spent in investment
banking at N M Rothschild & Sons where he served in various roles
including Head of Investment Banking. Prior to that, he worked at
various organisations including Merrill Lynch International Limited and
Exco International Plc,

8 Bernard Bulkin, BS PhD FRSC FRSA FIE (65)*
Dr Bulkin joined the board on 1 January 2006. He is Chairman of AEA

Technology Plc, Chairman of Swedish company Chemrec AB and a non-

executive director of Accelergy Corporation in California. He is also a
Venture Partner at Vantage Point, an international venture capital firm
and a Commissioner on the UK Sustainable Development Commission.

In 2003 he retired as Chief Scientist at BP Pic, where he had worked for

eighteen years.

*Non-executive director

Membership of board and

management committees is as

detailed below:

Board committees
Audit Committee

J B Smith {Chairman)
B Bulkin

R H Davey

F B Smith {Secretary)

Remuneration Committee
R H Davey {Chairman)

B Bulkin

Sir John Egan

M J Houston

F B Smith {Secretary)

Nominations Committee
Sir John Egan (Chairman)
B Bulkin {c}

R H Davey (c)

M J Houston

C S Matthews

J B Smith (¢)

F B Smith (Secretary)

(c) = Core Members

Corporate Responsibility
Committee

B Bulkin (Chairman}

Sir John Egan

C S Matthews

F 8 Smith (Secretary)

Management committee
Executive Committee

C § Matthews (Chairman)
A Ballance

C JFord

P J Gavan

L F Graziano

M J Kane

R S Martin

M J E McKeon

J C O'Sullivan

A J Richmond

S C Smedley

A P Smith

F B Smith

J van den Arend Schmidt
A P Wray

Senior independent
non-executive director
R H Davey

Group General Counsel
and Company Secretary
F B Smith
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Principal activities and business review

The principal activities of the group are the supply of water and the
treatment and disposal of sewage. A review of the results for the year
ended 31 March 2007 and information relating to the group, its
strategy and the operation of its businesses appear on pages 4 to 21.

Dividends

An interim dividend of 22.77 pence per ordinary share was paid on

24 January 2007. The directors recommend a final dividend of 38.68
pence per ordinary share to be paid on 3 August 2007 to shareholders
on the register on 29 June 2007. This would bring the total dividend
for 2006/07, excluding the special dividend paid on 20 October 2006,
to 61.45 pence per ordinary share (2006: 51.13p). The payment of
the final dividend is subject to shareholder approval at the Annual
General Meeting.

Directars

The names and biographies of the directors currently serving on the
board are set out on pages 22 and 23 respectively. The following also
served as directors during the year:

> Martin Flower retired from the board as a non-executive director
on 10 June 2006;

> Marisa Cassoni retired from the board as a non-executive director
on 6 October 2006,

> Martin Bettington retired from the board as an executive director
on 6 QOctober 2006; and

> Rachel Brydon Jannetta retired from the board as an executive
director on 29 December 2006.

The directors retiring by rotdtion at this year's Annual General Meeting
are Sir John Egan and Tony Wray and, each being eligible, offer
themselves for re-appointment.

Corporate governance

During the year, and as part of our strategy of focusing on water, all the
current executive and non-executive directors of Severn Trent Plc were
appointed to identica! positions on Severn Trent Water Limited. Since
March 2006 the boards of directors of Severn Trent Plc and Severn
Trent Water Limited are identical.

Severn Trent attaches great significance to the maintenance of good
carporate governance procedures and adherence to best practice
recognising that they play their part in creating a framework which can
provide increased benefits for shareholders.

A statement of how the company has applied the main and supporting
principles of the Combined Code is set out in the Annual Report and
Accounts 2007.

In respect of the year ended 31 March 2007, and the period up to the
date of approving the accounts, the board considers that the company
has complied with the provisions set out in the Combined Code, with
the exception of the appointment of Sir John £gan to the Remuneration
Committee as detailed in the corporate governance report of the Annual
Report and Accounts 2007.
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Substantial shareholdings
As at 5 June 2007 the company had been notified of the following
substantial shareholdings:

Number of
ordinary
shares of
97%sp each %
Barclays plc 8,412,304 361
Legal & General
Investment Management Limited 8235812 3.53

Annual General Meeting

The Annual General Meeting of the company will be held at the National
Motorcycle Museum, Coventry Road, Bickenhill, Solihull, West Midlands
B92 OEJ at 11.00am on Tuesday 24 July 2007. The notice convening
the meeting, together with details of the business to be considered and
explanatory notes for each resolution, is distributed separately to
shareholders. It is also available on the company's website:
www.severntrent.com

By order of the board

Fiona Smith
Group General Counsel and Company Secretary
5 June 2007




Remuneration Committee .

The Remuneration Committee determines, on behalf of the board, the
company's policy on the remuneration of executive directors and the
Chairman of the board. The committee is also consulted on the
remuneration policy for the next band of senior executives.

The committee is comprised exclusively of independent non-executive
directors of the company, with the exception of Sir John Egan, the
company Chairman who was independent on his appointment to the
board. The members of the committee during the year were:

(Chairman from 11/06/06)
(Chairman unti! 10/06/06})
(from 03/11/06)
(until 06/10/06)
(from 03/11/06)

Richard Davey
Martin Flower
Bernard Bulkin
Marisa Cassoni
Sir John Egan
Martin Houston

V V.V VYV VY

With the exception of Sir John Egan, the committee members have

no personal financial interest, other than as shareholders, in the matters
to be decided. The constitution and operation of the committee comply
with the Combined Code apart from Sir John Egan’s appointment to
the committee as detailed in the Annual Report and Accounts 2007. In
setting performance related remuneration, the committee has regard to
the provisions set out in Schedule A to the Combined Code.

Advisers

To ensure that the company's remuneration practices are market
competitive, the committee has access to detailed external research on
market data and trends from experienced specialist consultants.

The Chairman of the board, (prior to his appointment to the
Committee), the Group Chief Executive and the Group Human
Resources Director, Andy Smith {until 31 January 2007) and Sally
Smedley (from 12 February 2007), also attended some meetings to
provide advice and respond to specific questions. Such attendances
specifically exclude any matter concerning their own remuneration. The
Company Secretary acis as secretary to the committee.

Remuneration policy

The company’s continuing remuneration policy for executive directors is
to provide remuneration in a ferm and amount which wilt attract, retain,
motivate and reward high calibre individuals. The remuneration package
is based on the following principles:

> Incentives are aligned with the interests of shareholders and seek
to reward the creation of long term value;

> Reward elements are designed to reiniorce the link between
performance and reward. Performance related elements should
form a significant proportion of the total remuneration package and
typically comprise at least 50% of total remuneration, if paid at the
maximum;

> The total remuneration package for on target performance should
be fully competitive, but not excessive, in the relevant market;

> Packages are structured flexibly to meet critical resource needs and
retain key executives,

Total remuneration package
The chart below shows the expected values of salary, bonus and long
term incentives for target performance for the executive directors.

Chief )
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Personal shareholdings

The company operates shareholding guidelines under which executive
directors are expected to build and maintain a minimum holding of
shares in the company. The Group Chief Executive is expected to build
and maintain a holding of shares to the value of 1.5 x base salary and
other executive directors 1 x base salary.

Through a variety of share schemes, all employees are encouraged to
hold shares in the company.

External directorships

Executive directors are encouraged to take on external non-executive
directorships, though normally only one other FTSE 100 appointment.
In order to avoid any conflicts of interest, all such appointments are
subject to the approval of the Nominations Committee. Executive
directors are normally only permitted to retain the fees arising from one
such appointment. Nene of the executive directors currently hold any
such appointments.

Chairman and other non-executive directers

The remuneration policy for non-executive directors, other than the
Chairman, is determined by the board, within the limits set out in the
Articles of Association.

Save for John Smith, whose total fees are paid directly to his employer,
non-executive directors receive 90% of their total fees in cash and the
remaining, 10% is used to purchase shares in the company. A similar
arrangement is in place for the Chairman but with 85% of fees paid in
cash and 15% used to buy shares in the company. The Chairman and
non-executive directors are expected to retain those shares for the
duration of their appointment with the company. Non-executive
directors are not eligible to participate in share or bonus schemes nor
is any pension provision made.

The non-executive directors do not have service contracts or
consultancy agreements with any group company, but they do have
letters of appointment.
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Remuneration arrangements for executive directors
The remuneration arrangements for executive directors comprise the
following elements:

> Base salary and benefits;
> Annual bonus plan;

> Long Term Incentive Plans;
> Post retirement benefits.

Details of each of the above elements are as follows:

Base salaries and benefits

Base salaries are a fixed cash sum payable monthly. The company's
policy is to set the salary for each executive director having regard to
the market median for similar roles in publicly quoted companies of a
comparable size and, so far as practical, undertaking similar activities.
Salaries for individual directors are reviewed annually by the
remuneration committee. From 2007 the remuneration committee
agreed that salary increases will take effect from 1 July in ling with the
rest of the business. Salaries are set with reference to individual
performance, experience and contribution, together with developments
in the relevant employment market and internal relativities.

The non salary benefits for executive directors comprise the use of
company car or allowance, fuel, private medical insurance, life assurance
and an incapacity benefits scheme.

Annual bonus plan

Executive directors are eligible for annual bonuses to encourage
improved performance, with financial and non financial targets
established by the committee to align executive directors’ interests
with shareholders.

Annual bonus payments are not taken into account in calculating
executive directors’ pension entitlements.

Long term incentives ]

At the 2005 Annual General Meeting, shareholders approved the
introduction of the Long Term Incentive Plan 2005 {LTIP 2005}, which
replaced the 1997 Long Term Incentive Plan. Under the LTIP 2005,
annual conditiona!l awards of performance shares may be made to
executive directors and senior staff, up to an annual maximum limit of
shares worth 125% of base salary.

2005 LTIP award

In respect of the 2005 LTIP awards, 50% will be triggered if the
company’s Total Shareholder Return {TSR) performance is at the median
or above relative to the following group of water-and waste companies
and other selected FTSE 100 high yield stocks as follows:

AWG Pennon Group

BOC Group Rentokil Initial

BT Group Scottish & Newcastle
Diageo Scottish & Southern Energy
Kelda Group Scottish Power

National Grid Shanks Group
Northumbrian Water Unilever

Pearson United Utilities

So far in the performance period, AWG and BOC Group have both
delisted. The committee has agreed that their TSR performance will be
substituted with those of Compass Group and Centrica respectively (the
next highest yield companies in the FTSE 100} with each replacement
being effective from the dates that the criginal companies delisted.
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The remaining 50% of the 2005 awards will be triggered subject to the
satisfaction of group EP targets. For the 2005 awards, EP is calculated
by reference to a post tax rate of return of 7.5%.

For executives below board level in the non water businesses, 25% of
their LTIP awards are dependent upon the TSR target and 75% of their
awards are set by reference to EP fargets.

2006 LTIP award
Vesting of the 2006 awards is wholly dependent on a Total Shareholder
Return (TSR) target over a fixed three year period beginning on 1 April

- 2006. There is no retesting of the condition.

The comparator group companies for the 2006 LTIP award are:

AWG Pennon Group

BT Group Rentokil Initial

Centrica Scottish & Newcastle
Compass Scottish & Southern Energy
Kelda Scottish Power

National Grid United Utilities

Northumbrian Water

For the 2006 awards, where comparator group companies have been
delisted during the course of the performance period, the “proceeds” of
that sale will be reinvested in another company selected from an agreed
list of high yield organisations,

During the performance period, AWG have delisted and therefore. will
be replaced in the camparator group by Unilever from the date of
AWG’s delisting. )

2007 LTIP award

Vesting of the 2007 awards will be subject to TSR, measured relative

to those companies ranked 51-150 in the FTSE by market capitalisation
{excluding investment trusts). This is felt to be the most suitable
comparator group on the basis that the number of listed water
companies and regulated utilities against which to compare the
company’s performance is now too small to enable meaningful analysis.

Total shareholder return
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Thig graph shows the value, at 31 March 2007, of £100 invested in Severn Trent on
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Post retirement benefits

Of the current executive directors, Colin Matthews and Tony Wray
participate in the Senior Staff Pension Scheme (as did Martin Bettington
prior to the demerger of Biffa). The Scheme is a funded HMRC
registered final salary cccupational pension scheme which provides:

> A normal retirement age of &0 years,
> An overall pension at normal retirement age of two thirds of
final pensionable salary, which for executive directors is defined
as base salary only, subject to the completion of 20 years'
pensionable service;
> Life cover of 4 x pensionable earnings;
A pension payable in the event of retirement on grounds of iil health;
> A dependant's pension on death of two thirds of the
member’s pension.

v

Colin Matthews and Tony Wray participate up to the level of the
scheme specific earnings cap (“the Cap”) which in 2006/07 was
£108,600, Both are provided with a cash supplement in lieu of an
unfunded arrangement.

As disclosed in last year's Remuneration Report, the company reviewed
its pension poticy for directors and employees as a result of the
Pensions Act 2004, Finance Act 2004 and the results of the trienmal
vatuation of two of its main schemes during 2004, As a result of this
review, new executives are offered an allowance, expressed as a
percentage of base salary, to fund their own pension provision. The
individual is able to choose whether the allowance is paid to the
company’s registered defined contribution scheme, taken as cash or
paid to a personal pension arrangement. This reftects the wish of the
committee {o remove future exposure to defined benefit schemes for
senior executives.

The new arrangements apply to Michael McKeon at 40% of base salary.

Directors' service agreements and letters of appointment

A model service contract was approved by the committee in 2004.

All current executive directors have signed the model contract and,
accordingly, service agreements for all executive directors have notice
periods of 12 months from either party. They also provide for a
maximum damages payment in the case of redundancy or termination
in breach of the agreement by the company of up to 175% of base
salary which was calculated as a conservative pre-estimate of the value
of salary, fixed benefits and on target bonus.

The reference to 175% is a cap and any damages payments will not be
made automatically but will be subject to both phasing and mitigation
unless, in the circumstances, the committee considers it appropriate {o
achieve a clean break through payment of a lump sum in which case it
will require some discount for early payment. Contracts also permit the
committee to take into account a view of the extent of poor
performance on the part of the executive director. Any payment will not
include amounts in respect of awards which have been made under the
company’s LTIPs over which the committee retains discretion. There are
no specific contractual payments or benefits which would be triggered
in the event of a change in control of the company.
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Directors’ emoluments
Basic salary and fees'

Annual Total Tetal
Cash Shares Jotai BIKs? benus Other? 2006/07 2005/06
£000 £000 £000 £000 £000 £000 £000 £000

Chairman and other non-executive directors
Sir John Egan (Chairman) 1955 345 230.0 26.4 - - 256.4 217.6
Bernard Bulkin 459 5.1 51.0 - - - 510 83
Marisa Cassoni 21.5 23 238 - - - 238 39.1
Richard Davey 574 0.4 638 . - - 0.9 64.7 8.3
Martin Flower - 19.3 - 19.3 - - 3.3 226 101.2
Martin Houston 38.7 4.3 43.0 - - - 43.0 340

John Smith* , 55.0 - 55.0 - - - 55.0 40.0

Executive directors

Martin Bettington 167.9 - 167.9 115 - 68.7 248.1 409.7
Rachel Brydon Jannetta 149.8 - 1498 3.0 1525 109.5 4148 330.7
Colin Matthews 5573 - 557.3 133 417.8 213.7 1,202.1 9738
Michael McKeon 370.0 - 370.0 9.1 244.1 815 704.7 264.9
Tony Wray 272.3 - 2723 19.5 579 70.2 4199 4153

18506 526 2003.2 828 8723 547.8 3,506.1 28429

1 Included within fees for the non-executive directors are amounts to be received by way of shares raiher than cash to encourage participation in line with corporate governance
best practice. The gross value of the shares is recorded in the table above. Non-executive directors who were either appointed or retired during the year received a time
appertioned award. The number of shares received by each director was:

Ordinary Ordinary

shares shares

of 971/ 19p of 655/1sp

each each

Sir John Egan . 746 757
Bernard Bulkin 154 128
Marisa Cassoni - 95
Richard Davey 188 167
Martin Houston a0 91

2 Benefits in kind received by Sir John Egan comprise the use of a company car. Benefits in kind for executive directors comprise the use of a company car, fuel, private medical
insurance, life assurance and an incapacity benefits scheme.

3 Other emoluments include: expenses chargeable to income tax, allowances in lieu of a company car, travel allowances, relocation expenses, telephone allowances, payments made
under the group's flexible benefit arrangernents and amounts paid in lieu of pension contributions. included in other emoluments are:

> Martin Flower - expenses chargeable to income tax £3,271.

> Richard Davey - expenses chargeable to incorne tax £546.

> Martin Bettingion - amounts received in lieu of pension contributions £67,167 and flexible benefits payments £1,583.

> Rachel Brydon Jannetta - amounts received in lieu of pension contributions £59,422, termination payment £47,057 and aflowance in lieu of company car £3.034.

> Colin Matthews — amounts received in lieu of pension contributions £180,560, allowance in lieu of company car £18,000, travel allowance £15,000 and telephone allowance £113.

> Tony Wray — amounts received in lieu of pension contributions £66,560 and flexible benefits payments £3.616.
> Michael McKeon — allowance in lieu of company car £15,000, relocation expenses £60,061 and other expenses chargeable to income tax £6,469.
4 John Smith's total fees are paid directly to his employer.

Signed on behalf of the board who approved the directors’ remuneration report on 5 June 2007.

bashpr e,

Richard Davey
Chairman of the Remuneration Committee
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The summary directors’' report on page 24, the summary directors’ remuneration report on pages 25 to 28 and the summary financial statement
on pages 30 and 31 are a summary of information in the Annual Repert and Accounts 2007.

This Annual Review and summary financial statement does not contain sufficient information to allow as fuli an understanding of the results

and state of affairs of the company or of the group nor of the policies and arrangements concerning directors' remuneration as would be provided
by the Annual Report and Accounts 2007. Shareholders requiring more detailed information have the right to obtain, free of charge a copy of the
Annual Report and Accounts 2007.

A copy of the Annual Report and Accounts 2007 may be obtained by writing to: The Company Secretary, Severn Trent Ple, 2297 Coventry Road,
Birmingham B26 3PL. Alternatively it can be accessed on the website at; www.severntrent.com/reports2007.

Shareholders can elect to receive the full Annual Report and Accounts for all future years by contacting the company’s registrar, Lioyds TSB
Registrars whose details appear on page 32.

The financial statements, the directors’ report and the directors’ remuneration report are contained in the Annual Report and Accounts 2007,

The auditors’ report on the financial statements and the auditable part of the directors’ remuneration report, which is unqualified, is also
contained within the Annual Report and Accounts 2007. The auditors’ report did not contain a statement under either section 237(2) of the
Companies Act 1985 (inadequate accounting records or returns) or section 237(3) {failure to obtain certain necessary information and explanations).

Independent auditors’ statement
to the members of Severn Trent Plc

We have examined the summary financial statement which comprises the summary consclidated income statement, summary consclidated
halance sheet, summary consolidated cash flow statement and the summary directors’ remuneration report.

This report is made solely to the company’s members, as a body, in accerdance with section 251 of the Companies Act 1985. Our work has been
undertaken so that we might state to the company's members those matters we are required to state to them in an auditors’ report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume respaonsibility to anyone other thar the company and the
company's members as a body, for our audit work, for this report, for our audit report, or for the apinions we have formed.

Respective responsibilities of directors and auvditors
The directors are responsible for preparing the summarised annual review in accordance with United Kingdom law.

Cur responsibility is to report to you our opinion on the consistency of the summary financial statement within the summarised annual review with
the full annual accounts, the directors’ report and the directors’ remuneration report, and its compliance with the relevant requirements of section
251 of the Companies Act 1985 and the regulations made thereunder.

We also read the other information contained in the summarised annual review as described in the contents section, and consicder the implications
far our report if we become aware of any apparent misstatements or material inconsistencies with the summary financial statement.

Basis of opinion

We conducted our work in accordance with bulietin 1999/6 The Auditors’ Statement on the Summary Financial Statement issued by the Auditing
Practices Board {or use in the United Kingdom. Our report on the company's full annual financial statements describes the basis of cur audit
opinion on those financial statements and the directors’ remuneration report.

Opinion

In our opinion, the summary financial statement is consistent with the full annual accounts, the directors’ repert and the directors’ remuneration
report of Severn Trent Plc for the year ended 31 March 2007 and complies with the applicable requirements of section 251 of the Companies Act
1985, and the regulations made thereunder.

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
London, UK

5 June 2007
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2007 2006
(restated)
im Em

Turnover 1,480.2 1,455.3
Operating costs before exceptional items {(1,074.9) (1,062.3)
Exceptional restructuring costs and termination of operations (14.9) (7.9)
Exceptional demerger costs (16.7) (7.8)
Total operating costs (1,106.5) (1,078.0)
Exceptional profit on disposal of property and businesses 56.3 -
Profit before interest, tax and exceptional items 405.3 393.0
Exceptional items 24.7 (15.7)
Profit before interest and tax 430.0 377.3
Finance income 86.3 729
Finance costs (240.1) (236.8)
Net finance costs before fair value movements on treasury instruments (153.8) (163.9)
Fair value movements on treasury instruments 48.8 (36.7)
Total net finance costs (105.0) (200.6)
Share of results of associates and joint ventures 0.5 1.1
Profit before tax, fair value movements on treasury instruments and exceptional items 252.0 230.2
Exceptional items 24.7 (15.7)
Fair value movements on treasury instruments 48.8 (36.7)
Profit on ordinary activities before taxation 325.5 177.8
Taxaticn on profit on ordinary activities

~ current tax (58.5) (61.5)

- deferred tax {(18.4) 7.3
Total taxation {76.9) (54.2)
Profit for the period from continuing operations 248.6 1236
Discontinued operations
Profit for the period from discontinued operations 20.0 99.4
Profit for the period 268.6 223.0
Attributable to:
Equity holders of the company 267.1 2216
Equity minority interests 15 1.4

268.6 223.0

Earnings per share (pence)
From continuing operations
Basic 106.1 529
Diluted 1051 52.4
From continuing and discontinued operations
Basic 114.7 95.9
Diluted 1136 95.1
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2007 2006
£m Lm

Neon current assets 5,682.1 56,3953
Current assets 566.8 689.3
Assets held for sale - 415
Total assets 6,248.9 7,126.1
Current liabilities (1,169.7) (1,570.6)
Non current liabilities (3,941.9) (3,656.5)
Total liabilities (5,111.6) (5227.1)
Net assets 1,137.3 1,.895.0
Equity attributabie te the company’s equity shareholders 1,134.2 1.896.4
Minority interest 3.1 26
Total equity 1,137.3 1,899.0
Signed on behalf of the beard who approved the accounts on 5 June 2007
Sir John Egan Michael McKeon
Chairman Group Finance Director
Summary group cash flow statement
Year ended 31 March 2007

2007 2006

£m £m

Net cash generated from operating activities 377.8 506.1
Net cash generated from investing activities {207.1) (389.6)
Net cash used in financing activities (135.1) (72.4)
Increase in cash and cash equivalents 35.6 441
Net cash and cash equivalents at beginning of the pericd 110.4 64.4
Effect of foreign exchange rates (2.9) 1.9
Net cash and cash equivalents at the end of the period 1431 1104
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Financial calendar and results announcements
Annua! General Meeting

24 July 2007, at 11.00am

at the National Motorcycle Museum, Coventry Road,
Bickentill, Solihull, West Midlands B92 OE)

Dividend payments in respect of the year ended 31 March 2007:
Interim dividend — paid 24 January 2007

Proposed final dividend — payable 3 August 2007

The results of the group will normally be published at the following
times:

Interim results for the six months to 30 September November
Preliminary results for the year to 31 March June
Report and accounts for the year to 31 March June

Shareholder enquiries

If you have a question about your sharehelding in the company you
should contact our registrar, Lioyds TSB Registrars, who are responsible
for making dividend payments and updating the register of
shareholders, including details of changes to addresses and names.

Analysis of shareholdings at 31 March 2007

You should also contact the registrar if you would like to have your
dividends paid directly into your bank or building society account.

The registrar’'s contact details are:

Telephone helpline: 0870 600 3967

E-mail: severntrent@lloydstsb-registrars.co.uk
Lloyds TSB Registrars, The Causeway, Worthing,.
West Sussex, BN9S 6DA

Online communication

Sharaview, is operated by Lloyds TSB Registrars and gives you access
to services over the internet that enable you to check details of your
shareholding at any time.

You can also elect to receive communications from the company
electronically. You will receive an e-mail notification when the Annual
Report and Notice of Annual General Meeting become available on
our website.

You can register for both of these services at www.shareview.co.uk.

Company information

The company's website at www.severntrent.com provides news and
details of the company’s activities, latest results, information on the
share price and links to our businesses’ websites.

Number

Number of % of of shares
Category shareholders shareholders (millions) of shares
Individua!l and joint accounts 72,688 92.82 26.5 11.37
Other* 5619 7.18 206.7 88.63
Total 78,307 100.00 233.2 100.00

Mumber

Number of % of of shares
Size of Holding shareholders shareholders (millions) of shares
1-499 58,856 75.16 115 493
500-999 13,549 17.30 9.6 4,11
1,000-4,999 4,920 6.28 83 3.56
5,000-9,999 263 0.34 1.8 Q.77
10,000-49,999 334 0.43 8.1 3.47
50,000-99,999 114 0.15 8.0 3.44
Over 100,000 271 0.34 1859 79.72
Total 78,307 100.00 233.2 100.00

#Includes insurance companies, nominee companies, banks, pension funds, other corporate bodies, fimited and public fimited companies
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Notice of meeting S TRENT

This document is important and requires your immediate attention.

I you are in any doubt about the action you should take, you should consult your independent financial adwser. If you have recently sold or transferred your shares in Severn Trent Plc
please ferward this decument to your bank, stockbroker or other agent through or to whom the sale or transfer was etfected for delivery to the purchaser or tfransferee.

Dear Shareholder.

| am pleased to invite you to the company's eighteenth Annual General Meeting (AGM), which will be held at the National
Motorcycte Museum, Solihull, West Midlands on Tuesday 24 July 2007 at 11.00am.

The Notice of Meeting for the AGM is also included in this document. It sets out the resolutions to be proposed and includes
brief explanatory notes on the business to be considered at the meeting.

At this time each year we send a considerable amount of documentation to our shareholders. This includes the Annual Report
and Accounts, or Annual Review, as well as the Notice of Meeting and Forms of Proxy that allow you to attend and vote at the
AGM. Those documents are also available on our website at www.severntrent.com. You can help us minimise the resources used
and reduce the impact on the environment by electing to receive future reports and related documeniation electronically. If you
wish 1o take advantage of this service for future mailings you may register your request on our registrar’s website at
www.shareview.co.uk.

Your participation in the AGM s important to us and even if you are unable to attend in person your can give your voting
instruction on-line at www.sharevote.co.uk or by post.

The Directors consider that the resolutions in the Notice of Meeting are in the best interests of sharehclders as a whole and
recommend that you vote in favour of them.

Your Directors and t look forward to your participation and take the opportunity to thank you for your continued support.

Sir John Egan
Chairman

20 June 2007




NOTICE IS HEREBY GIVEN that the
eighteenth Annual General Meeting
of Severn Trent Plc (the “Company”)
will be held at the National Motorcycle
Museum, Coventry Road, Bickenhill,
Solihull, West Midlands B92 OEJ on
Tuesday 24 July 2007 at 11.00 am to
consider and, if thought appropriate,
pass Resolutions 1 to 7 as ordinary
resolutions and Resolutions 8, 9 and
10 as special resolutions.

Resolution 1
To receive the accounts and the reports of the Directors and the
Auditors for the year ended 31 March 2007.

Resolution 2
To declare a final dividend in respect of the year ended 31 March
2007 of 38.68 pence for each ordinary share of 97'%s pence.

Resolution 3
To reappoint Sir John Egan as a Director.

Resolution 4
To reappoint Tony Wray as a Director.

Resolution 5

To reappoint Deloitte & Touche LLP as auditors of the Company, to
hold office until the conclusion of the next general meeting at which
accounts are laid before the Company and that their remuneration
be determined by the Directors.

Resolution 6
To approve the Directors’ remuneration report for the year ended
31 March 2007.

Resolution 7

That the Directors be and are hereby generally and unconditionally
authorised in accordance with section 80 of the Companies Act
1985 (the “Act”) to exercise all powers of the Company to allot
relevant securities (as defined in section 80(2) of the Act) up to an
aggregate nominal amount of £76,463,232, provided that this
authority shall expire on the date of the Annual General Meeting in
2008, save that the Company shall be entitled to make offers or
agreements before the expiry of such autharity which would or
might require relevant securities to be allotted after such expiry and
the Directors shall be entitled to allot relevant securities pursuant to
any such offer or agreement as if this authority bad not expired; and
all unexercised authorities previously granted to the Directors to allot
relevant securities be and are hereby revoked.

Resolution 8

That the Directors be and they are hereby empowered pursuant to
Section 95 of the Act to allot equity securities {within the meaning
of section 94 of the Act) for cash pursuant to the authority conferred
by Resolution 7 above or by way of a sale of treasury shares as if
section 89(1) of the Act did not apply to any such allotment
provided that this power shall be limited to:

(i} the allotment of equity securities in connection with a rights
issue, open offer or other offer of securities in favour of the
holders of ordinary shares on the register of members at such
record date[s] as the directors may determine where the equity
securities respectively atiributable to the interests of the
shareholders are proportionate (as nearly as may be) to the
respective numbers of shares held by them on any such record
date[s], subject to such exclusions or other arrangements as the

Directors may deem necessary or expedient to deal with treasury
shares, fractional entittements or legal or practical problems
arising under the laws of any overseas territory or the
requirements of any regulatory body or stock exchange; and

(iiy the allotment (otherwise than pursuant to sub-paragraph (i)
above) to any person or persons of equity securities up to an
aggregate nominal amount of £11,469,484;

and shall expire upon the expiry of the general authority conferred
by Resolution 7 above, save that the Company shall be entitled to
make offers or agreements before the expiry of such power which
would or might require equity securities to be allotted after such
expiry and the directors shall be entitled to allot equity securities
pursuant to any such offer or agreement as if the power conferred
hereby had not expired.

Resolution 9

That the Company is authorised generally and without conditions
te make market purchases (as defined in section 163(3) of the Act)
of its ordinary shares of 97'%s pence each, but:

(i) the Company may not purchase more than 23,432,281
ordinary shares;

(ii) the Company may not pay less than 97'%s pence for each
ordinary share;

(ii)) the Company may not pay, in respect of each ordinary share,
more than 5% over the average of the middle market price of an
ordinary share based on the London Stock Exchange Daily
Official List, for the five business days immediately before the
day on which the Company agrees to buy the ordinary shares;

{iv} this authority will last until the Company’s Annual General
Meeting in 2008; and

{v} the Company may make a contract, before the autherity ends,
to purchase ordinary shares where the purchase is or may
be completed (fully or partly) after the authority ends and may
purchase its ordinary shares pursuant to any such contract.

Resolution 10

That the Articles of Association contained in the document produced
to the meeting and signed by the Chairman for the purposes of
identification be approved and adopted as the new Articles of
Association of the Company in substitution for, and to the exclusion
of, the existing Articles of Association, with effect from the
conclusion of the 2007 Annual General Meeting.

By Order of the Board
Fiona Smith
Group General Counsel and Company Secretary

Severn Trent Plc

2297 Coventry Road
Birmingham

B26 3PU

Registered in England and Wales
Registration No. 2366619

5 June 2007



Set out below is a summary of the main differences between the
current and the proposed new Articles of Association. This summary
has been prepared to assist shareholders in understanding the
rationale for and substance of the proposed amendments, Although
the new Articles of Association are in many respects largely
unchanged from the current Articles of Association, the Directors
recommend that shareholders pass a resoiution to adopt new
Articles of Association rather than to pass resclutions detailing
each individual amendment in accordance with the Guidance on
Electrenic Communications with Shareholders 2007 issued by the
Institute of Chartered Secretaries and Administrators.

fii.

Notice of general meetings (Articles 57 and 59)

The 2006 Act provides that when a company gives an
electronic address in a notice of meeting or proxy,
shareholders can automatically use that address for
communications relating to that meeting or proxy. Article 57
in the proposed new Articles of Association has been
amended to permit this, subject to any conditions or
limitations as are contained in the notice itself.

The amendments to Article 59 deal with situations where,
because of a postal sirike or similar situation beyond the
control of the Company. the Company is unable to send cut
hard copies of the notice of meeting or the hard copy
notification that the notice of meeting has been placed on its
website. This is to ensure that such failure to give notice does
not invalidate the proceedings of the meeting.

Electronic proxies (Articles 77, 78 and 81)

As noted above, the 2006 Act provides that when a company
has given an electronic address in a notice of meeting or
proxy, the company is treated as having accepted that
communications in relation to that meeting or proxy can

be sent to that address. Article 77 is amended to enable the
Company to receive appointments of proxies in electronic
form, subject to any conditions or limitations which are
specified in the notice of meeting. Articles 78 and 81 in
relation to the receipt of proxies are amended to bring them
in line with the language used under the 2006 Act.

Sending of notices, documents and information (Articles
144,145 and 147)

The proposed amendments to Article 144 update the
references to electronic mail te electronic form while
clarifying that the method of delivery adopted by the
Company on any one occasion shall not affect how it
chooses to deliver information in future. It has also been
amended to provide that documents may be made available
on a website, provided the requirements in proposed new
Article 144 are satisfied.

As provided under the 2006 Act, the proposed Article 144
allows the Company to ask each individual shareholder for
his or her consent to receive communications from the
Company via a website. If the shareholder does not respond
to the request for consent within 28 days, the Company is
entitled to take that as consent by the shareholder to receive
communications in this way. When the Company makes a
document available on its website, it must notify each
shareholder who has consented (or is deemed to have
consented) to receive documents via the website that the
document is available on the website either by pos{ or by
email (if the shareholder has already agreed to receive
documents electronically). A shareholder who has received
a document electronically can request hard copy of any
document at any time. Shareholders can also reveke their
consent to receive electronic communications at any time.

The proposed new Article 145 allows the Company to send
hard copies of any notices, documents or information to any
shareholder if it decides to do s0. The reason for this is to
allow the Company to send hard copies if it needs to restrict
the circulation of information in certain circumstances, such
as for US securities law reasons.

The proposed new Article 147 deals with the case of joint
helders of shares and has been amended to provide that

the agreement of the first-named holder on the register of
shareholders to accept notices, doecuments or information
electronically or via a website will be binding on the other
joint holders.

Provisions about notices and deemed delivery (Articles
146, 148, 149(A) and new Articles 149(E) and (F))

Article 146 sets out when notices, documents or information
given or sent by the Company to its shareholders are
deemed to be delivered. Article 148 governs the manner in
which the Company gives notices tc a person entitled to a
share as a result of the death or bankruptcy of a shareholder
and is amended to cover both documents and information.

Article 149(A) is being amended to allow for any notice,
document or information {not being a notice of a general
meeting) to be given by advertisement in at least one
national daily newspaper published in the UK.

New Article 149(E} is inserted to deal with notices,
documents or information given or sent by the Company to
a shareholder which have been returned undelivered after
three consecutive occasions, The sharehclder will only be
entitled to receive such further communications upon
provision of a new postal or electronic address to the
Company. New Article 149(F) is inserted o deal with the
validation of documents in electronic form by shareholders
where required by the Articles of Assaciation.

Directors’ retirement age limit {(Article 113)

The provisions relating to age limits for directors in the
Companies Act 1985 were repealed in April 2007,
Accordingly, Article 113 which deais with this is no longer
necessary and is therefore being deleted.




Annual Report and Accounts (Resolution 1)

The Directors must lay before the shareholders the accounts of the
Company for the financial year ended 31 March 2007, the report
of the Directors and the report of the auditors of the Company on
those accounts.

Declaration of a Dividend {Resolution 2)

A final dividend of 38.68 pence has been recommended by the
Directors for payment to ordinary shareholders who are on the
register of members at the close of business on 29 June 2007.
A final dividend can only be declared by the shareholders at a
general meeting but must not exceed the amount recommended
by the Directors. If so declared the date of payment of the final
dividend wilt be 3 August 2007.

Reappointment of Directors (Resclutions 3 and 4)

In accordance with the Combined Code on Corporate Governance
(published by the Financial Reporting Council in June 2006), the
Company's Articles of Association require all Directors to submit
themselves for reappointment at least once every three years. This
provision also ensures that, as a minimum, one third of the Board of
Directors, together with any Director appointed since the last Annual
General Meeting, retires each year and, if eligible and so desires,
stands for reappointment at the Annual General Meeting. Directors
retire on the basis of their length of service since their last election,

No Directors have been appointed since the last Annual General
Meeting. Sir John Egan and Tony Wray retire by rotation. Both
Directors offer themselves for reappointment.

Following a formal review, the Nominations Committee has
confirmed that each Director standing for reappeintment continues
to make a valuable contribution to the Board's deliberations and
continues to demonstrate commitment. The Committee supports
and recommends the proposed reappointments,

Details of the Directors who are standing for reappeintment are
included in this Notice of Annual General Meeting.

Reappointment and Remuneration of Auditors (Resolution 5)

The Company is required to appoint auditors at each general
meeting at which accounts are laid before the Company, to hold
office until the next such meeting. Resolution 5 proposes the
reappointment of Deloitte & Touche LLP as auditors of the Company
and authorises the Directors, in accordance with standard practice,
to agree the level of their remuneration. The Audit Committee will
approve the audit fees for recormmendation to the Board.

Approval of Remuneration Report (Resolution 6)

The Directors’ remuneration report for the year ended 31 March
2007 has been prepared in accordance with the Directors’
Remuneration Report Regulations 2002, Those regulations specify
that shareholders must be given the opportunity to approve it.
Accordingly, the Directors invite shareholders to approve the
Directors' remuneration report which is included in the Annual
Report and Accounts 2007 and summarised in the Annual Review.

Authority to Allot Shares (Resolution 7)

Under section 80 of the Companies Act 1985 the Directors of the
Company may only allot relevant securities if so authorised by
shareholders in general meeting. This resolution proposes that the
Directors be granted authority to allot relevant securities in the
capital of the Company up to an aggregate nominal amount of
£76,463,232, being approximately eqgual to one third of the
Company's issued share capital as at 5 June 2007, such authority to
expire at the conclusion of the 2008 Annual General Meeting.

The Directors have no present intention of issuing any relevant
securities other than pursuant to existing rights under employee
share schemes.

Disapplication of Statutory Pre-Emption Rights (Resolution 8)

This special resolution proposes the renewal of the authority granted
to Directors by shareholders in 2006 to issue equity securities for
cash without first having to offer those securities to existing
shareholders, as is required by section 89 of the Companies Act
1985, up to a maximum amount of £11,469,484 which is
approximately equivalent to 5% of the Company’s issued share
capital as at 5 June 2007. Equity securities are ordinary shares in
the Company, including any ordinary shares which the Company has
purchased and elected to hold as treasury stock, but they do not
include shares which are allotted under employee share schemes.
By exempting the Company from the rule in section 89 of that Act,
the Directors will have greater flexibility to raise finance.

A rights issue would involve the Company offering existing
shareholders the opportunity to buy new ordinary shares. The
number of ordinary shares which a shareholder can buy depends
on the number he/she already owns. The rules in some countries
prevent shareholders from parlicipating in a rights issue but this
resolution would allow the Directors to make alternative
arrangements for those shareholders.

Authority for the Company to Purchase its OQwn Shares

{Resolution 9)

This special resolution proposes the renewal of the authority granted
at the Company’s tast Annual General Meeting. If passed, it will allow
the Company to buy back up to 23.4 million of its ordinary shares
on the London Stock Exchange. This equates to about 10% of the
Company's issued share capital. The resolution sets out the lowest
and highest prices that the Company can pay for the shares.

The Directors are committed to managing the Company’s capital
effectively and purchasing the Company’s own ordinary shares is
one of the options that the Directors keep under review. The
Birectors will only do this if they believe it is in the shareholders'
best interests and will increase the earnings per share.

Any shares purchased in this way, other than those purchased
pursuant to the Companies (Acquisition of Own Shares) (Treasury
Shares) Regulations 2003 will be automatically cancelled. Shares
purchased pursuant to such Regulations may either be held or dealt
with by the Company. The Company did not hold any Treasury
Shares as at 5 June 2007,

As required to be stated under the Financial Services Authority's
Listing Rules, as at 5 June 2007, being the latest practicable date
before publication of this document, there were options outstanding
to subscribe for 3,894,566 ordinary shares under the Company's
employee share schemes. If the outstanding options were fully
exercised they would represent 1.66% of the existing 234,322,811
issued ordinary shares of the Company. If the buyback authority
was exercised in full, that percentage would be 1.85% of the
reduced share capital of 210,890,530 ordinary shares.

Approval and Adoption of new Articles of Association
(Resolution 10)

The proposed new Articles of Associaticn reflect those provisions
of the Companies Act 2006 (the ‘2006 Act’) which have now
been brought into force. The principal changes relate to electronic
communications with shareholders. The proposed new Articles of
Assoctation will allow the Company to communicate with
shareholders by post, by email and, as the method of default,
through the Company website, subject to individual shareholder
preference. The Company intends to ask shareholders for their
consent to receive electronic communications in the first quarter
of 2008.

In addition to the modifications following from the 2006 Act, it is
also proposed that some amendments to the Articles of Association
be adopted to reflect previous changes in legislation or to ensure
consistency with the 2006 Act.
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Sir John Egan MSc Econ BSc (67)

Sir John Egan joined the board in October 2004 and became
Chairman on 1 January 2005. He is a direcior of Warwick Castle
Park Trust Ltd and was, until recently, Chairman of Inchcape plc and
Harrison Lovegrove & Co Ltd. Sir John worked in the motor industry
until 1990 at General Motors, Massey Ferguson and British Leyland,
rising to become Chairman and Chief Executive of Jaguar plc. He
was Chief Executive of BAA plc from 1990 to 1999 and Chairman
of MEPC from 1998 to 2000. He was also President of the
Confederation of British Industry from 2002 to 2004. Sir John was
knighted in the Queen’s Birthday Honours List in 1386. He is a
deputy lieutenant of the County of Warwickshire ang, from
September 2007, Chancellor of Coventry University.

Tony Wray BSc(Hons) (45)

Mr Wray joined the beard in March 2005. He is Managing Director
of Severn Trent Water Ltd. Prior to that, he was Director of Networks
at Eircom, the Republic of Ireland’s telephone operator. He joined
British Gas in 1983 and held various managerial positions before
becoming Head of Asset Management. In 2000 he moved to
Transco, first as Director of Asset Management, then as National
Operations Director, before being appointed to implement the
merger integration of Lattice (Transco) and National Grid Group
into National Grid Transco.




Entitlement to attend and vote

To have the right to attend and vote at the meeting (and also for
the purposes of calculating how many votes a person may cast)

a person must have their name entered on the register of members
not later than 6.00pm two days prior {o the meeting or prior to any
adjournment thereof. Changes to entries on the register after this
time will be disregarded in determining the rights of any person

to attend or vote at the meeting.

Persons who are not shareholders of Severn Trent Plc will not be
admitted to the meeting unless prior arrangements are made with
the Company.

Appointment of proxies

A shareholder entitled to attend and to vote at the meeting is
entitled to appoint one or more proxies to attend the meeting,

and any adjournment thereof, and on a poll, vote instead of him/her.
The Chairman of the meeting will also permit duly appointed proxies
to speak at the meeting. A proxy need not be a shareholder of
Severn Trent Plc, Forms of Proxy should be deposited at the office

of the Company’s registrar, Lloyds TSB Registrars, The Causeway,
Worthing BN99 6LW not less than 48 hours before the time for
holding the meeting,

Electronic proxy voting

Shareholders may register the appointment of a proxy by contacting
the www.sharevote.co.uk website where full details of the procedure
are given. The website is operated by the Company's registrar,
Lloyds TSB Registrars. Shareholders are advised to read the terms
and conditions relating to the use of this facility before appointing
a proxy. These terms and conditions may be viewed on the website.
Any electronic communication sent by a shareholder that is found
to contain a computer virus will not be accepted. Electronic
communication facilities are available to all shareholders and

those who use them will not be disadvantaged in any way.

Electronic proxy appeintment through CREST

CREST members who wish to appoint a proxy or proxies through
the CREST electronic proxy appointment service may do so for the
meeting and any adjournment(s} thereof by using the procedures
described in the CREST manual.

All messages relating to the appointment of a proxy, or an
instruction to a previously-appointed proxy, which are to be
transmitted through CREST, must be received by Lloyds TSB
Registrars (ID7RAO1) not later than 11.00am on Sunday 22 July
2007 or, if the meeting is adjourned, close of business on the day
two days prior to the day fixed for the adjourned meeting,

Employee share schemes

An employee whose shares are held by the Trustee of the Severn
Trent Share Incentive Plan is not entitled to attend the meeting in
respect of those shares. However, the employee can instruct the
Trustee how to vote on his/her behalf on any resolution set out in
the Notice of Annual General Meeting, should the resolution be put
to a formal vote by poll. Voting direction forms will be sent to those
employees concerned. Voting directions should be returned to the
address on the reverse of the form so as to be received not later
than 11.00am on Tuesday 17 July 2007. Employees may also
instruct the Trustee how to vote by contacting the
www.sharevote.co.uk website.

Inspection of documents

A copy of the Articles of Association of the Company, showing

the proposed amendments, will be available for inspection at the
registered office of the Company and at the offices of Herbert Smith
LLP, Exchange House, Primrose Street, London EC2A 2HS during
usual business hours on any weekday (Saturdays, Sundays and
public holidays excepted) for the period following the date of this
notice of meeting and up to and including the date of the Annual
General Meeting and at the National Motorcycle Museum, Coventry
Road, Bickenhill, Solihull, West Midlands B92 OEJ from 10.00am
an the day of the meeting.

Additionally, the following documents, which are available for
inspection during normal business hours at the registered office

of the Company on any business day, may also be inspected at the
National Motorcycle Museum, Coventry Road, Bickenhill, Solibull,
West Midlands B92 OEJ from 10.00am on the day of the Annual
General Meeting:

copies of the executive Directors' service contracts with the
Company;

copies of the non-executive Directors’ letters of appointment;

the register of interests of the Directors in the share capital of
the Company; and

the register of substantial shareholders.

Electronic communication service

Shareholders are reminded that they may receive shareholder
communications from Severn Trent Plc electronically. The electronic
communication service offers the following benefits:

The Company's full Annual Report and Accounts and Annual
Review can be viewed on the day they are published;

Your AGM votes can be cast electronically;

Important shareholder communications may be received
electronically; and

You may see details of your individual shareholdings quickly
and securely online.

If you wish to take advantage of this service you may register
your request with the Company’s registrar on their website at
www.shareview.co.uk



22 June 2007
Severn Trent Water Utilities Finance Plc

Issue of GBF 50,000,000
1.501 per cent, Index-Linked Notes due August 2058
Guaranteed by Severn Trent Water Limited
under the €2,500,060,000
Euro Medium Term Note Programme

PART A -~ CONTRACTUAL TERMS

Terms used herein shall be deemed to be dafined as such for the purposes of the Terms and
Conditions set forth in the Prospectus dated 4 August 2006 which constitutes a base prospectus for
the purposes of the Prospectus Directive (Directive 2003/71/EC) (the Prospectus Directive). This
document constitutes the Final Terms of the Notes described herein for the purposes of Article 5.4 of
the Prospectus Directive and must be read in conjunction with the Prospectus. Full information on the
issuer and the offer of the Notes is only available on the basis of the combination of these Final
Terms and the Prcspectus. The Prospectus is available for viewing at hitp://www.rns-
pct.londonstockexchange.comirns/3261h_-2006-8-7.pdi and copies may be obtained from the
registered office of the Issuer at 2297 Coventry Road, Birmingham B26 3PU, United Kingdom.

1. (i Issuer: Severn Trent Water Utilities Finance Ple ‘
{i)  Guarantor: Severn Trent Water Limited .-
2. (i) Series Number:; 90
(i)  Tranche Number: 1
3. Specified Currency or Currencies: Pounds sterling (GBP)
4. Aggregate Nominal Amount:
(B} Series: GBP 50,000,000 .
{iiy  Tranche: GBP 50,000,000 .
5. Issue Price: 100 per cent. of the Aggregate Nominal

Amount of the Tranche

6. Specified Denominations: GBP 50,000 ,-’/

7. Issue Cate and Interest 29 June 2007
Commencement Date:

8. Maturity Date: 1 August 2058

9. Interest Basis: Index Linked Interest (further particulars
specitied below}

10. Redemution/Payment Basis: Index Linked Redemption (see Appendix)




11, Change: of Interest Basis or Not Applicable g
Redemption/Payment Basis:

12. FPut/Call Options: Not Applicable -
13. (i) Status of the Notes: Senior .

(i) Status of the Guarantee: Senior .
14. Method of distribution: Non-syndicated -

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

1. Fixed Rate Note Provisions Not Applicable .~
16. Floating Rate Note Provisions Not Applicable
17. Zero Coupon Note Provisions Not Applicable -
18. Index Linked Interest Note Applicable .

Provisions

(i) Index/Formula: See Appendix

(ii) Calculation Agent HSBC Bank plc

responsible for calculating
the interest due:

{iii) Provisions jor determining See Appendix -
Coupon where calculation by
reference to Index and/or
Formula is impossible or
impracticable:

{iv) Specified Period(s)/Specified  Semt-annually in arrear on 1 February and 1
Interest Payment Dates: August in each year, commencing on 1
August 2007 {shor first coupon) up to and

including the Maturity Date -

v) Business Day Conventicn: Not Applicable
{vi) Additional Business Not Applicable ¢
Centre(s):
{vii} Minimum Rate of Interest: Not Applicable -
(Vi)  Maximum Rate of interest Nat Applicable
{ix) Day Count Fraction: See Appendix
19. Dual Currency Interest Note Not Applicable

Provisions



PROVISIONS RELATING TO REDEMPTION

20.

21.

22,

23.

24,

Issuer Cail:
Investor Put:

Final Redemption Amount

Early H2demption Amount(s} payable
on redemption for taxation reasons or
on event of default and/ or the method
of calculating the same (if required or
it ditferent from that set out in
Condition 6(f)):

Put Event:

Not Applicable /
Mot Applicable

Nominal Amount, subject in the case of
Condition 6{a) to indexation as provided in
Condition 4{f)}{i} - see Appendix .

Neminal Amount, subject in the case of
Condition 6(b) and Condition 9 to indexation
as provided in Condition 4{f}{i) - see
Appendix. v

Applicable. For the purposes of Condition
6le), the Event Put Amount shall be the
Nominal Amount subject to itndexation as
provided in Condition 4(f){i} - see Appendix -~

GENERAL PROVISIONS APPLICABLE TO THE NOTES

25.

26.

27.

28,

29.

(a) Form of Notes:

{b) New Global Note:

Additional Financial Centre{s} or other
special provisions relating to Payment
Dates:

Talons ior tuture Coupons or Receipts
to be atiached to Definitive Notes
{and dates on which such Talons
mature):

Details relating to Parlly Paid Notes:
amount of each payment comprising
the Issue Price and date on which
each peyment is to be made and
consequences of failure to pay,
including any right of the Issuerto
forteit the Notes and interest due on
late payment:

Details relating to Instalment Notes:

(i} Instalment Amount(s):

Temporary Global Note exchangeable for a
Permanent  Global Note  which s
exchangeable for Definitive Notes only upon
an Exchange Event

Not Applicable

Not Applicable

Yes. Each Talon shall be deemed to mature
on the Interest Payment Date on which the
final Coupon comprised in the refevant
Coupon sheet malures

Not Applicable

Not Applicable

Not Applicable .




(i) Instalment Date(s): Not Applicable .

30. Redencmination applicable: Redenomination not applicable ..
31. Other terms or special conditions; Not Applicable
DISTRIBUTION
32. )] If syndicated, names of Not Applicable -
Managers:

{ii) Stabilising Manager (if any): Not Applicable .

33. If non-syndicated, name of relevant The Royal Bank of Scotland plc
Dealer:

34. Whether TEFRA D or TEFRA C rules
applicable or TEFRA rules not
applicable: TEFRA D rules apply .,

35. Additional selling restrictions: Not Applicable

LISTING AND ADMISSION TO TRADING APPLICATION

These Final Terms comprise the final terms required to list and have admitted to trading the issue of
Notes described herein pursuant to the €2,500,000,000 Euro Medium Term Note Programme of
Severn Trent Plc and Severn Trent Water Utilities Finance Plc.

RESPONSIBILITY

The Issuer and the Guarantor accept responsibility for the information contained in these Final Terms.

Signed on behalf of the Issuer: Signed on behalf of the Guarantor:
—-— r"’?

By ...........& s Trrr PO By: .........4 ; Ty 7 ..............

Duly authorised Duly authorised <IN




PART B — OTHER INFORMATION
LISTING

{i} Listing: London

Application has been made for the Notes to be
admitted to trading on the Gilt-Edged and Fixed
Interest Market of the London Stock Exchange
with effect from 29 June 2007

{ii) Admission to trading:

{iii) Estimate of total expenses GBP 1,632.50

relaied to admission to trading:

RATINGS

Ratings: The following ratings reflect the ratings allocaled
to Notes of the type being issued under the
Programme generally:
Mocdy's: A2
Standard & Poor's: A

NOTIFICATION

Not Applicable
INTERESTS OF NATURAL AND LEGAL PERSCNS INVOLVED IN THE ISSUE

Save as described in "Subscription and Sale" and for any fees payable to the Dealer, so far
as the Issuer and the Guarantor is aware, no person involved in the issue of the Notes has an
interest material to the offer.

REASONS FOR THE OFFER, ESTIMATED NET PROCEEDS AND TOTAL EXPENSES

(i) Reasons for the offer See "Use of Proceeds” wording in Prospectus
it} Estimzted net proceeds: GBP 50,000,000
{iii) Eslirnzted total expenses: Not Applicable

PERFORMANCE OF INDEX/FORMULA, EXPLANATION OF EFFECT ON VALUE OF
INVESTMENT AND ASSOCIATED RISKS AND OTHER INFORMATION CONCERNING
THE UNDERLYING {/ndex-Linked Notes Only}

Information on the UK Retall Price Index can be found on Bloomberg Page UKRPI.

PERFORMANCE OF RATE[S] OF EXCHANGE AND EXPLANATION OF EFFECT ON
VALUE OF INVESTMENT (Dual Currency Notes Only)

Not Applicatle



OPERATIONAL INFORMATION
) ISIN Code:
(i) Common Code:

(i) Any clearing system(s) other
than Euroclear Bank SA/NV and
Clearstream Banking, société
anonyme and the relevant
identification number(s):

{iv} Delivery:

{v) Names and addresses of
additional Paying Agent(s) {if
any):

(vi) Intendad to be held in a manner

which would allow Eurosystem
eligibility:

X80307758135
030775813

Not Applicable

Delivery against payment

Not Applicable |

No



2.

APPENDIX

Paragraphs {ii), (iii) and (iv) of Condition 4{b) are deleted. The following shall be deemed to
be inserted as a new paragraph (ii} in Condition 4(b} and paragraphs (v}, (vi) and (vi}} of
Condition 4(b) will be renumbered (jii), {iv) and (v) respectively and amended accordingly:

(i}

Deterrnination of Rate of Interast and calculation of Interest Amounts

The Calcuiation Agent will, at or as soon as practicable after each time at which the
Rate of Interest (as defined beiow) is capable of being determined, determine the
applicable Rate of Interest and notity the Agent of the Rate of Interast as soon as
praclicable after calcutating the same.

The amount of interest payable on each Note for any Interest Period (lhe Interest
Amount) will be calculated by the Calculation Agent by {A} applying the Rate of
interest (as notified to the Agent by the Calculation Agent in accordance with the
preceding paragraph) to the Specified Denomination of such Note, (B) muitiplying the
resulting amount by the Day Count Fraction and (C) rounding the resulting figure to
the nearest one penny {half a penny being rounded upwards).

The Day Count Fraction is a fraction (a) the numarator of which is the number of
days from and including the most recent Interest Payment Date (or issue Date if such
period is before the first scheduled Interest Payment Date) lo but excluding the next
Interest Payment Date or, if earlier the date of payment; and (b) the denominalor of
which is two timas the number of days {including the first and excluding the fast) in
the Intzrest Period.”

Condition 4(bi{iv) (renumbered as provided above) shall be deleted and the following
paragraph shall be inserted in place thereof as a new Candition 4{b)(iv):

“(iv)

Determination or Calculation by Trustea

If tor any reason the Calculation Agent at any time after the Issue Date defaulis in its
obligation to determine or calculate:

(A} the Rate of Interest;

(B) any Interest Amount in accordance with paragraph (i) above;

(C) the Final Redemption Amount (as defined below);

(D) the Early Redemption Amount (as defined below); or

(E) the Event Put Amount {as defined below).

the Trustee shall determine or calculate the same, in its absolute discretion (having
such ragard as it shalt think fit to the foregoing provisions of this Condition 4 and
Conditions 6 and 9}, and in such manner as it shall deem fair and reasonable in all
the cirsumstances and each such determination or calcutation shall be deemed to

have been made by the Calculation Agent (and, where practicable, in accordance
with this Condition 4)."

A new Conditicn 4(f) shall be inserted as follows:




)
i

Indexation
indexation of principal

The Final Redemption Amount payable pursuant to Condition 6(a), the Early
Rederaption Amount payable pursuant to Conditions 6(b) or 9 and the Event Put
Amount payable pursuant to Condition 6(g) shall be the nominal amount of the Notes
multiplied by the Index Ratic applicable to the date on which the Finaf Redemption
Amount or the Early Redemption Amount or the Event Put Amount (as the case may
be} becomes payable.

The Calculation Agent will calculate such Final Redemption Amount or Early
Redemption Amount or Event Put Amount {(as the case may be) as soon as
practicable after each time such amount is capable of being determined and will notify
the Agent thereof as soon as practicable after calculating the same. The Agent will as
soon as practicable thereafter nolify the Issuer and any stock exchange on which the
Notes are for the time being listed thereof and cause notice thereof to be published in
accorgance with Condition 13.

Definitions
For the purposes of these Conditions:

Base Index Figure means 205.33333, i)eing the Index Figure applicable to 29 June
2007;

Calculation Date means any date when an Interest Amount falls due;

Expert means an independent investment bank or other expert in London appointed
by the Issuer and approved by the Trustee acling reasonably or (failing such
appointment within 10 days after the Trustee shall have requested such appointment
{proviced such request is reasonable)) appointed by the Trustee;

Index means, in relation to any Calculation Date, subject as provided in Conditions
4(qg) and &(l) below, the United Kingdom General index of Retail Prices {(for ali items)
as puklished by the Gffice for National Statistics (January 1987=100) as published by
HM Covernment (currently contained in the Monthly Digest of Statistics} and
applicable to that Calculation Date or, if that index is not published for any Calculation
Date, any substituted index or index figures published by the Office for National
Statistics or the comparable index which replaces the United Kingdom General Index
of Retail Prices (for all items} for the purpose of calculating the amount payable on
repayment of the Reference Gilt;

Any reference to the Index Figure applicable to a particular Calculation Date shall,
subject as provided in Condition 4{g) below, be caiculated in accordance with the
following formula:

RP! s + {Day of Calculation Date -1) x  {RPIl ;.2 - RPl L3}
{Days in month of Calculation Date)

and rounded to five decimal places (0.000005 being rounded upwards) and where:

API . means the Index Figure for the first day of the month that is three
months prior to the month in which the payment falls due; and




RPI .5 means the Index Figure for the first day of the month that is two months
prior to the month in which the payment falls due:

Index Ratio applicable to any Calculation Date means the Index Figure applicable to
such date divided by the Base Index Figure and rounded to five decimal places
(0.00CA05 being rounded upwards);

the Rate of Interest applicable to any amount payable in respect of interest shall be
1.501 per cent. per annum multiplied by the Index Ratio applicable to the date on
which such amount falls due and rounded to six decimal places (0.C000005 being
rounded upwards); and

Refaerence Gilt means the 1.25 per ceni. Index-Linked Treasury Stock due
November 2055 (or, if such stock is not in existence, such other index-linked stock
issuec by or on behalf of HM Government as the Issuer, on the advice of three
brokets and/or gilt edged market makers (or such other three persons operating in
the gilt edged market as the Issuer, after consultation with the Trustee, may select),
may consider 1o be the most appropriate reference governmant stock for the Notes).”

A new Conditicn 4{g) shall be inserted as follows:

"(q}
(i)

(ii)

Changes in circumstances affecting the Index
Change in base

If at any time the Index is changed by the substitution of a new base for it, then with
effect rom (and including} the date from and including that on which such substitution
takes effect:

(A) the definition of Index in Condition 4(f) shall be deemed to refer to the new
date in substitution for January 1987 {or, as the case may be, for such other
date or month as may have been substituted for it); and

{B) the definition ot Base Index Figure in Condition 4{f} shall be amended to
mean the product of the then applicable Base index Figure and the Index
immediately following such substitution, divided by the Index immediately
prior to such substitution,

Delay in publication of the index

(A) If, in relation o a particular Interest Period or to the redemption of all or some
only of the Notes and otherwise than in circumsiances which the Issuer
certifies to the Trustee may fall within Condition 4(g)ii) or 6(})
{notwithstanding that the issuer may subsequently be advised that they do
not fall within Condition 4{g)(iii} or 6{})}, the index Figure relating 10 any month
{the “calculation month") which is required to be taken into account for the
purposes of the determination of the Index Figure for any date is not
published on or before the fourteenth day before the date on which such
payment is due {the “date for payment"), the Index Figure for the relevant
calculation month shall be the substitule index figure (if any) as is published
by the Bank of England or the United Kingdom Debt Management Office (or
such other United Kingdom authority as may be appropnate) for the purposes
of indexation of payments an the Reference Gilt or, failling such publication,




(i)

on any one or more of HM Govermment's index-linked stocks, as determined
by the Expert; or

(B) if no such determination is made by the Expen within seven days, the Index
Figure last published before the date for payment.

Where the provisions of this Condition 4(g)(ii) apply, the certificate of the issuer,
acting on the advice of an Exper, as to the Index Figure applicable to the date for
payment falls shall be conclusive and binding upon the Issuer, the Trustee and the
Noteholders. if a substitute index is published as specified in {A) above, a
determination made based on that index shall be final and no further payment by way
of adjustment shall be made, notwithstanding that the Index Figure applicable to the
date {or payment may subsequently be published. H no substitute index is so
published and the Index relating to the date for payment is subsequently published
then:

(C) in the case of any Note not falling due for redemption on the date for
payment, if the Index so subsequently published (if published while that Note
remains outstanding) is greater or less than the Index applicable by virtue of
{B) above, the interest payable on that Note on the Interest Payment Date
next succeading the date of such subsequent publication shall be increased
or reduced to reflect the amount by which the interest payable on that Note
on the date for payment on the basis of the index applicable by virtue of {B)
above fell short of, or (as the case may be) exceeded the interest which
would have been payable on that Note if the Index subsequantly published
had been published on or before the second business day before the date for
payment; or

(D) in the case of any Note falling due for final redemption on the date for
payment, no subsequent adjustment to amounts paid witl be made.

Cessation of or fundamental changes to the Index

i the tndex ceases to be published or any ¢hanges are made to it which, in the
opinion of an Expert, constitute a fundamental change in the rules governing the
fndex and the change would, in the opinion of the Expert, be detrimental to the
interests of the Issuer or the Noteholders and if, within 30 days after its appointment
{or such longer period as the Trustee may consider reasonable), the Expen
recommends lor the purposes of the Notes one or more adjustments to the Index or a
substitute index (with or without adjustments}, then provided that such adjustments or
substitute index (as the case may be} are not materially detrimental {in the opinion of
the Expert) either to the interests of the Issuer or the interests of the Noteholders, as
compared to the interests of the Issuer and the Noteholders {as the case may be) as
they would have been had the Index continued to be published or such fundamental
change in the rutes governing the Index not been made, the Index shall be adjusted
as so recommended or {(as the case may be) shall be replaced by the substitute index
so recommended (as so adjusted, if so recommended) and references in these
Conditions to the Index shali be construed accerdingly and the issuer shall notify the
Notehaolders of the adjustments to the Index or the introduction of the substitute index
{with or without adjustments) in accordance with Condition 13,

If any payment in respect of the Notes is due to be made after the cessation or
changes referred to in the preceding paragraph but before any such adjustment to, or
replacement of, the Index takes effect, the Issuer shall {if the Index Figure applicable




(iv)

{or deemed applicable) to the date for payment is not available in accordance with the
provisions of Condition 4{f}) make a provisional payment on the basis that the Index
Figure applicable to the date for payment is the Index last published. In that event or
in the event of any payment on the Notes having been made on the basis of an Index
deemed applicable under Condition 4(g)(ii)(A) above (also referred to below as a
provisional payment) and of the Trustee on the advice of the Expert subsequently
deterrining that the relevant circumstances fall within this Condition 4(g)(iii), then:

(A) except in the case of a payment on redemption of the Notes, if the sum which
would have been payable if such adjustments or such substitute index had
been in effect on the due date for such provisional payment is greater or less
than the amount of such provisional payment, the interest payabie on the
Notes on the Interest Payment Date next succeeding the last date by which
the Issuer and Trustee receive such recommendation shall be increased or
reduced to reflect the amount by which such provisional payment of interest
fell short of, or (as the case may be) exceeded, the interest which would have
been payable on the Notes if such adjusiments or such substituted index had
been in effect on that date: or

B) in the case of a payment of principal or interest on redempticn of the Notes,
no subsequent adjustment to amounts paid will be made.

Trusiee
The T:ustee shall be entitled to assume that no cessation of or change to the Index

has occurred until informed otherwise by the Issuer and will not be responsible for
identifying or appointing an Expert save as provided in these Conditions."

A new Condition 6(1) shall be inserted as follows:

iU
(i)

(ii)

Redemption tor Indexation reasons

If the index ceases to be published or any changes are made to it which, in the
opinion of an Expert, conslitute a fundamental change in the tules governing the
Index and the change would, in the opinion of the Expert, be detrimental to the
interests of the Noteholders and if the Expert fails within 30 days alter its appointment
(or such longer period as the Truslee considers reasonable), or states to the Issuer
and the Trustee that it is unable, lo recommend for the purposes of the Notes any
adjustiments to the Index or any substitute index {with or without adjustments) as
described in Condition 4(gkiii), the Issuer shall, within 14 days after the expiry of such
period or (as the case may be) after the date of such statement, give notice (which
shall b& irrevocable and shall state the date fixed for redemption which shall be not
mare than 15 days after the date on which the notice is given} to redeem the Notes
then outstanding, at a price equal to their nominal amount multiplied by the Index
Ratio applicable to the date on which the date fixed for redemption falls, together with
accrued interest.

It tha index ceases to be published or any changes are made to it which, in the
opinion of an Exper, constitule a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expen, be detrimental to the
interests of the Issuer and if the Expert fails within 30 days after its appointment {or
such longer period as the Trustee considers reasonable), or states to the Issuer and
the Trustee that it is unable to recommend for the purposes of the Notes any
adjustrnents to the Index or any substitute index {with or without adjustments) as




described in Condition 4(g){iii}, the lssuer may at its option, within 14 days after the
expiry of such period or {as the case may be} after the date of such staternent, give
notice (which shall be irrevocable and shall state the date fixed for redemption which
shall be not more than 15 days afler the date on which the notice is given) to redeem
the Notes then outstanding, at a price egual to their nominal amount multiplied by the
Index Ratio applicable to the date on which the date fixed for redemption falls,
together with accrued interest.”




BOLD BLACK CAPITALS

Return of Allotment of Shares

CHFPO83
Company Number 2366619
Company name in fuil Severn Trent Plc

Shares allotted (including bonus shares):

From To
- Date or period during which
shares were allotted Day Month Year Day  Month Year
{if sha’vere allotted on one date 12 06 2007 | | 11
enter date in the “from” box.}
Ordinary
Class of shares
{ordinary or preference elc)
' 2,312
Number allotted
- ' 97 17/19p
Nominal value of each share '
Amount (if any) paid or due on each - £10.053
- share (inc!uding' any share premium) .

List the names and addresses of the aliottees and the number of shares allotted to each overleaf

)] the‘:tted shares are fully or partly paid.up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

(This information must be supported by
the duly stamped contract or by the duly
stamped pariiculars on Form 88(3) if the
coniract is not in writing.)

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff

Companies house recsipt date barcode For companies registered in England and Wales

This torm hascbeen provided free of Companies House, 37 Castle Terrace, Edinburgh EH1 2EB DX235
charge by Companies House, For companies registered in Scotland Edinburgh




Name Lloyds TSB Registrars Corporate Nominee Ltd, Part iD: OMKAY Class of shares Number
allotted allotted
Address The Causeway, Worthing, West Sussex. _
l Ordinary 2.312
I I
[ L
UK Postcode BN99 6DA | I,
Name Class of shares Number
| allotted allotted
Address
i
| I
i I
UK Postcode ] |
) Class of shares Number
IN.I allotted allotted
Address
| .
|
| |
UK Postcode | ]
Name -Class of shares Number
| allotted aliotted
Address
]
[
|
| UK Postcode | |_ |- I I |- I |
ﬁ. Class of shares Number
| allotted ailotted
Address TOTAL 2,312
! !
I I
UK Posteade |1 LI 1) |

Please enter the number of continuation sheet(s) (if any) attached to this form:

Signed (:\IUV\'\/‘\" N

pate_ 21 June 2CCN

A director 7 secretary / administrator / administrative receiver / receiver manager / receiver

Please delels as appropriate

Please give the name, address,
telephone number and, if available,
a DX number and Exchange of the
person Companies House should
contact if there is any query.

LLOYDS TSB REGISTRARS THE CAUSEWAY

WORTHING WEST SUSSEX BNg9 6DA

ESP-EXEC/OPD/E1961 Tel: 01903 833570

DX number DX exchange




CHFPO83

Company Number

Company name in full

vv‘—, |

Return of Allotment of Shares

2366619

Severn Trent Plc

Shares allotted (including bonus shares):

Date or period during which
shares were allotted

(it s s were allofted on one date
ant at date in the "from” box.)

Class of shares
(ordinary or preference elc)

Number aliotted

Nominal value of each share

Amount (if any) paid or due on each

share (inciuding any share premium)

From To
Day Month Year Day  Month Year
25 06 2007 | 1 111
Ordinary ]
5,652
97 17/19p
£7.200

List the names and addresses of the allottees and the number of shares allotted to each overleaf

if tl.allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

{This information must be supported by
the duly stamped contract or by the duly
stamped particulars on Form 88(3} if the
contract is not in writing.)

Companies house receipt date barcode

This form has been provided free of
charge by Companies House.

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
For companies registered in England and Wales

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB DX235
For companies registered in Scotland Edinburgh




A director / secretary / administrater / adminisirativereseiver / receivpmanager / reeeiver

Name Lloyds' TSB Registrars Corporate Nominee Ltd, Part ID: OMKAV Class of shares Number
altotted allotted
Address The Causeway, Worthing, West Sussex. )
| Ordinary 5,652
I .
l i I
UK Postcode BN99 6DA I | S
Name Class of shares Number
| allotted allotted
Address
!
I -
i I O,
UK Poslicode [
Name Class of shares Number .
| allotted allotted
Address
|
' i e
L : I
UK Postcode | .
Name Class of shares Number
I allotted allotted
Address
! o
l . I I
UK Postcode |_ L L LI I L | I .
Name ‘ Class of shares Number
| allotted allotted
Address TOTAL 5,652
| I _
I | I
UKPostcode [_ L L L LI | ]
Please entp number of continuation sheet(s) (if any) attached to this form :
Signed i O‘rﬂ%}" pate 2 1 /06 IZ 007

Please delete as appropriate

Please give the name, address,
telephone number and, if available,
a DX number and Exchange of the
person Companies House should
contact if there is any query.

LLOYDS TSB REGISTRARS THE CAUSEWAY

WORTHING WEST SUSSEX BN99 6DA

ESP-EXEC/OPD/E2003 Tel: 01903 833570

DX number DX exchange




FINAL TERMS
4th July, 2007
Severn Trent Utilities Finance Plc’

Issue of £50,000,000 1.4570 per cent. Guaranteed RPI-Linked Bonds due 2058
Cuaranteed by Severn Trent Water Limited

under the €2,500,000,000

Euro Medium Term Note Programme
PART A - CONTRACTUAL TERMS

Terms vsed herein shull be decmed to be defined as such for the purposes of the Tenms and
Conditions set forth in 1he Prospectus dated 4ih August, 2006 which constitutes a base prospectus for
the purposes of the Prospectus Directive (Dircctive 2003/71/EC) (the Prospectus Directive}. This
document constitutes the Final Terms of the Notes described herein for the purposes of Article 3.4 of
the Prospectus Directive and must be read in conjunction with the Prospectus. Full information on the
Issuer and the offer of the Notes is only available on the basis of the combination of these Final Terms
and the Prospectus. The Prospectus is available for viewing ai the registered office of the Issuer at
2297 Coventry Road, Birmingham B26 3PU and copies may be obtained from the Agent at 8 Canada
Square, London E14 5HQ.

I W Issuer: Severn Trent Utilities Finance Plc’
() Guaranter; Severn Trent Water Limited

2. (i) Serics Number: 91
(i) Tranche Number: ]

3. Specified Currency or Currencies: Pounds sterling (£) .

4. Aggregate Nominal Amount:

(0 Sernes: £50,000,000
(it} Tranche: £50,000,000 -
5. Issue Price; 100.00 per cent. of the Aggregate Nominal

Amount of the Tranche

6. (1) Specificd Denominations: £50,000
(i) Tradeable Amount; Not Applicable
7. Issuc Date and Interest Commencement 6th July. 2007
Date:
8. Maturity Date: I'st August, 2058

" Formerly Sevemn Trent Water Litilities Finance Ple. The company changed its name 1o Sevem Trent Unitities Finance Pic with effect from
20th Junc, 2007.




9. Interest Basis: Index Linked Interest (see Appendix) 5

10. Redemption/Payment Basis: Index Linked Redemption (see Appendix)
11, Change of Interest Basis or Not Applicable .
Redemption/Payment Basis:
12, Puv/Call Options: Not Applicable i
13, (i) Statws of the Notes: Senior
(i) Status of the Guarantee: Senior
14, Moethod of distribution: Non-syndicuted

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

15.  Fixed Rate Note Provisions Not Applicable
16.  Floating Rate Note Provisions Not Applicable
17.  Zero Coupon Note Provisions Not Applicable

18.  Index Linked Intercst Note Provisions  Applicable
{1) Index/Formula: See Appendix

(i) Calculation Agent responsible for  HSBC Bank ple
calculating the interest due:

(iit)  Provisions for determining See Appendix -
Coupon where calculation by
reference o Index andfor Formula
is impossible or impracticable:

(iv)  Specified Period(s)/Specified Ist February and 1st August in each year, from
Interest Payment Dates: and including Ist August, 2007 (short first
coupon) to and including the Maturity Date. .~
(v) Business Day Convention: Following Business Day Convention ,//

(vi)  Additional Business Centre(s): Not Applicable ./

(vii)  Minimum Rate of Interest: Not Applicable ,r‘/
(vint)  Maximum Rate of Interest: Not Applicable d
{(ix)  Day Count Fraction: Sce Appendix o

19.  Dual Currency Interest Note Provisions Not Applicable

¥

PROVISIONS RELATING TQ REDEMPTION

20.  Issuer Call: Not Applicable



Investor Put:

Final Redemption Amousnt

Eurly Redemption Amounl(s) payable on
redemption for taxation reasons or on
event of default and/ or the method of
caleulating the same (if required or if
different from that set out in

Condition 6(f)):

Put Event:

Not Applicuble

Nominal Amount, subject in the case of

. Condition 6{(a) to indexation as provided in

Condition 4(f){1) - scc Appendix

Nominal Amount, subject in the case of
Condition 6{b} and Condition 9 to indcxation as
provided in Condition 4(f)(1) - see Appendix

Applicable. For the purposes of Condition 6(e),
the Event Put Amount shali be the Nominal
Amount, subject to indexation as provided in
Condition 4()(i) - see Appendix

GENERAL PROVISIONS APPLICABLE TO THE NOTES

25.

27.

28.

3l

(a) Form of Notes:

(b) New Global Note:

Additional Financial Centre(s) or other
special provisions relating to Payment
Dates:

Talons for future Coupons or Receipts to
be attached to Definitive Notes (and dates
on which such Talons mature):

Details relating to Panly Paid Notes:
amount of each paytnent comprising the
Issue Price and date on which cach
payment is to be made and consequences
of failure to pay. including any nght of
the Issuer to forfeit the Notes and interest
due on late puymeni:

Details relating to Instalment Notes:
(1 [nstalment Amount(s):

(i) Instalment Date(s):
Redenomination applicable:

Other terms or special conditions:

Temporary Global Nole exchangeable for a
Permanent Global Note which is exchangeable
for Definitive Notes only upon an Exchange
Event ~

No

Not Applicable .-

Yes. Each Talon shall be deemed to mature on
the Interest Paymemt Date on which the final
Coupon comprised in the relevant Coupon sheet
matures

Not Applicable

Not Applicable
Not Applicable
Redenomination not applicable

See Appendix




DISTRIBUTION

32. If syndicated, names of Managers: Not Applicable

(i) Stabilising Manager (if any): Not Applicable S

33. If non-syndicated, name of relevant Barclays Bank PLC ‘;"
Dealer:

34, Whether TEFRA D or TEFRA C rules TEFRAD - ’
applicable or TEFRA rules not applicable:

35.  Additional selling restrictions: Not Applicable

LISTING AND ADMISSION TO TRADING APPLICATION

These Final Terms comprise the final terms required to list and have admitted to trading the issuc of
Notes described herein pursuant to the €2,500,000,000 Euro Medium Term Note Programme of
Severn Trent Plc and Severn Trent Utilitics Finance Ple.

RESPFONSIBILITY

The Issuer and the Guarantor accepl responsibility for the information contained 1n these Final Terms.

Signed on behalf of the Issuer: Signed on behalf of the Guarantor:

T -
By TRl ST By:......... R Er T S s O AT

Duly authorised

Duly qutiorised




PART B — OTHER INFORMATION

LISTING

(¥ Listing: London .

(i) Admission to trading. Application has been made for the Notes 10 he
admitted 0 trading on the London Stock
Exchange's Gilt Edged and Fixed Enterest Market
with cffect from 6th July. 20607 o~

(iti)  Estimate of total expenses £1,632.50 /

related 1o admission 1o trading:

RATINGS

Ratings: The Notes (o be issued have been rated:
S&pP A
Moody's: A2

INTERESTS OF NATURAL AND LEGAL PERSONS INVOLVED IN THE ISSUE

Save as described in "Subscription and Sale” and for any fees payable 1o the Manager, so far
as each of the Issuer and the Guarantor is aware, no person involved in the issue of the Notes
has an interest matenal 1o the offer.

REASONS FOR THE OFFER, ESTIMATED NET PROCEEDS AND TOTAL
EXPENSES

{i) Reascns for the offer The net proceeds will be applied by the Group lor
is general corporate purposes

{n Estimated net proceeds: £50,000,000 (excluding expenses as sct oul
below)
(i) Estimated total expenses: £1.632.50

PERFORMANCE OF INDEX/FORMULA, EXPLANATION OF EFFECT ON VALUE
OF INVESTMENT AND ASSOCIATED RISKS AND OTHER INFORMATION
CONCERNING THE UNDERLYING

Information on the UK Retail Price Index can be found on Bloomberg Page UKRPI

OPERATIONAL INFORMATION

(i) ISIN Code: XS0309568771
(i} Common Code: 030956877
(1) Any cleanng system(s) other Not Applicable

than Euroclear Bank SA/NV and
Clearstrearn Banking, socidré
anonyme and the relevant
identitication number(s):




(iv)
(v)

(vi)

TCM:4895009.3

Delivery:

Names and addresses of
additional Paying Agent(s) (if
any)

Intended to be held in a manner
which would allow Eurosystem
eligibility:

Delivery against payment

Not Applicable

No



APPENDIX

Paragraphs (ii), (i11) and (iv) of Condition 4(b} are deleted. The following shall be deemed to
be inserted as a new parugraph (i1} in Condition 4(b) and paragraphs {v), (vi) and (vii) of
Condition 4(b will be renumbered (1i1), (iv) and (v) respectively and amended accordingly:

"(in}

Determination of Rate of Interest and calculation of Interest Amounts

The Calculation Agent will, at or as soon as practicable after cach time at which the
Ratc of Interest is capable of being determined, determine the applicable Rate of
Interest and notify the principal Paying Agent of the Rate of Interest as soon as
practicable after calculuting the same.

The umount of interest payable on each Note for any Interest Period (the {nterest
Amount} will be calculated by the Calculation Agent by (A) applying the Raie of
Interest (as notified to the principal Paying Agent by the Calculation Agent in
accordance with the preceding paragraph) o the Specified Denomination of such
Note, (B) muliiplying the resulting amount by the Day Count Fraction and (C)
rounding the resulting Ngure 1o the newrest one penny (half a penny being rounded
upwards}.

The Day Count Fraction is a fraction {(a) the numwrator of which is the number of
days from and including the most recent Interest Payment Date (or Issue Date if such
period is before the first scheduled Interest Payment Date) to but excluding the next
Interest Payment Date or, if earlier the date of payment; and (b) the denominator of
which is two times the number of days (including the fiest and excluding the last) in
the Determination Period.

Determination Period means cach period from (and including) a Determination Date
1o (but excluding) the next Determination Date (including, where either the Interest
Commencement Date or the final Specitied Interest Paymeni Date is not a
Determination Date, the period commencing on the first Determination Date prior to,
and ending on the first Determination Date falling after, such date).

Determination Date means st February and 1st August in each year”

Condition 4(b)(iv) {renumbered as provided above) shall be deleted and the following
paragraph shall be inserted in place thereof as a new Condition 4{b)(iv):

(i)

Deteninination or Calculation by Trustee

If for any reason the Calculation Agent at any time after the [ssue Date defaults in its
obligation to determine or calculate:

(A) the Rate ol Inlerest;
(B any Interest Amount in accordance with paragraph (ii) above;
(<) the Final Redemption Amount (as defined below); or

(In the Early Redempuon Amount (as defined below),




the Trustee shall determine or calculate the same, in its absolute discretion (having
such regard as it shall thiok fit 1o the foregoing provisions of this Condition 4 and
Conditions 6 and 9), and in such manner as it shall deem fair and reasonable in all the
circumistances and each such determination or calculation shall be deemed to have
been made by the Calculation Agent (and, where practicable, in accordance with this
Condition 4)."

A new Condition 4() shall be inserted as follows:

"(h
Q)]

(i)

Indexation
Indexation of principal

The Final Redemption Amount payable pursuant 10 Condition 6{a) and the Early
Redemption Amount payable pursuant to Conditions 6(b), 6(e} or 9 shall be the
nominal amount of the Notes multiplied by the Index Ratio applicable to the datc on
which the Final Redemption Amount or the Early Redemption Amount {as the case
may be) becomies payable.

The Calculation Agent will calculate such Final Redemption Amount or Early
Redemption Amount (as Lhe case may be) as soon as practicable after cach time such
amount is capable of being determined and will notify the principal Paying Agent
therecf as soon as practicable after calculating the same. The principal Paying Agent
will as soon as practicable thereafter notify the Issuer and any stock exchange on
which the Notes arce for the time being listed thereof and cause notice thercof to be
published in accordance with Condition 13.

Definitions
For the purposes of these Conditions:

Base Index Figure means 205.529, being the Index Figure applicable to 6th July,
2007,

Calculation Date means any date when an Interest Amount, Final Redemption
Amount or Early Redemplion Amount, as applicable, falls due.

Expert means an independent investment bank or other expest in London appointed
by the Issucr and approved by the Trustee acting reasonably or (failing such
appointment within ten days after the Trustee shall have requested such appointiment
{provided such request is reasonable)) appointed by the Trustee;

Index means, in relation to any Calculation Date, subject as provided in Conditions
4(g) and 6(1) below, the United Kingdom General Index of Retail Prices (for all
items) as published by the Office for National Statistics (Jupuary 1987=100) as
published by HM Government (currently contained in the Monthly Digest of
Statistics) and applicable to that Calculation Date or, if that index is not published for
any Calculation Date, any substituted index or index figures published by the Office
for Nattonal Statistics or the comparable index which replaces the United Kingdom
General Index of Retail Prices (for all items) for the purposc of calculating the
amount payable on repayment of the Reference Gilt:



Any raference to the Index Figure applicable 10 a particular Calculation Date shall,
subject as provided in Condition 4(g} below, be calculated in accordance with the
following formula:

(Day of Calculation Date—1)
{Days 1in month of Calculation Dute)

RPI

x(RPI,,..—RPI_ )

m-3

and reunded 1o five decimal places (0.000005 being rounded upwards) and where:

RPI,,., means the Index Figure for the first day of the month that 15 three months
prior 1o the month in which the payment {alls due; and

RPI,.., mcans the Index Figure for the first day of the manth that is two months prior
10 the mionth tn which the payment falls due.

the Index Ratio applicable to any Calculation Date means the Index Figure
applicable to such dage divided by the Base Index Figure and rounded to five decimal
places (0.000005 being rounded upwards);

the Rate of Interest applicable to any amount payable in respect of interest shall be
1.457¢) per cent. per annum nmustiplied by the Index Ratio applicable to the date on
which such amount falls duc and rounded to six decimal places (0.0000005 being
rounded upwards); and

Reference Gilt means the 1.25 per cent. Index-Linked Treasury Stock due 2055 (or,
if suclr stock is not in existence, such other index-linked stock issued by or on behalf
of HM Government as the Issuer, on the advice of three brokers andfor gilt edged
market makers (or such other three persons operating in the gilt edged market as the
Issuer, after consuhation with the Trustce, may select), may consider to be the most
appropriale reference government stock for the Notes)."

4. A new Condition 4(g) shall be inserted as follows;
"{g)  Changes in circumstances affecting the Index
(1) Change in base

If at any time the Index is changed by the substitution of a new base for i, then with

cffect from (and including) the date from and including that on which such

substitution takes effect:

(A} the definition of Index in Conditon 4() shall be deemed to refer to the new
date in substitution for January 1987 (or, as the case may be, for such other
date or month as may have been substituted for it); and

(B) the definition of Base Index Figure m Condition 4(f) shall be amended to
mean the product of the then apphicable Base Index Figure and the Index
immediately following such suhstitution, divided by the Index immediately
prior to such substitution.

(11} Delay in pubhication of the Index

(A) If, in relation to & particolar Interest Period or to the redemption of all or
some only of the Notes and otherwise than in circumstances which the [ssuer



(iii)

cerlifies to the Trustee may fall within Condition 4(g)(iii} or 6(})
{notwithstanding that the 1ssuer may subsequently be advised that they do not
fall within Condition 4(g)(ii) or 6(1)), the Index Figure relating 10 any month
(the calculation month) which is required to be taken into account for the
purposes of the determination of the Index Figure for any date 15 not
published on or beforc the fourteenth day before the date on which such
payment is due (the date for payment), the Index Figure for the relevant
calcufation month shall be the substitute index figure Gf any) as 1s published
by the Bank of England or the United Kingdom Debt Management Office {or
such other United Kingdom authority as may be appropriate) for the purposes
of indexation of payments on the Reference Gilt or, failing such publication,
on any one or morc of HM Government's index-linked stocks, as determined
by the Expert; or

(B} if no such determination is made by the Expert within seven days, the Index
Figure last published before the date for payment.

Where the provisions of this Condition 4{g)(ii} apply. the certificate of the lssuer,
acting on the advice of an Expert, as to the Index Figure applicable to the date for
payment falls shall be conclusive and binding upon the Issuer, the Trustee and the
Noteholders.  If a substitute index is published as specificd in (A) above, a
determination made based on that index shall be final and no further payment by way
of adjustment shall be made, notwithstanding that the Index Figure applicable to the
date for payment may subsequently be published. If no substitule index is so
published and the Index relating to the date for payment is subsequently published
then:

(C) in the case of any Note not falling due for redemption on the date for
payment, if the Index so subsequently published (if published while that Note
remains outstanding) is greater or less than the Index applicable by virtue of
{B) above, the interest payable on that Note on the Interest Payment Date
next succeeding the date of such subsequent publication shall be incrcased or
reduced to reflect the amount by which the interest pavable on that Note on
the date for payment on the basis of the Index applicable by virtue of (B)
above fell shon of, or (as the case may be) excecded the interest which would
have been payable on that Note if the Index subsequently published had been
published on or before the second business day before the date for payment;
or

(D}  in the case of any Note falling due for final redemption on the date for
payment, no subsequent adjustment to amounts paid will be made.

Cessaiion of or fundamental changes to the Index

It the Index ceases to be published or any changes are made to it which, in the
opinion of an Expert, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expert, be detrimental 1o the
interests of the Issuer or the Noteholders and if, within 30 days after its appointment
{or such longer period as the Trustee may consider reasonable), the Expert
recommends for the purposes of the Notes one or more adjustments to the Index or a
substitute index (with or without adjustments), then provided that such adjustments or
substitute index (as the case may be) are not materially detriniental (in the opinion of
the Expert) either to the intercsts of the Issuer or the interests of the Notcholders, as
compared to the interests of the Issuer and the Noteholders (as the case may be) as



they would have been had the Index continued to be published or such fundamental
change in the rules governing the Index not been made, the Index shall be adjusted as
s0 recommended or (as the case may be) shall be replaced by the substitute index so
recommended (as so adjusted, it so recommended) and references in these Conditions
to the Index shall he construed accordingly and the Issuer shall notify the Notcholders
of the adjustments to the Index or the introduction of the subsiitute index (with or
without adjustments} in accordance with Condition 13.

If any pavment in respect of the Notes is due to be made after the cessation or
changes referred to in the preceding paragraph but before any such adjustment o, or
replaczment of, the Index takes effect, the [ssuer shall (if the Index Figure applicable
(or deemed applicable) to the date for payment is not available in accordance with the
provisions of Condition 4(0)) make a provisional payment on the basis that the Index
Figure applicable to the date for payment is the Index last pubhished. In that event or
in the event of any payment on the Notes having been made on the basis of an Index
deemed applicable under Condition 4(g){(iiXA) above (also referred to below as a
provisional payment) and of the Trustee on the advice of the Expen subsequently
determining that the relevant circumstances fall within this Condition 4(g)(ii1), then:

(A) except in the case of a payment on redemption of the Notes, if the sum which
would have been payable if such adjustments or such substitute index had
been in effect on the due date for such provisional payment is greater or less
than the amount of such provisional payment, the interest payable on the
Notes on the Interest Payment Date next succeeding the iast date by which
the Issuer and Trustee receive such recommendation shall be increased or
reduced o reflect the amount by which such provisional payment of interest
felt short of, or (as the case may be) exceeded, the interest which would have
been puyable on the Notes if such adjusiments or such substituted index had
been in effect on that dawe; or

(B) in the case of a payment of principal or interest on redemption of the Nowes,
no subseguent adjustment to amounts paid will be made.

(1v) Trustee

The Teustee shall be entitled to assume that no cessation of or change to the Index has
occurred until informed otherwise by the Issuer and will not be responsible for
identifying or appointing an Expert save as provided in these Conditions.”

A new Condition 6(1) shall be inserted as follows:
"(K)  Redemption for Indexation reasons

() If the Index ccases to be published or any changes are made to it which, in the
opinion of an Expert, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expert, be detrimental to the
interests of the Noweholders and if the Expert fails within 30 days after its
appointment (or such longer period as the Trustee considers reasonable), or states to
the [ssuer and the Trustee that it 1s unable, to recommend for the purposes of the
Notes any adjustments to the Index or any substitute index (with or without
adjustinents) as described in Condition 4(g)(iii), the Issuer shall, within 14 days after
the expiry of such period or (as the case may be) after the date of such statement, give
notice (which shall be irrevocable and shall state the date fixed for redemption which
shall k¢ pot more than 15 days after the date on which the notice is given) to redeem




(i)

1ICM:4895009.3

the Noles then outstanding, at a price equal to their nominal amount multiplied by the
Index Ratio applicable to the date on which the date fixed for redemption falls,
together with accrued interest,

If the Index ccases to be published or any changes arc made to it which, in the
opinion of an Expert, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expert, be detrimental to the
interests of the Issuer and if the Expert fuils within 30 days after its appointment {(or
such longer period as the Trustee considers reasonable), or states to the Issuer and the
Trustee that it is unable to recommend for the purposes of the Notes any adjustments
to the Index or any substitute index (with or without adjustments) as described in
Condition 4(g)(iii). the Issuer may at its option, within 14 days after the expiry of
such peried or (as the case may be) alter the date of such statement, give notice
(which shall be irrevocable and shall state the date fixed for redemption which shali
be not more than 15 days after the date on which the notice 15 given) to redeem the
Notes then outstanding, at a price equal to their nominal amount multiplied by the
Index Ratio applicable to the date on which the date fixed for redemption falls,
together with accrued interest.”
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17 May 2007 i

Y

Severn Trent Water Utilities Finance Plc R

Issue of GBP 100,000,000
1.6675 per cent. Index-Linked Notes due August 2057
Guaranteed by Severn Trent Water Limited
under the €2,500,000,000
Euro Medium Term Note Programme

PART A — CONTRACTUAL TERMS

Terms used herein shall be deemed to be defined as such for the purposes of the Terms and
Conditions set forth in the Prospectus dated 4 August 2006 which constitutes a base prospectus for
the purposes of the Prospectus Directive (Directive 2003/71/EC) (the Prospectus Directive). This
document constitutes the Final Terms of the Notes described herein for the purposes of Article 5.4 of
the Prospectus Directive and must be read in conjunction with the Prospectus. Full information on the
Issuer and the offer of the Notes is only available on the basis of the combination of these Final
Terms and the Prospectus. The Prospectus is available for viewing at htip://www.rns-
pdf.londonstockexchange.com/ins/3261h -2006-8B-7.pdf and copies may be obtained from the
registered office of the Issuer at 2297 Coventry Road, Birmingham B26 3PU, United Kingdom.

1. (i) Issuer: Severn Trent Water Wtilities Finance Plc

(i) Guarantor: Severn Trent Water Limited

2. i Series Number: 86

(i}  Tranche Number: 1
3. Specified Currency or Currencies: Pounds sterling (GBP)
4, Aggregate Nominal Amount:

(i) Series:

GBP 100,000,000

(ii) Tranche: GBP 100,000,000
S. Issue Price: 100 per cent. of the Aggregate Nominal
Amount of the Tranche
6. Specified Denominations: GBP 50,000
7. Issue Date and Interest 1 June 2007
Commencement Date:
8. Maturity Date: 1 August 2057
9, Interest Basis: Index Linked interest {further particulars
specified below)
10. Redemption/Payment Basis: Index Linked Redemption (see Appendix)



11.

12.

13.

14.

Change of Interest Basis or
Redemption/Payment Basis:

Put/Call Options:
(i) Status of the Notes:
(i) Status of the Guarantee:

Method of distribution:

Not Applicable

Not Applicable
Senior
Senior

Non-syndicated

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

15.

16.

17.

18.

19.

Fixed Rate Note Provisions
Floating Rate Note Provisions
Zero Coupon Note Provisions

Index Linked Interest Note
Provisions

(i) Index/Formula:

(i) Calculation Agent
responsible for calculating
the interest due:

(iii) Provisions for determining
Coupon where calculation by
reference to Index andfor
Formula is impossible or

impracticable:

(iv) Specified Period(s)/Specified
Interest Payment Dates:

{v) Business Day Convention:

{vi) Additiona! Business
Centre(s):

{vii) Minimum Rate of Interest:
(vii)  Maximum Rate of Interest:
{ix) Day Count Fraction:

Dual Currency Interest Note
Provisions

Not Applicable
Not Applicable

Not Applicable

Applicable

See Appendix

HSBC Bank plc

See Appendix

Semi-annually in arrear on 1 February and 1
August in each year, commencing on 1
August 2007 {short first coupon) up to and
including the Maturity Date

Not Applicable

Not Applicable

Not Applicable

Not Applicable

See Appendix

Not Applicable




PROVISIONS RELATING TO REDEMPTION

20.

21

22.

23.

24.

Issuer Call:
Investor Put:

Final Redemption Amount

Early Redemption Amount(s) payable
on redemption for taxation reasons or

on event of default and/ or the method

of calculating the same (if required or
if different from that set out in
Condition 6(f)):

Put Event:

Not Appiicable
Not Applicable

Nominal Amount, subject in the case of
Condition 6(a) to indexation as provided in
Condition 4(f)(i) - see Appendix

Nominal Amount, subject in the case of
Condition 6(b) and Condition 9 to indexation
as provided in Condition 4(f)(i) - see
Appendix.

Applicable. For the purposes of Condition
6(e), the Event Put Amount shall be the
Nominal Amount subject to indexation as
provided in Condition 4(f}{i) - see Appendix

GENERAL PRCOVISIONS APPLICABLE TO THE NOTES

25.

26.

27.

28.

29.

(a) Form of Notes:

{b) New Global Note:

Additional Financial Centre(s) or other
special provisions relating to Payment

Dates:

Talons for future Coupons or Receipts

to be attached to Definitive Notes
{and dates on which such Talons
mature):

Details relating to Partly Paid Notes:
amount of each payment comprising
the Issue Price and date on which
each payment is to be made and
consequences of failure to pay,
including any right of the Issuer o
forfeit the Notes and interest due on
late payment:

Details relating to Instalment Notes:

{i Instalment Amount(s):

Temporary Global Note exchangeable for a
Permanent  Global Note  which is
exchangeable for Definitive Notes only upon
an Exchange Event

Not Applicable

Not Applicable

Yes. Each Talon shall be deemed to mature
on the Interest Payment Date on which the
final Coupon comprised in the relevant
Coupon sheet matures

Not Applicable

Not Applicable

Not Applicable




(i) Instalment Date(s): Not Applicable

30. Redenomination applicable: Redenomination not applicable
31. Other terms or special conditions: Not Applicable
DISTRIBUTION
3z. {i) If syndicated, names of Not Applicable

Managers:

(ii) Stabilising Manager (if any}; Not Applicable

33. If non-syndicated, name of relevant The Royal Bank of Scotland ple
Dealer:

34. Whether TEFRA D or TEFRA C rules
applicable or TEFRA rules not
applicable: TEFRA D rules apply

35. Additional selling restrictions: Not Applicable

LISTING AND ADMISSION TO TRADING APPLICATION

These Final Terms comprise the final terms required to list and have admitted to trading the issue of
Notes described herein pursuant to the €2 500,000,000 Eurc Medium Term Note Programme of
Severn Trent Plc and Severn Trent Water Utilities Finance Plc.

RESPONSIBILITY

The Issuer and the Guarantor accept responsibility for the information contained in these Final Terms.

Signed on behalf of the Issuer: Signed on behalf of the Guarantor:
= BY.
Duly authorised Duly authorised




PART B — OTHER INFORMATION

LISTING

(i Listing: London

(i} Admission to trading: Application has been made for the Notes to be
admitted to trading on the Giit-Edged and Fixed
Interest Market of the London Stock Exchange
with effect from 1 June 2007.

(iii} Estimate of total expenses GBP 3,836.38

related to admission to trading:

RATINGS

Ratings: The following ratings reflect the ratings allocated
to Notes of the type being issued under the
Programme generally:
Moody's: A2
Standard & Poor's: A

NOTIFICATION

Not Applicable
INTERESTS OF NATURAL AND LEGAL PERSONS INVOLVED IN THE ISSUE

Save as described in "Subscription and Sale” and for any fees payable to the Dealer, so far
as the Issuer and the Guarantor is aware, no person involved in the issue of the Notes has an
interest material to the offer.

REASONS FOR THE OFFER, ESTIMATED NET PROCEEDS AND TOTAL EXPENSES

(i) Reasons for the offer See "Use of Proceeds” wording in Prospectus
{ii) Estimated net proceeds: GBP 100,000,000
{iii) Estimated total expenses: Not Applicable

PERFORMANCE OF INDEX/FORMULA, EXPLANATION OF EFFECT ON VALUE OF
INVESTMENT AND ASSOCIATED RISKS AND OTHER INFORMATION CONCERNING
THE UNDERLYING (/ndex-Linked Notes Only)

Information on the UK Retail Price Index can be found on Bloomberg Page UKRPI.

PERFORMANCE OF RATE[S] OF EXCHANGE AND EXPLANATION OF EFFECT ON
VALUE OF INVESTMENT (Dual Currency Notes Only)

Not Applicable



OPERATIONAL INFORMATION
(i) ISIN Code:
(i) Common Code:

(i) Any clearing system(s) other
than Euroclear Bank SA/NV and
Clearstream Banking, société
anonyme and the relevant
identification number(s):

(iv) Delivery:

(v} Names and addresses of
additional Paying Agent(s} (if
any):

(vi) Intended to be held in a manner

which would allow Eurosystem
eligibility:

XS0301292453
030129245

Not Applicable

Delivery against payment

Not Applicable

No




APPENDIX

1. Paragraphs (ii), (iii) and (iv) of Condition 4(b) are deleted. The following shall be deemed to
be inserted as a new paragraph (ii) in Condition 4{b) and paragraphs {v), {vi) and (vii) of
Condition 4(b) will be renumbered (iii), (iv) and (v) respectively and amended accordingly:

"(ii)

Determination of Rate of Interest and calculation of Interest Amounts

The Calculation Agent will, at or as soon as practicable after each time at which the
Rate of Interest (as defined below) is capable of being determined, determine the
applicable Rate of Interest and notify the Agent of the Rate of Interest as soon as
practicable after calculating the same.

The amount of interest payable on each Note for any Interest Period (the Interest
Amount) will be calculated by the Calculation Agent by (A} applying the Rate of
Interest {as notified to the Agent by the Calculation Agent in accordance with the
preceding paragraph) to the Specified Denomination of such Note, (B) multiplying the
resulting amount by the Day Count Fraction and (C) reunding the resulting figure to
the nearest one penny {half a penny being rounded upwards).

The Day Count Fraction is a fraction (a) the numerator of which is the number of
days from and including the most recent Interest Payment Date (or Issue Date if such
period is before the first scheduled Interest Payment Date) to but excluding the next
Interest Payment Date or, if earlier the date of payment; and {b) the denominator of
which is two times the number of days (including the first and excluding the last) in
the Interest Period.”

2. Condition 4(b)(iv) (renumbered as provided above) shall be deleted and the following
paragraph shall be inserted in place thereof as a new Coendition 4{b){iv):

"(iv)

Determination or Calculation by Trustee

If for any reason the Calculation Agent at any time after the Issue Date defaults in its
obligation to determine or calculate:

(A) the Rate of Interest;

(B) any Interest Amount in accordance with paragraph (i) above;
(C) the Final Redemption Amount (as defined below);

(D) the Early Redemption Amount (as defined below); or

(E) the Event Put Amount (as defined below),

the Trustee shall determine or calculate the same, in its absolute discretion (having
such regard as it shall think fit to the foregoing provisions of this Condition 4 and
Conditions 6 and 9), and in such manner as it shall deem fair and reasonable in all
the circumstances and each such determination or calculation shall be deemed to
have been made by the Calculation Agent (and, where practicable, in accordance
with this Condition 4)."

3. A new Condition 4(f) shall be inserted as follows:



")

(ii)

Indexation
Indexation of principal

The Final Redemption Amount payable pursuant to Condition 6(a), the Early
Redemption Amount payable pursuant to Conditions 6(b) or 9 and the Event Put
Amount payable pursuant to Condition 6(e) shall be the nomina! amount of the Notes
multiplied by the Index Ratio applicable to the date on which the Final Redemption
Amount or the Early Redemption Amount or the Event Put Amount (as the case may
be) becomes payable.

The Calculation Agent will calculate such Final Redemption Amount or Early
Redemption Amount or Event Put Amount (as the case may be) as soon as
practicable after each time such amount is capable of being determined and will notify
the Agent thereof as soon as practicable after calculating the same. The Agent will as
soon as practicable thereafter notify the Issuer and any stock exchange on which the
Notes are for the time being listed thereof and cause notice thereof to be published in
accordance with Condition 13.

Definitions
For the purposes of these Conditions:

Base Index Figure means 204.40, being the Index Figure applicable to 1 March
2007;

Calculation Date means any date when an Interest Amount falls due;

Expert means an independent investment bank or other expert in London appointed
by the Issuer and approved by the Trustee acting reasonably or (failing such
appointment within 10 days after the Trustee shall have requested such appointment
(provided such request is reasonable)) appointed by the Trustee;

Index means, in relation to any Calculation Date, subject as provided in Conditions
4{g) and 6(}) below, the United Kingdom General Index of Retail Prices (for all items)
as published by the Office for National Statistics (January 1987=100) as published by
HM Government (currently contained in the Monthly Digest of Statistics) and
applicable to that Calculation Date or, if that index is not published for any Calculation
Date, any substituted index or index figures published by the Office for National
Statistics or the comparable index which replaces the United Kingdom General Index
of Retail Prices (for all items) for the purpose of calculating the amount payable on
repayment of the Reference Gilt;

Any reference to the Index Figure applicable to a particular Calculation Date shall,
subject as provided in Condition 4(g) below, be calculated in accordance with the
following formula:

RPlms +  {Day of Calculation Date -1) X {RPl g3 = RPI 3)
{Days in month of Calculation Date)

and rounded to five decimal places (0.000005 being rounded upwards} and where:

RPI 3 means the Index Figure for the first day of the month that is three
months prior to the month in which the payment falls due; and




RPI 2 means the Index Figure for the first day of the month that is two months
prior to the month in which the payment falls due;

Index Ratio applicable to any Calculation Date means the Index Figure applicable to
such date divided by the Base Index Figure and rounded to five decimal places
(0.000005 being rounded upwardsy);

the Rate of Interest applicable to any amount payable in respect of interest shall be
1.6675 per cent. per annum multiplied by the Index Ratio applicable to the date on
which such amount falls due and rounded to six decimal places (0.0000005 being
rounded upwards); and

Reference Gilt means the 1.25 per cent. Index-Linked Treasury Stock due
November 2055 (or, if such stock is not in existence, such other index-linked stock
issued by or on behalf of HM Government as the Issuer, on the advice of three
brokers andfor gilt edged market makers (or such other three persons operating in
the gilt edged market as the Issuer, after consultation with the Trustee, may select),
may consider to be the most appropriate reference government stock for the Notes).”

A new Condition 4{g) shall be inserted as follows:

"(9)
(i

Changes in circumstances affecting the Index
Change in base

If at any time the Index is changed by the substitution of a new base for it, then with
effect from (and including) the date from and including that on which such substitution
takes effect:

(A) the definition of Index in Condition 4(f} shall be deemed to refer to the new
date in substitution for January 1987 (or, as the case may be, for such other
date or month as may have been substituted for it); and

(B) the definition of Base Index Figure in Condition 4(f) shall be amended to
mean the product of the then applicable Base Index Figure and the Index
immediately following such substitution, divided by the Index immediately
prior to such substitution.

Delay in publication of the Index

(A) If, in relation to a particular Interest Period or to the redemption of all or some
only of the Notes and otherwise than in circumstances which the Issuer
certifies {o the Trustee may fall within Condition 4(g)(iii} or 6()
(notwithstanding that the Issuer may subsequently be advised that they do
not fall within Condition 4(g)(iii) or 6(1)), the Index Figure relating to any month
(the “calculation month”) which is required to be taken into account for the
purposes of the determination of the Index Figure for any date is not
published on or before the fourteenth day before the date on which such
payment is due (the “date for payment”), the Index Figure for the relevant
calculation month shall be the substitute index figure (if any) as is published
by the Bank of England or the United Kingdom Debt Management Office (or
such other United Kingdom authority as may be appropriate) for the purposes
of indexation of payments on the Reference Gilt or, failing such publication,



(i)
|

on any one or more of HM Government's index-linked stocks, as determined
by the Expert; or

(B) if no such determination is made by the Expert within seven days, the Index
Figure last published before the date for payment.

Where the provisions of this Condition 4(g)(ii) apply, the certificate of the Issuer,
acting on the advice of an Expert, as to the Index Figure applicable to the date for
payment falls shall be conclusive and hinding upon the Issuer, the Trustee and the
Noteholders. If a substitute index is published as specified in (A) above, a
determination made based on that index shall be final and no further payment by way
of adjustment shall be made, notwithstanding that the index Figure applicable to the
date for payment may subsequently be published. If no substitute index is so
published and the Index relating to the date for payment is subsequently published
then:

{C) in the case of any Note not falling due for redemption on the date for
payment, if the Index so subsequently published (if published while that Note
remains outstanding) is greater or less than the Index applicable by virtue of
(B) above, the interest payable on that Note on the Interest Payment Date
next succeeding the date of such subsequent publication shall be increased
or reduced to reflect the amount by which the interest payable on that Note
on the date for payment on the basis of the Index applicable by virtue of (B)
above fell short of, or (as the case may be) exceeded the interest which
would have been payable on that Note if the Index subsequently published
had been published on or before the second business day before the date for
payment; or

(D) in the case of any Ncte falling due for final redemption on the date for
payment, no subsequent adjustment to amounts paid will be made.

Cessation of or fundamental changes to the Index

If the Index ceases to be published or any changes are made to it which, in the
opinion of an Expen, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expert, be detrimental to the
interests of the Issuer or the Noteholders and if, within 30 days after its appointment
(or such longer period as the Trustee may consider reasonable), the Expert
recommends for the purposes of the Notes one or more adjustments to the Index or a
substitute index (with or without adjustments), then provided that such adjustments or
substitute index (as the case may be} are not materially detrimental (in the opinion of
the Expert) either to the interests of the Issuer or the interests of the Noteholders, as
compared to the interests of the Issuer and the Noteholders (as the case may be) as
they would have been had the Index continued to be published or such fundamenta!
change in the rules governing the Index not been made, the Index shall be adjusted
as so recommended or (as the case may be) shall be replaced by the substitute index
so recommended {as so adjusted, if so recommended) and references in these
Conditions to the Index shall be construed accordingly and the Issuer shall notify the
Noteholders of the adjustments to the Index or the introduction of the substitute index
{with or without adjustments) in accordance with Condition 13.

If any payment in respect of the Notes is due to be made after the cessation or

changes referred to in the preceding paragraph but before any such adjustment to, or
replacement of, the Index takes effect, the Issuer shall (if the Index Figure applicable
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(iv)

(or deemed applicable) to the date for payment is not available in accordance with the
provisions of Condition 4(f)} make a provisional payment on the basis that the Index
Figure applicable to the date for payment is the Index last published. In that event or
in the event of any payment on the Notes having been made on the basis of an Index
deemed applicable under Condition 4{g)ii}(A) above (also referred to below as a
provisional payment) and of the Trustee on the advice of the Expert subsequently
determining that the relevant circumstances fall within this Condition 4(g)(iii), then:

{A) except in the case of a payment on redemption of the Notes, if the sum which
would have been payable if such adjustments or such substitute index had
been in effect on the due date for such provisional payment is greater or less
than the amount of such provisional payment, the interest payable on the
Notes on the Interest Payment Date next succeeding the last date by which
the Issuer and Trustee receive such recommendation shall be increased or
reduced to reflect the amount by which such provisional payment of interest
fell short of, or {(as the case may be) exceeded, the interest which would have
been payable on the Notes if such adjustments or such substituted index had
been in effect on that date; or

(B) in the case of a payment of principal or interest on redemption of the Notes,
no subsequent adjustment to amounts paid will be made.

Trustee
The Trustee shall be entitled to assume that no cessation of or change to the Index

has occurred until informed otherwise by the Issuer and will not be responsible for
identifying or appointing an Expert save as provided in these Conditions."

A new Condition 6(l) shall be inserted as follows:

"
(i)

(ii)

Redemption for Indexation reasons

If the Index ceases to be published or any changes are made to it which, in the
opinion of an Expert, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expert, be detrimental to the
interests of the Noteholders and if the Expert fails within 30 days after its appointment
{or such longer period as the Trustee considers reascnable), or states to the Issuer
and the Trustee that it is unable, to recommend for the purposes of the Notes any
adjustments to the Index or any substitute index (with or without adjustments) as
described in Condition 4{g)(iii), the Issuer shall, within 14 days after the expiry of such
period or (as the case may be) after the date of such statement, give notice (which
shall be irrevocable and shall state the date fixed for redemption which shall be not
more than 15 days after the date on which the notice is given) to redeem the Notes
then outstanding, at a price equal to their nominal amount multiplied by the Index
Ratio applicable to the date on which the date fixed for redemption falls, together with
accrued interest.

If the Index ceases to be published or any changes are made to it which, in the
opinion of an Expert, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expert, be detrimental to the
interests of the Issuer and if the Expert fails within 30 days after its appointment (or
such longer period as the Trustee considers reasonable), or states to the Issuer and
the Trustee that it is unable to recommend for the purposes of the Notes any
adjustments to the Index or any substitute index {with or without adjustments) as

11



described in Condition 4{g)(iii), the Issuer may at its option, within 14 days after the
expiry of such period or (as the case may be) after the date of such statement, give
notice (which shall be irrevocable and shall state the date fixed for redemption which
shall be not more than 15 days after the date on which the notice is given) to redeem
the Notes then outstanding, at a price equal to their nominal amount multiplied by the
Index Ratio applicable to the date on which the date fixed for redemption falls,
together with accrued interest.”

i2




FINAL TERMS
30 May 2007
Severn Trent Water Utilitics Finance Ple

Issue of CZK500,000,000 Floating Rate Notes due 2012
(Guarantced by Severn Trent Water Limited
under the €2,500,000,000
Eure Medium Term Note Programme

PART A -~ CONTRACTUAL TERMS

Terms used hercin shail be deemed 0 be defined as such for the purposes of the Terms and
Conditions set forth in the Prospectus dated 4 August 2006 which constitutes a base prospectus for the
purposes of the Prospectus Directive {Dircetive 2003/71/EC)Y {the "Prospectus Directive™).  This
document constitutes the Final Terms of the Notes described herein for the purposes of Article 5.4 of
the Prospectus Directive and must be read in conjunction with the Prospectus. Full information on the
Issuer andt the offer of the Notes is only available on the basis of the combination of these Final Terms
and the Prospectus. The Prospectus is  available for  viewing at  hitp/fwww.rns-
pdl.londonstockexchange.com/rns/3261h_-2006-8-7.pdf and copies may be obtained from the
registered office of the Issuer at 2297 Coventry Road, Sheldon, Birmingham B26 3PU. United
Kingdom.

) issuer: Severn Trent Water Utibities Finance Plc
(i Guarantor: Severn Trent Water Limited
2. 1) Series Number: 87
(i) Tranche Number: ]
3. Specitied Currency or Currencies:  Czech Koruna (“CZK™)
4. Aggregue Nominal Amount:
(i) Series: CZK500,000.000
(i1) Tranche: CZK 500,000,000
5. Issue Price: 100.00 per cent. of the Aggregate Nominal Amount of the
Trunche
6. Specificd Denominations: CZK 2,000,000
7. lssue Date and Interess 4 June 2007
Comtmencement Dale:
8. Matunty Date: 4 Junc 2012, subject to adjustment in accordance with the

Moadified Following Business Day Convention



Interest Basis:

Redemption/Puyment Basis:

Change of Intercst Basis or
Redemption/Payment Basis:

Put/Call Options:

(i)
(i)

Status of the Notes:

Status of the Guarantee:

14. Method of distribution:

6 month PRIBOR plus 0.14 per cent. Floating Rate
(further particulers specified below)

Redemption at par

Not Applicable

Not Apphicable
Sentor
Senior

Non-syndicated

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

15.

16.

Fixed Rate Note Provisions

Floating Rate Note Provisions

(i)

(1)

(i)

{iv)

(v}

{vii)

Specified
Penod(s)/Specified
Interest Payment Dates;

Business Day
Convention:

Additional Business
Centre(s):

Munner in which the Rate
of Intercst and Interest
Amount is o be
determined:

Party responsibie for
calculating the Rate of
Interest and Imerest
Amount {if not the
Agent):

Screen Rawe
Determination:

ISDA Determination:

-~ Floating Rate Option:

Not Applicable

Applicable

Semi-annually on 4 June and 4 December in each year
from and including 4 December 2007 up to and including
the Maturity Date, subject to adjustment in accordance
with the Business Day Convention specified below and
there shall be no resulting adjustment to the acerual of

intcrest

Modified Following Business Day Convention

London, New York and Prague

ISDA Determination

Agent

Not Applicable

CZK-PRIBOR-PRBO




(viil)

(x)

(ix)

{xi)

(xih)

- Designated Maturity:

— Reset Date:

Margin(s):

Maximum Rate of
Interest:

Minimum Rate of
Interest:

Day Count Fraction:

Fall buck provisions,
rounding provisions and
any other terms relating
1o the method of
calculating interest on
Floating Rate Notes, if
different from those sel
out tn the Terms and
Conditions:

Zero Coupon Note Provisions

Index Linked Interest Note
Provisions

Dual Currency Interest Note
Provisions

6 months
The first day of each relevunt Interest Period

For the avoidance of doubt, the rate shall be determined
two Prague Business Days prior 10 each Reset Date

Plus 0.14 per cent. per annum

Not Applicable

Not Applicable

Actual/360, unadjusted

Not Applicable

Not Applicable

Not Applicable

Not Applicahle

PROVISIONS RELATING TO REDEMPTION

20.

N
2

23

Issuer Call:

Investor Put:

Final Redemption Amount

Not Applicable
Not Applicable

CZK 2,000,000 per Note of Specilied
Denomination

Early Redemption Amount(s) payable on  Condition 6(f) shall apply
redemption for taxation reasons or on

event of default and! or the method of

cajculnting the same (if required or if

different from that set out in
Condition 6(N}:

Put Event:

Not Applicable



GENERAL PROVISIONS APPLICABLE TO THE NOTES

25, {a) Form of Nateg:

{b) New Global Note:

26.  Additional Financial Centre(s) or other
special provisions relating to Payment
Dates:

27.  Taulons for future Coupons or Receipts to
be attached to Definitive Notes (and dates
on which such Talons mature}:

28.  Details relating to Partly Paid Notes:
amount of cach payment comprising the
Issue Price and date on which each
payment is to be made and consequences
of failure to pay, including any right of
the Issuer (o forfeit the Notes and interest
due on late payment:

29.  Details relatimg to Instalment Notes:

30.  Redenomination applicable:

31, Other terms or special conditions:

DISTRIBUTION

2. W
(ii) Stabilising Manager (if any):

33. If non-syndicated, name of relevant
Deuler:

34, Whether TEFRA D or TEFRA C rules

applicable or TEFRA rules not applicable:

35, Addiuonal selling restrictions:

If syndicated, names of Managers:

Temporary Global Note exchangeable for a
Permanent Global Note which is exchangeable
for Definitive Notes only upon an Exchange
Event

No

London, New York and Prague

No

Not Applicable

Not Applicable

Redenomination not applicable

Not Applicable

Not Applicable
Not Applicable

LP. Morgun Sccuritics Ltd.

TEFRA D

Crech Republic:

The offering of the Notes has aot been and will
not be notified to, and a prospectus has not been
and will pot be approved by, the Czech National
Bank. The Notes may oniy he offered in the
Czech Republic in reliznce on the relevimt privite
placement exemption provided for in Scction
35(2)d) of the Act of the Czech Republic No.




25672004 Coll.. on Conducting Business in the
Capital Market, as amended,

LISTING AND ADMISSION TO TRADING APPLICATION

These Finai Terms comprise the final terms required to list and have admirted to trading the issuc of
Notes described herein pursuant w the €2,500.000.000 Eure Medium Term Note Prograumme of
Severn Trent Ple and Severn Trent Water Utilities Finance Ple.

RESPONSIBILITY

The Issuer and the Guarantor accept responsibility for the information contained in these Final Terms.

Signed on behalf of the Issuer: Signed on behalf of the Guarantor:

By: ... ... s f ...........................
Duly authorised

[Duly authorised




SJI

PART B — OTHER INFORMATION

LISTING

)] Listing: London

(i) Admission to trading: Application has beer made for the Notes to be
admitted to trading on the London Stock
Exchange with effect from 4 June 2007

(it} Estimate of total expenscs GBP 360.00

related to admission to trading:

RATINGS

Ratings: The Notes 1o be issucd bave not been specificaily
rated.

NOTIFICATION

Not Applicable

INTERESTS OF NATURAL AND LEGAL PERSONS INVOLVED IN THE ISSUE
Not Applicable

REASONS FOR THE OFFER, ESTIMATED NET PROCEEDS AND TOTAL
EXPENSES'

)] Reasons for the offer Sec "Use of Proceeds” wording in Prospectus,
(i)  Estimated net procecds: CZK500.000.000
(1)  Estimated total expenses: Not Applicable

PERFORMANCE OF INDEX/FORMULA, EXPLANATION OF EFFECT ON VALUE
OF INVESTMENT AND ASSOCIATED RISKS AND OTHER INFORMATION
CONCERNING THE UNDERLYING (/ndex-Linked Notes Only)

Not Applicable

PERFORMANCE OF RATE[S] OF EXCHANGE AND EXPLANATION OF E+FECT
ON VALUE OF INVESTMENT (Dual Currency Notes Only)

Not Applicable
OPERATIONAL INFORMATION
(i) ISIN Code: XS0303138100

(i) Commen Code: 030313810

Required for derivative securities 10 which Annsx Xil 1o the Prospectus Directive Reguliation applies.




(iii)

(1v)

v)

{(vi)

Any clearing system(s) other Not Applicable
than Euroclear Bank SA/NV and

Clearstream Banking, socidté

anonvme and the relevant

dentification number(s):

Detivery: Delivery against puyment
Names and addresses of Not Applicahle
additionad Paying Agent(s) (if

any):

Intended to be held in a manner  No
which wonld allow Eurosystem
eligibility:



FINAL TERMS
7 June 2007
Severn Trent Water Utilities Finance Plc

Issue of CZK450,000,000 Fixed Rate Notes due 2012 .
Guaranteed by Severn Trent Water Limited .
under the €2,500,000,000
Eure Medium Term Note Programme

PART A - CONTRACTUAL TERMS

Terms used herein shall be deemed to be defined as such for the purposes of the Terms and
Conditions set forth in the Prospectus dated 4 August 2006 which constitutes a basc prospectus for the
purposes of the Prospectus Directive (Dircetive 2003/7[/EC) (the "Prospectus Directive”).  This
document constiutes the Final Terms of the Notes deseribed herein for the purposes of Article 5.4 of
the Prospectus Directive and must be read in conjunction with the Prospectus. Full information on the
Issuer and the offer of the Notes is only available on the basis of the combination of these Final Terms
and the Prospectus. The Prospectus s available for viewing at  htip//www.mns-
pdi.londonstockexchange.com/rns/3261h -2006-8-7.pdf and copies may be obtained from the
registered office of the Issuer at 2297 Coventry Road, Sheldon, Birmingham B26 3P, United
Kingdom.

) Issuer: Severn Trent Waler Utilities Finance Ple
(i) Guarantor: Severn Trent Water Limited

2. D Series Number: 88
(1) Tranche Number: 1

3. Specified Currency or Currencies:  Czech Koruna ("CZK™)

4. Aggregate Nominal Amount:

{1 Series: CZK450,000,600
{11) Tranche: C7ZK450.000.600
5. Issue Price; 1G0.00 per cent. of the Aggregate Nominal Amount of the
Tranche
6. Specified Denominauons: CZK2,000,000 -
7. lssuc Date and Inzerest 12 June 2007

Commencement Date:

8 Matuority Date: 12 June 2012, subject o adjustment in accordance with
the Modified Following Business Day Convention



14,

Interest Basis:

Redemplion/Payment Basis:

Change of Interest Basis or
Redemption/Payment Basts:

Put/Call Options:

(1
(i)

Status of the Notes:

Status of the Guarantee:

Method of distribution:

4.00 per cent. per annum Fixed Rate
(further particulars specified below)

Redemption ar par

Not Applicable

Not Applicable
Senior
Senior

Non-syndicated

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

15.

Fixed Rate Note Provisions

(1
()

(iii)

(iv)
v
{v1)

(vii)

Rate(s) of Interest:

Interest Payment Date(s):

Fixed Coupon
Amount(s):

Broken Amount(s):

Day Count Fraction:
Determination Date(s);
Other tenms relating o
the method of calculating

interest for Fixed Rate
Notes:

Floating Rate Note Provisions

Zero Coupon Note Provisions

Index Linked Interest Note
Provisions

Dual Currency Interest Note
Provisions

Applicable

4,00 per cent. per anntin payable annually in arear -

12 June in each year from and includiag 12 June 2008 up
to and including the Maturity Date, subject to adjustment
in accordance with the Modified Following Business Day
Convention and there shall be no resulting adjustment to

the accrual of interest

Not Applicable

Not Applicable
Actual/Actual (ICMA) /
Not Applicable

Not Applicable

Not Applicable
Not Applicable

Not Applicable

Not Applicable

PROVISIONS RELATING TO REDEMPTION




24.

Issuer Call:
[nvestor Put:

Final Redemption Amount

Early Redemption Amount(s) payable on
redemption for taxation reasons or on
event of defaul and/ or the method of
caleulaung the same (if required or 1f
different from that set out in

Condition 6(f)):

Put Event:

Not Applicable
Not Applicable

CZK2,000.000 per Note of Specilied
Denomination -

Condition 6{(f) shall apply

Not Applicable

GENERAL PROVISIONS APPLICABLE TO THE NOTES

25, (a) Form of Notes:
(b) New Global Note

26.  Additional Financial Centre(s) or other
special provisions relating to Payment
Dates:

27.  Talons for future Coupons or Receipts to
be attached 1o Definitive Notes (and dates
on which such Talons marture):

28.  Details relating to Partly Paid Notes:
amount of each payment comprising the
Issue Price and date on which each
payment is to be made and consequences
of failute to pay, including any right of
the Issuer to forfeit the Notes and interest
due on late payment:

29, Details relating 1o Instalment Notes:

30.  Redenomination applicuble:

31, Other terms or special conditions:

DISTRIBUTION

32 W It syndicated, names of Managers:

(11} Stabilising Manager (if any):

Temporary Global Note exchangeable {or a
Permanent Global Note which is exchangeable
for Definitive Notes only upon an Exchange
Event

Na

London and Prague

No

Not Applicuble

Not Applicable

Redenomination not applicable

Not Applicable

Not Applicablc

Not Applicable




33, If non-syndicated, name of relevant LP. Morgan Securities Ltd.
Dealer:

34,  Whether TEFRA D or TEFRA C rules TEFRA D
applicuble or TEFRA rules not applicable:

(L)
th

Additional selling restrictions: Czech Republic:

The offering of the Notes has not been and will
not be notified to, and a prospectus hus not been
and will not be approved by, the Czech Nalional
Bank. The Notes may only be offered in the
Czech Republic in reliance on the relevant private
placement exemption provided for in Section
35(2)d) of the Act of the Czech Republic No.
256/2004 Coll,, on Conducting Business in the
Cupital Market, as amended.

LISTING AND ADMISSION TO TRADING APPLICATION

These Final Terms comprise the final terms required to list and have admitied 1o trading the issue of
Notes described herein pursuant to the €2,500,000,000 Evro Medium Term Note Programme of
Severn Trent Ple and Severn Trent Water Utilities Finance Ple.

RESPONSIBILITY

The Issuer and the Guarantor accept responsibility for the information contained in these Final Terms.

Signed on behalf of the Issuer: Signed on behalf of the Guarantor:

By: h—?ﬂz ........... By: . o

Duly authorised Duly authorised




PART B — OTHER INFORMATION

LISTING

(n Listing: London

(it) Admission to trading: Application has been made for the Notes to be
admitted to trading on the London Stock
Exchange with effect from 4 June 2007

(iti)  Estimate of total expenses GBP 360.00

refated to admission to trading:

RATINGS

Ratings: The Notes to be issued have not been specifically
rited.

NOTIFICATION

Not Applicable
INTERESTS OF NATURAL AND LEGAL PERSONS INVOLVYED IN THE ISSUE
Not Applicable

REASONS FOR THE OFFER, ESTIMATED NET PROCEEDS AND TOTAL
EXPENSES’

(i) Reasons for the offer See "Use of Proceeds” wording in Prospectus.
{ii} Estimated net proceeds: CZK450.000,000
(iii)  Estimaed totad expenses: Not Applicable

PERFORMANCE OF INDEX/FORMULA, EXPLANATION OF EFFECT ON VALUE
OF INVESTMENT AND ASSOCIATED RISKS AND OTHER INFORMATION
CONCERNING THE UNDERLYING (Index-Linked Notes Only)

Not Applicable

PERFORMANCE OF RATE[S] OF EXCHANGE AND EXPLANATION OF EFFECT
ON YALUE OF INVESTMENT (Dual Currency Notes Only)

Not Applicable
OPERATIONAL INFORMATION
) ISIN Cede: XS50303564628

(n Common Code: 030356462

Required fur denvanve securities 10 which Annex XH e the Prospectus Threctve Regulation applics.




(iii)

(iv)
()

{(vi)

Any clearing system(s) other
than Buroclear Bank SA/NV and
Clearstream Banking, sociéré
anonvme and the relevant
identification namber(s):

Delivery:

Names and addresses of
additional Paying Agent(s) (if
any):

Intended 1o be held tn a manner
which would allow Eurosystem
eligibility:

Not Applicable

Delivery against payment

Not Applicable

No




BOLD BLACK CAPITALS

CHFPO83

Company Number

Company name in full

ERNEGRME ARE s
7 B Return of Allotment of Shares

2366619 "~ .

SEVERN TRENT PLC

Shares allotted (including bonus shares):

Date or period during which
Shares were allotted

Ui es were aliotted on one date
enWlhat date in the “from” box.)

Class of shares
{ordinary or preference eic)

_ Number allottéd

Nominal value of each share

Amount (if any) paid or due on each
Share (including any share premium}

[10f2 ]
From To
Day Month Year Day  Month Year
(o |Co | 2001

Ordinary Ordinary _ Ordinary
3,184 6,400 - 23516 -

97 17/19p 97 17/19p 97 17/19p

- 473p 548p 592p

List the names and addresses of the allottees and the number of shares allotted to each overleaf

If . allotted 5hares are fully or partly paid up otherwise than in cash please state:

% that each share is toc be
treated as paid up

Consideration for which

the shares were allotted

{This information must be supported by
the duly stamped contract or by the duly
Stamped particulars on Form 88(3) if the
contract is not in writing.}

Companies house receipt date barcode

This form has been provided free of charge
by Companies House.

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
For companies registered in England and Wales

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB DX235
For companies registered in Scotland Edinburgh




LAIAAL CHIZIUGL UT Ldaish T FIEAY S AT Fhd WP T o Wwwitdel ol LA S Wl
Class of shares Number
Name allotted allotted
Address
Postcode
Class of shares Number
Name allotted allotted
Address
Poslcode
Class of shares Number
Name allotted allotted
ddress
Postcode
Class of shares Number
Name ‘ allotted allotted
Address
Postcode
Class of shares Number
Name 7 . allotted allotted
Address TOTAL CONTINUED
stcode

Please enter the number of continuation sheet(s) (if any) attached to this form

Signed Oﬂl@' ‘ Date 7/6/07

A dirsstor / secretary / administraterfadministrative-receiverFreceiver-manager Liegeiver
Please delete as appropriate

Please give the name, address, Lloyds TSB Registrars,
telephone number and, if available, The Causeway
a DX number and Exchange of the Waorthing,
person Companies House should West Sussex.
BNS9 6DA

contact if there is any query.
ESP/Allotment Team/GW/7126

Tel: 01903 833692 Fax: 01903 833277

DX number DX exchange




BOLD BLACK CAPITALS

vy
R I R, Return of Allotment of Shares
CHFPO83
Company Number 2366619
Company name in full SEVERN TRENT PLC
{20f2
Shares allotted (including bonus shares):
From To
Date or peried during which
Shares were allotted Day  Month Year Day  Month Year
(I ies were allotted on one date
enter that date in the “from” box.) Ob O‘O 2C07
Class of shares Ordinary Ordinary Ordinary

(ordinary or preference etc)

_ Number allotfed : : 919

Nominal value of each share : 97 171 Qp

Amount (if any} paid or due on each
Share (inciuding any share premium) ’ - 759p

List the names and addresses of the allottees and the number of shares allotted to each overleaf

If . allotted Shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

(This information must be supported by
the duly stamped contract or by the duly
Stamped particulars on Form 88(3) if the
contract is not in writing. )

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff

Companies house receipt date barcode For companies registered in England and Wales

This form has been P’_“"ig"d free of charge Companies House, 37 Castle Terrace, Edinburgh EH1 2EB DX235
by Companies House. For companies registered in Scotland Edinburgh




SArenolaer actalls =alCo dilild Slale Lidao aliliiicyd
Class of shares Number
Name allotted allotted
Address PLEASE SEE ATTACHED SCHEDULE Ordinary 34,019
Postcode
Class of shares Number
Name allotted allotted
Address
Postcode
Class of shares Number
Name allotted allotted
’ddress
Postcode
Ciass of shares Number
Name : allotted - allotted
Address
Postcode
Class of shares Number
Name : allotted allotted
Address TOTAL 34,019
Pstcode

Please enter the number of continuation sheet(s) {if any) attached to this form | 2 l

Signed 7% ' Date 7/é/o 7

A directer / secretary / administrater{administrativereceiver Lreceiver manager/ receiver
Please delete as apprapriate

Please give the name, address, Lloyds TSB Registrars,
telephone number and, if available, The Causeway
a DX number and Exchange of the Worthing,
persan Companies House should West Sussex.
BNSS 6DA

contact if there is any query.
ESP/Allotment Team/GW/7126

Tel: 01903 833692 Fax: 01903 833277

DX number DX exchange




15 June 2007 .
Severn Trent Water Utilities Finance Plc

Issue of GBP 100,000,000 .~
Index Linked Notes due 1 February 2056 -
Guaranteed by Severn Trent Water Limited
under the €2,500,000,000
Euro Medium Term Note Programme

PART A - CONTRACTUAL TERMS

Terms used herein shall be deemed to be defined as such for the purposes of the Terms and
Conditions set forth in the Prospectus dated 4 August 2006 which constitutes a base prospectus for
the pumposes of the Prospectus Directive (Directive 2003/71/EC) (the Prospectus Directive). This
document constitutes the Final Terms of the Notes described herein for the purposes of Article 5.4 of
the Prospectus Directive and must be read in conjunction with the Prospectus. Full information on the
Issuer and the offer of the Notes is only available on the basis of the combination of these Final
Terms and the Prospectus. The Prospectus is available for viewing at hitp/iwww.ins-
pdi.lendonstockexchange.com/ms/3261h_-2006-8-7.pdf and copies may be obtained from the
registered office of the Issuer at 2297 Coventry Road, Birmingham B26 3PU, United Kingdom.

1. (i) Issuer: Severn Trent Water Utilities Finance Plc

(i}  Guarantor: Severn Trent Water Limited

2. (i)  Series Number: 89
(i)  Tranche Number: 1
3. Specified Currency or Currencies: Pounds sterling {GBP)
4, Aggregate Nominal Amount:
(i) Series: GBP 100,000,000
{it  Tranche: GBP 100,000,000
5 Issue Price: 100.00 per cent. of the Aggregate Nominal
Amount of the Tranche
6. Specitied Denominations: GBP 50.000
7. Issue Date and Interest 19 June 2007 |
Commencement Date:
B. Maturity Date: 1 February 2058
9. Interest Basis: index Linked Interest (further particulars
specified below)
10. Redemption/Payment Basis: Index Linked Redemption (see Appendix} -~




11.

12.

13.

14.

Change of Interest Basis or
Redermption/Payment Basis:

Put/Call Options:

(i) Status of the Notes:
() Status of the Guarantee:
Methed of distribution:

Not Applicable s

Not Applicable e
Senior ./

. /
Senior /

Non-syndicated .»*~

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

15.

16.

17.

18.

19.

Fixed Rate Note Provisions

Floating Rate Note Provisions

Zero Coupon Note Provisions

Index Linked Interest Note
Provisions

(i)
(ii}

(iii)

(iv}

v)
{vi)

(vii)
(vili)

(ix)

Index/Formula:

Calculation Agent
responsible for calculating
the interest due:

Provisions for determining
Coupon where calculation by
refarence to Index and/or
Formula is impossible or
impracticable:

Specified Period(s}/Specified
Intarest Payment Dates:

Business Day Gonvention:

Additional Business
Centre(s):

Minimum Rate of Interest:
Maximum Rate of Interest:

Day Count Fraction:

Dual Currency Interest Note
Provisions

Not Applicable v
Not Applicable ./
Not Applicable .~

Applicable ./

See Appendix .~

HSBC Bank plc .~

See Appendix o

Semi-annually in arrear on 1 February and 1
August in each year, commencing on 1
August 2007 up to and including the Maturity
Date

Kl

Not Applicable

Not Applicable /

Not Applicable

Not Applicable

Actual/Actual (ICMA) .7

Not Applicable




PROVISIONS RELATING TO REDEMPTION

20.

21,

22.

23.

24,

Issuer Call:
Investor Put;

Final Redemption Amount

Early Redemption Amount(s) payable
on redemption for taxation reasons or
on event of default and/ or the method
of calculating the same {(if required or
if difterent from that set out in
Condition 6&(f)):

Put Event:

Nat Applicable ./
Not Applicable "

Nominal Amount, subjec! in the case of
Condition 6(a) o indexation as provided in
Condition 4(f)(i) - see Appendix

Nominal Amount, subject in the case of
Condition 8(b) and Condition 9 to indexation
as provided in Condition 4{f){i) - see
Appendix. '

Applicable. For the purposes of Condition
B(e}, the Event Put Amount shall be the
Nominal Amount subject i indexzation as
provided in Condition 4{f)(i) - see Appendix

GENERAL PROVISIONS APPLICABLE TO THE NOTES

25.

28.

27.

28,

29,

{a) Form of Notes:

(b} New Global Note:

Additicnal Financial Centre(s) or other
special provisions relating to Payment
Dates:

Talons for future Coupons or Receipts
te be attached to Definitive Notes
{and dates on which such Talons
mature);

Details relating to Partly Paid Notes:
amount of each payment comprising
the {ssue Price and date on which
sach payment is to be made and
conseguences of failure to pay,
including ary right of the Issuer to
forfeit the Notes and interest due on
late payment:

Details relating to Instalment Notes:

{i) Instalment Amount{s):

Temporary Global Note exchangeable for a
Permanent  Global Note  which s
exchangeable for Definitive Notes anly upon
an Exchange Event

Not Applicable

Not Applicable -

Yes. Each Talon shall be deemed to mature
on the Interest Payment Date on which the
final Coupon comprised in the relevant
Coupon sheet matures

Not Applicable

Not Applicable

Not Applicable |




(ii) instalment Date({s): Not Applicable ~

-

30. Redenomination applicable: Redenomination not applicable “
31. Other terms or special conditions: Not Applicable .~
DISTRIBUTION
32 () If syndicated. names of Not Applicable /ﬂ

Managers:

(i) Stabilising Manager (if any):  Not Appficable ,

33. It non-syndicated, name of relevant BNP Paribas |
Dealer:
34. Whether TEFRA D or TEFRA C rules
applicable or TEFRA rules not :
applicable: TEFRA D rules apply
35. Additional selling restrictions: Not Applicable

LISTING AND ADMISSION TO TRADING APPLICATION

These Final Terms comprise the fina! terms required to list and have admitted to trading the issue of
Notes described herein pursuant to the €2,500,000,000 Euro Medium Term Note Programme of
Severn Trent Pic and Severn Trent Water Utilities Finance Plc.

RESPONSIBILITY

The Issuer and the Guarantor accept responsibility for the information contained in these Final Terms.

Signed on behalf of the Issuer: Signed on behalf of the Guarantor:

By ..... —’_’Z—~ ..................... By: ... ZH.

Duly authorised Duly authorised




PART B - OTHER INFORMATION

LISTING

(i) Listirg: London 7

(i) Admission lo trading: Application has been made for the Notes to be
admitted to trading on the Gilt-Edged and Fixed
Interest Market of the London Stock Exchange
with effect from 19 June 2007. .~

{iii}y Estimate of total expenses GBP 3,950 {GBP 3,850 for admission of Notes to

related to admission to trading: trading on the London Stock Exchange plc and

GBP 100 listing fee payable to United Kingdom
Listing Authority).

RATINGS

Ratings: The Notes to be issued have been rated:
S&FP: A
Mcody's: A2

NOTIFICATION

Not Applicablz
INTERESTS OF NATURAL AND LEGAL PERSONS INVOLVED IN THE ISSUE

Save as described in "Subscription and Sale” and for any fees payable 1o the Dealer, so far
as the Issuer and the Guaranior is aware, no person involved in the issue of the Notes has an
interest material to the offer.

REASONS FOR THE OFFER, ESTIMATED NET PROCEEDS AND TOTAL EXPENSES

(i) Reasons for the offer See "Use of Proceeds” wording in Prospectus
(it} Estimated net proceeds: GBP 100,000,000
(i} Estimated total expenses: ot Applicable

PERFORMANCE OF INDEX/FORMULA, EXPLANATION OF EFFECT ON VALUE OF
INVESTMENT AND ASSOCIATED RISKS AND OTHER INFORMATION CONCERNING
THE UNDERLYING {Index-Linked Notes Only)

Inforrmation on the UK Retail Price Index can be found on Bloomberg Page UKRPL,

PERFORMANCE OF RATE[S] OF EXCHANGE AND EXPLANATION OF EFFECT ON
VALUE OF INVESTMENT (Dual Currency Notes Only)

Not Applicable




OPERATIONAL INFORMATION
{i) ISIN Code:
{ii) Common Code:

(it} Any clearing system(s) other
than Euroclear Bank SA/NV and
Clearstream Banking, société
anonyme and the relevant
identification number(s):

(iv) Delivery:

(v) Names and addresses of
additional Paying Agent(s) (if
any):

(vi) Intended to be held in a manner

which would allow Eurosystem
eligibility:

XS0305016916 ¢

" 030501691

Not Applicable

Delivery against payment

Not Applicable

No



APPENDIX

1. Paragraphs (i), {iii) and {iv} of Condition 4(b) are deleted. The fcliowing shall be deamed to
be inserted as a new paragraph (i) in Condition 4{b) and paragraphs {v), (vi} and (vii) of
Condition 4(b} will be renumbered (iii), (iv} and (v) respectively and amended accordingly:

(i)

Detetmination of Rate of Interest and calculation of Interest Amounts

The Calculation Agent will, at or as soon as practicable after each time at which the
Rate of Interest is capable of being determined. determine the applicable Rate of
Interest and notify the Agent of the Rate of Interest as socn as practicable after
calculating the same.

The amount of interest payable on each Note for any Interest Period (the Interest
Amount) will be calculaled by the Calculation Agent by (A} applying the Rate of
Interest (as nofified to the Agent by the Calculation Agent in accordance with the
preceding paragraph} to the Specified Denomination of such Note, {B) multiplying the
resuiting amount by the Day Count Fraction and (C) rounding the resulting figure to
the nearest one penny (half a penny being rounded upwards).”

2. Condition 4(b)(iv) {renumbered as provided above} shall be deleted and the following
paragraph shall be inserted in place thereoi as a new Condition 4{b){iv}):

"(iv)

Determination or Calculation by Trustee

it for any reason the Calculation Agent at any time after the Issue Date defaulls inits
obligation to determine or calculate:

{A) the Rate of interest:

(B} any Interest Amount in accordance with paragraph {ii) above;
(C) the Final Redemption Amount (as defined below);

{D) the Early Redemption Amount (as defined below); or

(E) the Event Put Amount (as defined below),

the Trustee shall determine or calculate the same, in its absolute discretion {having
such regard as it shall think fit to the foregoing provisions of this Candition 4 and
Conditions 6 and 9), and in such manner as it shall deem fair and reascnable in all
the circumstances and each such determination or calculation shall be deemed to
have been made by the Calculation Agent {(and, where practicable, in accordance
with this Condition 4)."

3. A new Condition 4{f} shall be inserted as follows:

"
(i)

Ingexation
Indexation of principal
The Final Redemption Amount payable pursuant to Condition 5(a), the Early

Redernption Amount payable pursuant to Conditions 6{b) or @ and the Event Put
Amount payable pursuant to Conditicn 6{e) shall be the nominal amount of the Notes




(i

muiltiplied by the Index Ratio applicable to the date on which the Final Redemption
Amount or the Early Redemption Amount or the Event Put Amount (as the case may
be) bacomes payable.

The Calculation Agent will calculate such Final Redemption Amount or Early
Redemption Amount or Event Put Amount (as the case may be) as soon as
practicable after each time such amount is capable of being determined and will notify
the Agent thereof as scon as practicable afler calculating the same. The Agent wilt as
soon as practicable thereafter nolify the Issuer and any stock exchange on which the
Notes are for the time being listed thereof and cause notice thereof to be published in
accordance with Condition 13,

Definitions
For the purposes of these Conditions:

Base Index Figure means 205.00, “i:eing the Iindex Figure applicable to 19 June
2007;

Calcutation Date means any date when an Interest Amount, the Final Redemption
Amount, the Early Redemption Amount or the Event Put Amount {as the case may
be) falls due;

Expert means an independent investment bank or other expert in Londcn appointed
by the Issuer and approved by the Trustee acling reasonably or (failing such
appointment within 10 days after the Trustee shall have requested such appointment
{(provided such request is reasonabie)) appointed by the Trustee;

Index means, in relation to any Calculation Date, subject as provided in Conditions
4{g) and &{!) below, the United Kingdom General index of Retail Prices {for all items)
as published by the Office for National Statistics (January 1987=100) as published by
HM Government {currently contained in the Monthly Digest of Statistics) and
applicable to that Calculation Date or, if that index is not published for any Calculation
Date, any substituted index or index figures published by the Olfice for National
Statistics or the comparable index which reptaces the United Kingdom General index
of Retail Prices (for ali items) for the purpose of calculating the amount payable on
repayment of the Relerence Gilt;

Any reference to the Index Figure applicable to a particular Calculation Date shall,
subject as provided in Condition 4{g) below, be calculaled in accordance with the
following formula:

RPl 5 +  (Dayof Calculation Date -1) x  (RPlpna-RPl2)
{Days in month of Calculation Date)

and rounded to five decimal places {0.000005 being rounded upwards) and where:

RPI 3 means the Index Figure for the first day of the month that is three
months prior to the month in which the paymeni falls due; and

RPI 2 means the Index Figure for the first day of the month that is two months
prior to the month in which the payment falls due;




Index Ratio applicable to any Calculation Date means the Index Figure applicable to
such date divided by the Base Index Figure and rounded to five decimal places
(0.00:005 being rounded upwards});

the Rate of Interest applicable to any amouni payable in respect of interest shall be
1.56625 per cent. per annum multiplied by the Index Ratio applicable to the date on
which such amount falls due and rounded to six decimal places (0.0000005 being
rounded upwards); and

Reference Gilt means the 1.25 'per cent. Index-Linked Treasury Stock due
November 2055 {or, if such stock is not in existence, such other index-linked stock
issued by or on behalf of HM Government as the Issuer, on the advice of three
brokers andfor gilt edged market makers (or such other three persons operating in
the giit edged market as the Issuer, after consultation with the Trustee, may select),
may consider to be the most appropriate reference government stock for the Noles).”

A new Condition 4{g) shall be inserted as follows:

"(9)

(i)

(i)

Changes in circumstances affecting the Index
Change in base

If at any time the Index is changed by the substitution of a new base for it, then with
effect from {and including) the date from and including that on which such substitution
takes effect:

{A) the definition of Index in Condition 4{f) shall be deemed to refer to the new
date in substitution for January 1987 (cr, as the case may be, for such other
date or month as may have been substituted for it); and

(B) the definition of Base Index Figure in Condilion 4(1) shall be amended to
mean the product of the then applicable Base Index Figure and the Index
immediately fellowing such substitution, divided by the Index immediately
prior to such substitution.

Delay in publication of the Index

(A} If, in relation to a particular Interest Period or to the redemption of all or some
only of the Notes and otherwise than in circumstances which the Issuer
certifies to the Trustee may fall within Condition d{g)(ii} or &{)
{notwithstanding that the Issuer may subsequently be advised that they do
not fall within Condition 4(g){iii) or 6(1)), the Index Figure relating to any month
(the "calculation manth™) which is required to be taken into account for the
purposes of the determination of the Index Figure for any date is not
published on or before the fourteenth day before the date on which such
payment is due (the “date for payment”), the Index Figure for the relevant
calculation month shall be the substitute index figure {it any) as is published
by the Bank of England or the United Kingdom Debt Management Office (or
such other United Kingdom authority as may be appropriate) for the purposes
of indexation of payments on the Reference Gilt or, failing such publication,
on any one or more of HM Government’s index-linked stocks, as determined
by the Expert; or




(ifi)

(B} if no such determination is made by the Exper within seven days, the Index
Figure last published before the date for payment.

Where the provisions of this Condition 4(g)ii) apply, the certificate of the lssuer,
acting on the advice of an Expert, as to the Index Figure applicable to the date for
paymant falls shall be conclusive and binding upon the Issuer, the Trustee and the
Noteholders. If a substitute index is published as specified in (A) above, a
determination made based on that index shall be tinal and no further payment by way
of adjustment shall be made, notwithstanding that the Index Figure applicable to the
date for payment may subsequently be published. If no substitute index is so
published and the Index relating to the dale for payment is subsequently published
then:

(C) in the case of any Note not falling due for redemption on the date for
payment, if the index so subsequently published (if published while that Note
remains outstanding) is greater or less than the Index applicable by virtue of
(B) above, the interest payable on that Note on the Interest Payment Date
next succeeding the date of such subsequent publication shall be increased
or reduced to reflect the amount by which the interest payable on that Note
on the date for payment on the basis of the Index applicable by virtue of (B)
above fell short of, or (as the case may be) exceeded the interest which
would have been payable on that Note if the Index subsequently published
had been published on or before the second business day before the date for
payment; or

(D} in the case ol any Note falling due for final redemption on the date for
payment, no subsequent adjustiment to amounts paid will be made.

Cessation of or fundamental changes to the index

If the Index ceases to be published or any changes are made to it which, in the
opinicn of an Expent, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expert, be detimental to the
interests of the issuer or the Noteholders and if, within 30 days after its appointment
{for such longer period as the Trustee may consider raasonakble), the Expert
recommends for the purposes of the Noles one or more adjustments to the Index or a
substitute index {with or without adjustments}, then provided that such adjustmenits or
substitute index (as the case may be) are not materially detrimental (in the opinion of
the Expert} either to the interesis of the Issuer or the interests of the Noteholders, as
compared to the interests of the Issuer and the Noteholders {as the case may be) as
they would have been had the Index continued to be published or such fundamental
change in the rules governing the Index not been made, the Index shall be adjusted
as so recommended or (as the case may be) shall be replaced by the substitute index
so recommended (as so adjusted, if so recommended) and relerences in these
Conditions to the Index shall be construed accordingly and the Issuer shall notify the
Noteholders of the adjustmenis to the Index or the introduction of the substitute index
(with or without adjustments) in accordance with Condition 13.

if any payment in respect of the Notes 1s due 1o be made afler the cessation or
changes referred to in the preceding paragraph but before any such adjustment to, or
replacement of, the Index takes effect, the Issuer shall {if the index Figure applicable
{or deamed applicabie) to the date for payment is not available in accordance with the
provisions of Condition 4(f)}) make a provisional payment on the basis that the Index
Figure applicable to the date for payment is the Index last published. In that everst or




{v)

in the event of any payment on the Notes having been made on the basis of an Index
deemed applicable under Condition 4{g)ii{A} above (also referrad to below as a
provisional payment) and of the Trustee on the advice of the Expert subsequently
determining thal the relevant circumstances fall within this Condition 4(g){iii), then:

{A) except in the case of a payment on redemption of the Notes, if the sum which
would have been payable if such adjustments or such substitute index had
been in effect on the due date for such provisional payment is greater or less
than the amount of such provisional payment, the interest payable on the
Notes on the Interest Payment Date next succeeding the fast date by which
the Issuar and Trustee receive such recommendation shall be increased or
reduced to reflect the amount by which such provisicnal payment of interest
feil short of, or (as the case may be) exceaded, the interest which would have
been payable on the Notes if such adjustments or such substituted index had
been in effect on that dale; or

(8) in the case of a payment of principal or interest on redemption of the Notes,
no subsequent adjustment to amounts paid will be made.

Trustee

The Trustee shall be entitled to assume thal no cessation of or change to the Index
has occurred until informed otherwise by the Issuer and will not be responsible for
identifying or appointing an Expent save as provided in these Conditions."

A new Condition 6(1) shall be inserted as follows:

")
(i

(i}

Redemption for Indexation reasons

If the Index ceases to be published or any changes are made to it which, in the
opinion of an Expen, constitute a fundamental change in the rules governing the
index and the change would, in the opinion of the Experl, be detrimental to the
interests of the Noteholders and if the Expert fails within 30 days after its appaintment
(or such longer period as the Trustee considers reasonable), or states ta the Issuer
and the Trustee that it is unable, to recommend for the purpeses of the Notes any
adjusiments to the Index or any subsiitute index (with or without adjustments) as
described in Condition 4(g)(iii), the Issuer shall, within 14 days after the expiry of such
period or (as the case may be) after the date of such slatement, give notice (which
shall be irrevocable and shall state the date fixed for redemption which shall be not
more than 15 days after the date on which the notice is given) to redeem the Notes
then outstanding, at a price equal {0 their nominal amount multiplied by the Index
Ratio appiicable to the date on which the date fixed for redemption falis, together with
accrued interest.

If the Index ceases to be published or any changes are made to it which, in the
opinion of an Expert, constitute a fundamental change in the rules governing the
Index and the change would, in the opinion of the Expen, be detrimental to the
interests of the Issuer and if the Expen fails within 30 days after its appointment (or
such longer period as the Trustee considers reasonable), or states to the Issuer and
the Trustee that it is unable to recommend for the purposes of ihe Notes any
adjustments to the Index or any substitute index {with or without adjustments) as
described in Condition 4(g}{iii}, the Issuer may at its option, within 14 days after the
expiry of such pericd or {as the case may be} after the date of such statement, give
notice (which shall be irrevocable and shall state the date fixed for redemption which




shall be not more than 15 days afier the date on which the notice is given} to redeem
the Notes then outstanding, at a price equal to their nominal amount multiplied by the
Index Ratio applicable to the date on which the date fixed for redemption fails,
together with accrued interesl.”
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h Return of Allotment of Shares
CHFPO83 T
Company Number 2366619
Company name in full Severn Trent Plc
Shares allotted (including bonus shares):
From To

Date or period during which
shares were allotted Day  Month Year Day Month Year
{1t st were allotted on one date 06 06 2007 | | L]
ente t date in the “from” box.)

Ordinary
Class of shares
{ordinary or preference elc)

5,970
Number allotted

97 17/19p
Nominal value of each share
Amount {if any) paid or due on each £7.38
share {including any share premium)

List the names and addresses of the allottees and the number of shares allotted to each overleaf

If th.llotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

{This information must be supported by
the duly stamped contract or by the duly
stamped particulars on Form 88(3) if the
contract is not in writing.)

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff

or compani ; .
Companies house recaipt date barcods For companies registered in England and Wales

This form has been provided free of Companies House, 37 Castle Terrace, Edinburgh EH1 2EB DX235
charge by Companies House. For companies registered in Scotland Edinburgh




Name Lioyds TSB Registrars Corporate Nominee Ltd, Part ID: OMKAV Class of shares Number
allotted allotted
Address The Causeway, Worthing, West Sussex. )
: Ordinary 5,970
I I -
UK Postcode BN99 6DA | !
Name Class of shares Number
| allotted aliotted
Address
|
UK Postcode | l
Name Class of shares Number .
l allotted allotted
Address
|
| L
| I
UK Postcode | !
Name Class of shares Number
i allotted allotted
Address
|
I i
! | |
UK Posteode | {_ | L L L L | | ‘
Name Class of shares Number
| allotted allotted
Address TOTAL 5,970
! | —_
I | _
UKPostcode |_ L L1 I.l- | i

Please enter e number of continuation sheet(s) (if any) attached to this form :

Signed

Date_} E):Ijﬂem .

A director / secretary / admlmslrator l adm;mstratwe receiver / recaiver manager / receiver

Please delete as appropriate

Please give the name, address,

telephone number and, if available,

a DX number and Exchange of the
person Companies House should
contact if there is any query.

LLOYDS TSB REGISTRARS THE CAUSEWAY

WORTHING WEST SUSSEX BNS9 6DA

ESP-EXEC/OPD/E1922 Tel: 01903 833562

DX number DX exchange
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BOLD BLACK CAPITALS

Return of Allotment of Shares

CHFPO83
Company Number 2366619
Company name in full SEVERN TRENT PLC

|10f2
Shares allotted (including bonus shares):

From To

Date or period during which
Shares were allotted Day  Month Year Day  Month Year
(i s were aflotted on cne date 18 06 2007
ent t date in the “from" box.)
Class of shares Ordinary Ordinary Ordinary
(ordinary or preference etc) -
Number allotted : : 5,748 2,548 4,548
Nominal value of each share 97 17/19p 97 17/19p 97 17/19p
Amount (if any) paid or due on each : .
Share (including any share premium) 473p : 548p 592p

List the names and addresses of the allottees and the number of shares allotted to each overleaf

i t“allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

{This information must be supported by
the duly stamped contract or by the duly
Stamped particulars on Form 88(3) if the
conlract is not in writing.}

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff

Companies house receipt date barcode For companies registered in England and Wales

This form :a%been pr_g:‘gﬁ ;f:e of charge Companies House, 37 Castle Terrace, Edinburgh EH1 2EB DX235
¥ bompan! ' For companies registered in Scotland Edinburgh




Shareholder details

Shares and share class allotted

Class of shares Number
Name allotted allotted
Address
Postcode

Class of shares Number
Name allotted allotted
Address
Postcode

Class of shares Number
Name allotted allotted
Address
Postcode

Class of shares Number
Name allotted allotted
Address
Postcode

Class of shares Number
Name allotted allotted
Address TOTAL CONTINUED
!ostcode

Please enter the number of continuation sheet(s) (if any) attached to this form

)
. n /‘ / '
Signed %@\/}/(772 7

Date /(2/6/0Z

A direstor / secretary / administrater/-administrative-receiver--receivermanager/receiver

Please delete as appropriate

Please give the name, address,
telephone number and, it available,
a DX number and Exchange of the
person Companies House should

contact if there is any query.

Lioyds TSB Registrars,
The Causeway

Worthing,
West Sussex.
BN399 6DA

ESP/Allotment Team/CS/7217

Tel: 01903 833692 Fax: 01903 833277

DX number DX exchange




1TYPEOURIFT DR IN
BOLD BLACK CAPITALS

Ty
i 12 ~ . _ . Return of Allotment of Shares
CHFPO83 -
Company Number 2366619
Company name in full SEVERN TRENT PLC
{2 0f 2
Shares allotted (including bonus shares):
From To

Datggr period during which
Sh; were allotted Day Month Year Day  Month Year
{If shares were alfotted on one date 18 06 2007
enter that date in the “from” box.)
Class of shares Ordinary Ordinary Ordinary
{ordinary or preference elc)
Number allotted 3,687 869 389
Nominal value of each share 97 17/19p 97 17/19p 97 17/19p
Amount (if any) paid or due on each
Share (inciuding any share premium) 536p . 759p 823p

List the names and addresses of the allottees and the number of shares allotted to each overleaf

If th® allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

{This information must be supporited by
the duly stamped contract or by the duly
Stamped particulars on Form 88(3) if the
contract is not in writing.)

Companies house receipt date barcode

This form has been provided free of charge
by Companies House.

When you have completed and signed the form send it to

the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ

For companies registered in England and Wales

DX 33050 Cardiff

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB DX235

For companies registered in Scotland

Edinburgh




Shareholder details Shares and share class allotted

Class of shares Number
Name allotted allotted
Address PLEASE SEE ATTACHED SCHEDULE Ordinary 17,789
Postcode

Class of shares Number
Name allotted allotted
Address
Postcode

Class of shares Number
Name allotted allotted
Address
Postcode

Class of shares Number
Name allotted allotted
Address
Postcode

Class of shares Number
Name aflotted allotted
Address TOTAL 17,789
Posicode

Please enter the number of continuation sheet(s) {if any) attached to this form | 1

e
Signed %,(Z? /C/”rr?,. L

ome /010

A direstor / secretary / administratorf-administrative-receiver-/-receiver-manager/-recsiver.—

Please delete as appropriate

Please give the name, address, Lloyds TSB FRegistrars,
telephone number and, if available, The Causeway
a DX number and Exchange of the Worthing,
person Companies House should West Sussex.
BN99 6DA

contact if there is any query.

Tel: 01903 833692

ESP/Allotment Team/CS7217

Fax: 01903 833277

DX number

DX exchange
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ission Slip

o attend the Annual General Meeting, please bring this slip with you and keep 1t until the end

ing.

ows that you are entitled to attend the Annual General Meeting, to be held at the National Motorcycle
oventry Road, Bickenhill, Solinull, West Midlands B92 CEJ on 24 July 2007 and will allow you

entry into the meeting. Doors will be open from 10.00am.

overleal for directions.

TO FORM OF PROKXY

se shareholders on the Register of Members of the Company at 6,.00pm two days befare the Annval
Meeting or any adjournment thereof will have the rnight 1o attend and vote,

nnot attend the Annual General Meeting but wish to vote on the Resclutions, you are entitled to
someone else. a ‘proxy’, to attend and vote in the event of a poll. A proxy need not be a sharehglder
mpany.

sh to submit your proxy appointment and instructions electronicaily, log on to www.sharevote.co.uk.
site 1s operated by the Company's registrar, Lloyds TSB Registrars. Please read the terms and

ns of use carefully. If you return both paper and electronic proxy instructions then, in the absence
evidence, those received last by the registrar will take precedence.

must vote as you have instructed and cannot vote on a show of hands.

choose a proxy other than the Chairman of the meeting by crossing out 'the Chairman of the meeting’

ing another proxy’s name In the space provided, You may appoint more than cne proxy.

y not tell your proxy how to vote, your proxy can vote or abstain as he or she thinks fit on Resolutions

ess instructed otherwise. on any other business at the meeting {including amendments to Resolutions).

1se of joint holders, any one holder may sign the proxy form.

ation's form of proxy must be executed under its common seal, or under the hand of its officer or
~duly authorised in writing.

ective, a proxy must be 'odged with the Company's registrar. Lloyds TSB Registrars, not fater than
5 before the meeting. To be valid, this form must be received not later than 11.00am on 22 July 2007.

m of proxy is received signed, but without any voting instructions, the proxy will vote or abstain
her discreticn.

ou complete and return a proxy form you may still attend and vote in person, should you later decide

raphical details of the Directors. including membership of board and management committees,
found on pages 24 and 25 of the Annual Report and Accounts or on pages 22 and 23 of the
teview 2007,

2007

SEVERN

| TRENT |

Form of Proxy

+ +
0815-026-2

ACCOUNT NUMBER

REFERENCE NUMBER CARD 1.D.

You can submit your voting instructions electronically at www.sharevote.co.uk using the above numbers.
Please read the notes opposite carefully before completing this form. 1/We the undersigned, being a2 member
of Severn Trent Plc (the "Company™), hereby appoint the Chairman of the meeting or (see note 5)

_

as my/cur proxy, to attend and, on a poll, vote on my/our behali at the Annual General Meeting of the Company to
be held on 24 July 2007 at 11.00am and at any adjournment thereof. The proxy will vote on the undermentioned
Resolutions as indicated. The proxy will vote at his or her discreticn or abstain from voting on any Resolution listed
below if no instruction is given regarding that Resolution and on any other business transacted at the meeting,
Please midicate how you wish your proxy to vote by marking the appropriate boxes in black ink like this =.
Please note that the "Vote Withheld” option is to enable you to abstain on any of the specified Resolutions.

It has no legal effect and will not be counted in the vates "For™ or "Against” a Resolution.

Vote
Against Withheld

Resolutions For
1 Receve the Report and Accounts

Declare a final dividend

Reappoint Sir John Egan*%

Reappoint Tony Wray*

Reappoint auditors

Approve the Directors' remuneration report
Authority to allot shares

Disapply pre-emption rightst

(o T v B S R« I E Lt ]

Authonty to purchase own sharest

gooodoooooao
gooooooooan
gooooooooan

10 Adont new Articles of Associationt
* See nate 12 1 Special Resolution 1 Member of the Remuneration Commuttee

Please tick this box if signing on behalf of the shareholder as Power of Attorney. Receiver
or Third Party. The appropriate autherity should be returned with this form.

O

Detailed explanations and the full text of the Resolutions are set out in the Notice of Meeting and Explanatory
Notes accompanying this form.

Date Signature
+ 4

Once completed please detach and post this form. You may, if you prefer, return it in a seaied envelope to the
address shown on the reverse of this form. If you quote Freepost NAT 15583 on the envelope your postage wi
be paid. Please allow seven days before the deadline to ensure your envelope arrives in time.

61820-280 faquinu 313y

y
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