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Disclaimers 
This presentation 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 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”, “should”, “expects”, “believes”, “seeks”, “anticipates”, “intends”, “plans”, 

“potential”, “reasonably possible”, “targets”, “goal” or “estimates”, and words of similar meaning.  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 occur in the future. There are a number of factors that could 

cause actual results and developments to differ materially from those expressed or implied by these forward-looking 

statements.  These factors include, but are not limited to, the Principle Risks disclosed in our Annual Report, 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.  No assurances can be given that the forward-looking statements in this document will be realised. 

Subject to compliance with applicable law and regulations, Severn Trent does not intend to update these forward-

looking statements and does not undertake any obligation to do so. Nothing in this document 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.  You should be aware that this presentation has not been 

and will not be updated to reflect any changes since that date. 

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. 
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Context 

• Responded to Ofwat’s guidance on risk and reward and 
the risk based review 

• Discussion focused on 3 areas: 

‒ Birmingham resilience 

‒ ODIs 

‒ Legacy adjustments 

• Draft Determination: 

‒ Wholesale totex – 2 scenarios around Birmingham 

‒ ODIs – two thirds accepted by Ofwat 

‒ Legacy adjustments – additional adjustment by Ofwat 
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Overview of draft determination 

• Bills 

• Totex 

• Outcome Delivery Incentives (ODIs) 

• RoRE ranges 

• Legacy adjustments 
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WaSC average real 

STW = Severn Trent Water 

DD = Ofwat draft determination 



Change to average annual bills 
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Totex – 5 year period 

2012/13 prices (£m) Revised plan 

(inc. cost 

reallocations) 

Draft 

Determination 

Scenario A 

Change 

£m 

Change 

% 

Wholesale total expenditure (totex) 

inc. pensions 
5,606 5,586 20 -0.4 

• Scenarios A and B for Birmingham resilience 

scheme 

• Under Scenario A Ofwat allowance in line with 

revised plan 

• PAYG rate c.57% accepted 

̵ natural level of c.55% 
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Outcome Delivery Incentives 

27 ODIs proposed 

 

• 17 accepted 

• 4 changed due to industry wide changes 

̵ horizontal comparison 

̵ mainly related to water 

• 6 changes specific to Severn Trent 

̵ bottom up analysis 

̵ additional Birmingham resilience ODI added  

̵ community risks removed 

• Reward for performance at an upper quartile or equivalent 
• level 

 

• Impact on Bills / RCV 
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RoRE1 ranges 
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% 

1. Return on regulated equity 

1.0% 

9.2% 

2.0% 

10.0% 

1.4% 

8.0% 

0.6% 

8.9% 

1.7% 

8.7% 

1.7% 

8.4% 

2.1% 

8.1% 

1.0% 

8.1% 8.0% 

1.7% 

8.8% 

0.9% 

http://www.ofwat.gov.uk/pricereview/pr14/pr14publications/prs_pre201406pr14investor.pdf


Legacy adjustments 

2013/14 2014/15 April 2015 2019/20 

7,618 

£m nominal, year end prices 

Assumes year end 2.8% RPI for 14/15 and an average of 3.3% year end RPI for 2015-2020 

7,883 
7,804 

c. 10,000 
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Next steps 

• Representations for 5 weeks until 3 October 

• 12 December 

‒ Final Determination 

• Post 12 December  

‒ Final totex menu choice 

‒ Decision to refer to CMA, or not 

‒ Decision on dividend 
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Q & A 
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Contact details 

John Crosse, Head of Investor Relations 
M: +44 (0) 7775 226260 

john.crosse@severntrent.co.uk 

 

 

Richard Tunnicliffe , Investor Relations Manager 
M: +44 (0) 7834 419 722  

richard.tunnicliffe@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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Appendix 



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 Act 2014 

Publisher: UK Government 

Web Hyperlink 

PR14 Publications 

Publisher: Ofwat 

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 
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Ofwat city briefing  29 August 2014 

Publisher: Ofwat 

Web Hyperlink 

Severn Trent Water draft determination  

Publisher: Ofwat 

Web Hyperlink 

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.legislation.gov.uk/ukpga/2014/21/contents/enacted
http://www.ofwat.gov.uk/pricereview/pr14/pr14publications/
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.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
http://www.ofwat.gov.uk/
http://www.ofwat.gov.uk/content?id=131bc7ee-2f7e-11e4-820e-6bed527fa068
http://www.ofwat.gov.uk/pricereview/pr14/det_pr1408svtdraft.pdf


2015-2020 

expenditure 
RCV 

“Slow money” 

“Fast money” 
Recovered on “pay as 

you go” basis 

PAYG Tax 
Return on 

RCV 
Depreciation 

Allowed wholesale revenue 

Totex PAYG rate 

• PAYG = IRE + opex 

 

• PAYG rate c. 57% 

 

+ retail 

allowed 

costs 

and 

margin 
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