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Disclaimers 

This presentation contains statements that are, or may be deemed to be, “forward-looking statements” with respect to Severn Trent's 

financial condition, results of operations and business, and certain of Severn Trent’s plans and objectives with respect to these items. 

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”, “will”, “would”, “should”, “expects”, “believes”, “seeks”, “anticipates”, “intends”, “plans”, “projects”, 

“potential”, “reasonably possible”, “targets”, “goal” or “estimates” and, in each case, their negative or other variations or comparable 

terminology.  Any forward-looking statements in this presentation are based on Severn Trent’s current expectations and, 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 may or may not occur in the future. There are a number of factors, many of which are beyond 

Severn Trent’s control, that could cause actual results, performance and developments to differ materially from those expressed or 

implied by these forward-looking statements.  These factors include, but are not limited to: the Principal Risks disclosed in our Annual 

Report as at May 2013 (which have not been updated since); changes in the economies and markets in which the Group operates; 

changes in the regulatory and competition frameworks in which the Group operates; changes in the capital markets from which the 

Group raises finance; the impact of legal or other proceedings against or which affect the Group; and changes in interest and exchange 

rates. All written or verbal forward-looking statements, made in this presentation 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 to above. Forward-looking statements are not guarantees of future performance and no assurances can be given that the 

forward-looking statements in this presentation will be realised. Nothing in this presentation should be regarded as a profits forecast. 

Without prejudice to the above:  

(a) neither Severn Trent Plc nor any other member of the Group, nor persons acting on their behalf, shall otherwise have any liability 

whatsoever for loss howsoever arising, directly or indirectly, from use of the information contained within this presentation; and 

(b) neither Severn Trent Plc nor any other member of the Group, nor persons acting on their behalf makes any representation or 

warranty, express or implied, as to the accuracy or completeness of the information contained within this presentation. 

This presentation speaks as of the date on which it is given and, subject to compliance with applicable law and regulations, Severn 

Trent does not intend to update this presentation and does not undertake any obligation to do so.  

Past performance of securities of Severn Trent Plc cannot be relied upon as a guide to the future performance of securities of Severn 

Trent Plc. 

This presentation 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 1933 

(as amended). 
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Our plan delivers 

• Value for money 
‒ Increased investment programme 

‒ Bills frozen in first year of AMP6; below inflation increases 

thereafter 

• Fair and balanced 
‒ Balances the interests of all our stakeholders 

• Robust and reliable 
‒ Largest customer research and engagement exercise Severn 

Trent has ever undertaken 

• Right thing for the long term 
‒ Shaped by our “Changing Course” philosophy 
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Context 

• Customers want better value, better services 
and a healthier environment 

• Increasing environmental standards 

• Population growth 

• Climate change 

• Affordability 

• Service improvements 

• Changing financial markets 
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Our plan delivers against this 



Engagement 

• Started in December 2011 

• Over 15,000 customers 

• 160 stakeholders 

‒ representing business, households, environment and local 
government 

• Severn Trent Water Forum 

• Let’s talk water  

‒ www.stwater.co.uk/letstalkwater 
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December 2011 

Customers shaped our 

consultation 

April 2012 Customers 

shaped our plan 

April 2013 Customers 

improved our plan 

December 2013 

Customers support our 

final plan 



What The Water Forum said 
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“…there is a clear line of sight between what 

customers wanted to see and what is being 

proposed in the plan. It is because, and only 

because, the company has significantly shifted to 

meet our demands for the lowest possible bills, 

together with the necessary investment, that we 

can commend the plan to you as a fair and 

balanced plan.” 



Overview of our Plan 

• Bills 

• Totex (opex + capex) 

• Outcomes 

• Financing and WACC* 

• Incentives 

• RCV 

 
 *Weighted average cost of capital 
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STW prices in real terms (2012/13) 
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Average prices in England & 

Wales in nominal terms 



Totex – 5 year period 

AMP5 (£m) AMP6 (£m) Change 

£m 

Change 

% 

Capital investment 2,565 3,175 610 24% 

Operational expenditure 2,854 2,845 -9 0% 

Total expenditure (totex) 5,419 6,020 601 11% 

% of opex AMP5 % of opex AMP6 Change AMP6 v 

AMP5 

Directly Managed Costs 64% 62% -6.0% 

Indirectly Managed Costs 36% 38% +3.8% 

• Opex flat; capex +£610 million 

• We are within the efficient cost corridor 

• PAYG rate c.55% 

• Change in cost base* 
* Excludes 

enhancement 

spend and PDaS 
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Outcomes and KPI targets 
5 year average 

2005-10 2010-15 

462 507 

Leakage1 

434 

2015-20 2005-10 2010-15 

26 35 

Water supply interruptions2 

11 

2015-20 

2010-15 2015-20 

464 504 

Carbon footprint3 

2005-10 2010-15 

1,080 1,216 

Internal sewer flooding4 

1,069 

2015-20 

1. Ml/d 

2. Minutes per customer 

3. ktCO2e 

4. Number of incidents 
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Wholesale WACC 
Weighted average cost of capital 
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Real PR14 PR09 

Assumed RPI 3.3% 2.5% 

Blended cost of debt 2.54% 3.6% 

Cost of equity 6.7% 7.1% 

Gearing 60% 57.5% 

Vanilla WACC 4.2% 5.1% 

Post–tax WACC 3.9% @ 20% tax 4.5% @ 28% tax 



 

Cost of 

Debt  

3.6% 

 

Gearing* 

57.5% 

Cost of 

Equity 

7.1% 

Weighted 

Average Cost of 

Capital 5.1% 

Wholesale cost of capital (pre tax - ‘real’) 
AMP5 vs. AMP6 

AMP 5 AMP 6 

Risk free rate = 2.0% 

Equity beta = 0.94 

Equity risk premium = 5.0% 

Risk free rate = 2.0% 

Equity beta = 0.94 

Equity risk premium = 5.4% 

* Gearing = net debt to RCV. Ofwat uses pro-forma balance sheet 

Gearing* 

60% 

 

Cost of 

Debt 

2.54% 

 

Cost of 

Equity 

6.7% 

Weighted 

Average Cost of 

Capital 4.2% 
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Retail  

• Margin for household retail 0.7% 

‒ Bottom up analysis 

‒ Inflation and bad debt risk 

• Margin for business retail 3.0% 

‒ Benchmark analysis 

‒ Comparable to Scotland, taking into account 

different payment terms in England 
 

• Equivalent of +0.1% on WACC 
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Financing 

• £2.6 billion funding requirement 

• £1.3 billion of existing debt matures during 

AMP6 

‒ 30% of current debt portfolio 

• Already re-financed £700 million in AMP5,  

below rates allowed in PR09 

• Investment grade credit rating 
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Incentives 
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4 Drinking water complaints 

Pollution incidents 

Leakage 

Supply interruptions 

WFD improvements 

Internal sewer flooding 

External sewer flooding 

Outcome incentives – max range 

Outcome incentives – likely range 

SIM 

-14 

6 

15 

20 

24 

23 

98 

42 

27 

-35 

-20 

-42 

-23 

-144 

-42 

-54 

-6 

8 

£m 

-4 
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£6,418
£6,814

£7,089
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Regulatory Capital Value (RCV) 

RCV 

growth 

Debt 

Equity  

Based on year end RPI forecast of 3.0% for 13/14 and 3.2% for 14/15. 3.3% thereafter in line with Ofwat assumption. For RCV values see:  

www.ofwat.gov.uk/regulating/prs_web_rcvupdates 

 

£7,658 
£7,956 

+21.1% 

£6,418 
£6,814 

£7,089 
£7,364 

+14.3% 

c. £10,300 

2019/20 

AMP6 

£m 
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Next steps 

• Ofwat to publish plan ratings on 4 April 

2014 (Enhanced; Standard; Resubmit) 

• Draft determination 

‒ 30 April 2014 for Enhanced plans 

‒ August for Standard and Resubmission plans 

• May – November 2014 – Totex Menu 

Choices (business plan rating dependant) 

• January 2015 – Final Determination 

‒ Potentially earlier for Enhanced 
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Our plan delivers 

• Value for money 

‒ Increased investment, price changes equivalent to an average of 

1.2% below inflation over AMP6 

• Fair and balanced 
‒ Plan driven by and for our customers 

‒ Offers balance between value for money, financeability and 

attractive growth for investors 

• Robust and reliable 
‒ Full and effective engagement programme 

‒ Financeable 

• Right thing for the long term 
‒ Challenging efficiencies and outcomes to deliver 

‒ Better value, better service, healthier environment 18 
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Contact details 

John Crosse, Head of Investor Relations 

M: +44 (0) 7775 226260 

e:mail: john.crosse@severntrent.co.uk 

 

Chris Johnson, IR Manager  

M: +44 (0) 7834 419715  

e:mail: chris.johnson@severntrent.co.uk 

 

Severn Trent Plc 

PO Box 5309 

Coventry. CV3 9FH 

United Kingdom 

T: +44 (0) 2477 715000 

www.severntrent.com 

www.stwater.co.uk 

www.severntrentservices.com 

 

Useful Links 
 

Ofwat 
www.ofwat.gov.uk 

  

Defra – Department for Environment, Food and 

Rural Affairs  
www.defra.gov.uk 

  

Environment Agency 
www.environment-agency.gov.uk  
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Setting price controls for 2015-20 

– final methodology and expectations for 

companies’ business plans  

Publisher: Ofwat 

Web Hyperlink 

Changing Course – Delivering a sustainable future 

for the water industry in England and Wales 

Publisher: Severn Trent 

Web Hyperlink 

Changing Course – Through water trading 

Publisher: Severn Trent 

Web Hyperlink 

Changing Course – Through sustainable financing 

Publisher: Severn Trent 

Web Hyperlink 

Financing water infrastructure beyond 2015 

Publisher: Severn Trent 

Web Hyperlink 

The Water Bill 

Publisher: Government 

Web Hyperlink 

Your Water. Your Choices 

Publisher: Severn Trent 

Web Hyperlink 

Changing Course – Through the sustainable 

implementation of the Water Framework Directive 

Publisher: Severn Trent 

Web Hyperlink 

Severn Trent Water Business Plan 2015 – 20 

Publisher: Severn Trent 

Web Hyperlink 

Key Publications  

 

The Water Forum Report 

Publisher: The Severn Trent Water Forum 

Web Hyperlink 

http://www.ofwat.gov.uk/pricereview/pr14/pap_pos201307finalapproach.pdf
http://www.severntrent.com/upload/pdf/Changing Course.pdf
http://www.severntrent.com/upload/pdf/Water trading.pdf
http://www.severntrent.com/upload/pdf/Changing_course_sustainable_financing.pdf
http://www.severntrent.com/upload/pdf/KPMG-Financing-Water-Infrastructure.pdf
http://www.publications.parliament.uk/pa/bills/cbill/2013-2014/0082/14082.pdf
http://content.zone-secure.net/SevernTrent/
http://www.severntrent.com/upload/pdf/ChangingCourse-WaterFrameworkDirectiveNov2013.pdf
http://www.severntrent.com/upload/pdf/Changing Course.pdf
http://www.severntrent.com/upload/pdf/Water trading.pdf
http://www.severntrent.com/upload/pdf/Changing_course_sustainable_financing.pdf
http://www.ofwat.gov.uk/pricereview/pr14/pap_con201301framework.pdf?download=Download
http://www.severntrent.com/upload/pdf/KPMG-Financing-Water-Infrastructure.pdf
http://www.stwater.co.uk/upload/pdf/Our-2015-2020-business-plan_2.pdf
http://www.severntrent.com/upload/pdf/Water-forum-report.pdf


Totex – capex breakdown 

AMP5 (£m) AMP6 (£m) Change 

£m 

Change 

% 

Capital investment 

Maintaining existing services to customers 

Above ground assets 1,169 1,263 93 8% 

Below ground assets 648 660 12 2% 

Sub-total 1,817 1,923 106 6% 

Improving services to customers 

Environmental improvements 187 329 142 76% 

Resilience 140 311 170 122% 

Private drains & pumping stations 44 107 64 143% 

Other 377 506 129 34% 

Sub total 748 1,253 505 68% 

Capital expenditure 2,565 3,175 610 24% 

Operational expenditure 2,854 2,845 -9 0% 

Total expenditure (totex) 5,419 6,020 601 11% 
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2015-2020 

expenditure 
RCV 

“Slow money” 

“Fast money” 
Recovered on “pay as 

you go” basis 

“IRE like” 

PAYG Tax 
Return on 

RCV 
Depreciation 

Allowed revenue 

Totex PAYG rate 

• PAYG = IRE + opex 

 

• PAYG rate c. 55% 

 



• Rewards and penalty rates based 

on customer willingness to pay 

• Based on performance to 2018/19 

• Limit put on rewards to ensure 

that the overall package does not 

go beyond limits of customer 

acceptability 

• Higher penalty rate for 

deterioration to reflect importance 

customers attach to this issue and 

desire for improvement 

How rewards and penalties will work 
Leakage example 
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Efficiency 
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AMP6                       4.4% 7.0% 

AMP5            2.6% 4.4% 

Opex Capex 

We have set challenging efficiency targets, reducing 

total costs in AMP6 by £370 million.  

 



RCV 
Transition from AMP5 to AMP6 

• All capex now added to RCV 

• Only RCV adjustments expected are: 

‒ 2009/10 logging 

‒ Capex true up 

‒ Land sales 

• RCV adjustments in total not expected to 

be significant 
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