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Severn Trent Investment Case 

A focused water company: 

• Sustainable, efficient, long term investments 

• Regulated, inflation linked assets and income 

• Operational excellence 

• Efficient financing 

 

Exposure to unregulated markets via ST Services 

 

Water sector facing change 

• But evolutionary, not revolutionary 

• Severn Trent well placed to mitigate risks/benefit from 
opportunities 
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Group Structure 

Turnover £1,771m 

PBIT*  £504m 

Turnover £332m 

PBIT* £18m 

Turnover  £1,458m 

PBIT*        £500m 

Assets     £7,089m (RCV) 

Year ended 31 March 2012. Other smaller activities not presented i.e. excludes Corporate and eliminations 

*     Profit before interest, tax and exceptional items 

Regulated (“STW”) Unregulated (“STS”) 

Group 
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Market Cap £3.9bn 

Enterprise Value     £8.0bn 



Severn Trent Water - Overview 

• Severn Trent Water is one of the largest of the 10 

Water and Sewerage Companies in England and 

Wales  
 

• We cover an area of 21,000km2 and: 

― supply water to c.7m people and sewerage         

services to c. 8m people 

― supply 1.8bn litres water per day  

― collect 1.4bn litres waste water per day 

• Our physical assets include: 

―  46,000 kilometres of water mains 

―  134 water treatment works 

―  54,000 kilometres of sewers 

―  additional 37,000km of private drains and 

sewers adopted October 2011 

―  1,026 sewage treatment works 

Anglian 

Thames 

South 

West 

Welsh 

Severn Trent 

United 

Utilities 

Northumbrian 

Yorkshire 

Wessex Southern 
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Focus on water - non-regulated 

1. Year ended 31 March 2012 

2. Net operating assets plus gross goodwill from acquisitions.  Excludes Severn Trent Retail and Utility 

Services – transferred from Severn Trent Water on 1 April 2008  

• Severn Trent Services - global water technologies and services business   

 

• Products 

• Disinfection  

• Filtration 

• BALPURE® 

 

• Operating Services 

‒ UK& Ireland – non-regulated 

 activities 

‒ US municipal contracts 

• Headquartered in Fort Washington, 

PA, USA 

• Global workforce around 3,100 

• ROIC = 8.2%1,2   (historically > 10%) 
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1. before exceptional items 

2. before exceptional items and gains/losses on financial instruments 

3. before exceptional items, gains/losses on financial instruments and deferred tax 

Highlights 

2010/11 2011/12 
Change 

% 

Group turnover (£m) 1,711.3  1,770.6  3.5 

Profit before interest and tax (PBIT1) (£m) 519.1  504.2  (2.9) 

Profit before tax (PBT2) (£m) 288.6  275.4  (4.6) 

Adjusted basic EPS3 (pence) 105.6  88.9  (15.8) 

Basic EPS (pence) 115.2  72.5 (37.1) 

Total ordinary dividend per share (pence) 65.1  70.1  7.7 

Special dividend proposed (pence)  -  63.0   - 
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Severn Trent Water turnover 

Severn Trent Water Turnover* 2011/12 

£m 

*   Business segment turnover is stated gross (i.e. including inter segment trading)  

+4.9% 

1,389.8 

0.2 
4.9 1,457.5 

67.7 

73.1 
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Severn Trent Water PBIT 

*   Numbers shown before exceptional items 

503.7 

67.7 (4.2) (36.1) 

3.3 (13.5) 

1.7 

500.0 

(32.0) 

(7.5) 
16.9 

Severn Trent Water PBIT* 2011/12 

£m 

-0.7% 
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Exceptional items 

£m 2010/11 2011/12 

Severn Trent Water 13.0 (10.3) 

Severn Trent Services 4.5 44.7 

Corporate and other 3.9 - 

Total exceptional operating costs 21.4 34.4 

Exceptional finance costs –  16.5 

Total exceptional items 21.4 50.9 
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Cash flow 

725.9 (351.2) 

374.7 (210.4) 

(72.0) 

(159.0) 

2.4 (1.0) 

(33.7) 

(65.3) 

(99.0) 

£m 
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Interim Management Statement July 2012 

Trading in line with expectations 

Severn Trent Water 

• Opex in line with level of final determination 

• Bad debt forecast to remain broadly stable at 2.2% 

• Capex £570m-£590m range; IRE £140m-£150m 

Severn Trent Services 

• Low single digit revenue growth; PBIT impacted by 
investments in business development 

Group 

• Interest charge slightly lower y-o-y (lower RPI) 

• Tax rate 24% to 26% 
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Outlook for AMP5 - STW 

• Remain confident we can meet regulatory settlement 

– Continuing to drive performance improvements. Operating costs below 

level of final determination in first two years 

– Power – years 1-4 fully hedged, saving of c. £30m vs. final determination & 

renewables growing (natural hedge) 

– Revised capital programme in line with final determination (efficiencies re-

invested) 

• Cost of significant proportion of existing and anticipated 

debt for AMP5 fixed  

– c. £100 million saving over AMP5 vs. regulatory settlement 

• During AMP5 we expect to have: 

– The lowest operating costs and one of the most efficient capital 

programmes 

• Track record of improving the business and the aim of 
being the best Water and Sewage company in the UK 
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Balance Sheet 

• Strong and flexible balance sheet 

‒ Net debt/RCV 56.0% 

‒ Consistent with strong investment grade credit rating 

• Severn Trent Water – additional £150m capital 

investment 

‒ Improved customer service and network performance 

• Return to shareholders paid - £150m 

• Funding requirement in AMP 5 c£0.7bn and 

£2bn in AMP6 

• Undrawn RCF £500m, cash £200m 
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Group net debt and finance charges 

Net debt* 

£m 

• 74% at fixed interest rates 

• Regulated Entity (Severn Trent Water) net debt 

£4,163.9m 

• Group net debt/RCV** 56.0% 

Finance charge 

£m 

• Effective rate circa 6.4% 

• Effective cash interest cost *** 4.9% 

• EBITDA cover *** 3.7x 

• PBIT cover**** 2.4x   

176.2 

2010/11 2011/12 

'Cash' interest*** 

RPI rolled up 

Net pension debit/(credit) 

31 March 2011 31 March 2012  

3,869 
3,968 

178.4 

229.0*** 

Index linked 

Nominal 

Cash 

53.6 49.2 

230.6 

3,080 

1,104 1,158 

3,105 

315 295 

5.2 

(3.0) 

*      Including cross currency swaps 

**    RCV at 31 March 2012 at year end RPI 

***   Before exceptional finance costs 

****  Before exceptional items 

(3.0) 

178.4 
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Debt maturity profile 

0.0 

100.0 

200.0 

300.0 

400.0 

500.0 

600.0 

700.0 

2013 2018 2023 2028 2033 2038 2043 2048 2053 2058 2063 2068 

Debt repayment  Debt repaid in 2012 Debt issued in 2012 

Average debt maturity of 16 years 
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Credit ratings 
31 March 2012 

Long-Term Severn Trent Water Severn Trent Plc  

Moody’s A3 Baa1 

Standard & Poor’s BBB+ BBB- 

Moody’s – long term rating is stable 

Standard & Poor’s – long term rating is stable 

Short-Term Severn Trent Water Severn Trent Plc  

Moody’s P2 P2 

Standard & Poor’s A2 A3 
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Retail bonds a new and alternative 

approach  

• Bond available to retail investors – individuals, private 

wealth investors, fund managers 

• Distributed via stock brokers to: 

‒ Discretionary fund managers 

‒ ISA, pension investors 

• Small denomination notes – £2000 + £100 

• No benchmark size - <£50m and potential for repeat 

issue  

• Investors seek name recognition and absolute returns 

• Need programme documentation 
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Severn Trent 1.3% index linked ten year bond - £75 m 
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Source of Retail Bond orders  

Authorised 
Distributors 

Fund 
managers 

Others 



Ofwat consultations and White Paper 

• Involving customers in price setting 

– Ofwat’s customer engagement 

policy statement (August 2011) 
www.ofwat.gov.uk/content?id=0a559eee-6048-11e0-85fb-9366962d43d0  

• Regulatory Compliance – a 

proportionate and targeted 

approach (October 2011) 
www.ofwat.gov.uk/content?id=f956a963-ef60-11e0-bef5-b560843f3a7f 

• Future price limits (November 2011) 
www.ofwat.gov.uk/consultations 

• White Paper (December 2011) 
www.official-documents.gov.uk/document/cm82/8230/8230.asp 

• Draft Water Bill (July 2012) 
http://archive.defra.gov.uk/temp/draft-water-bill-2012.pdf 

19 



Planning for PR14 
Now in Phase 2, building Draft Plan for consultation 

Outputs strategic 

consultation 
Draft Plan 

Final Bus. 

Plan 
preliminary 

consultation 

STW 

Plan  

JAS OND J  F M A M J J A S O N D J  F M A M J J A S O N D 

2011 2012 2013 

1. Shaping the 

consultation  

2. Shaping the  

plan  

3. Balancing  

the plan 

4. Assessment 

and Challenge 

J  F M A M J J A S O N D 

2014 

J  F M 

2015 

5. Final 

Decision 

Draft 

Determination 

Final 

Determination 

Ofwat 

Outputs 
PR14 

Framework 

Draft Plan 

Ofwat future price limits, statement of 

principles 
 

•  Separate retail and wholesale price controls 

– retail margin not funded by lower wholesale 

returns 

•  5 year period remains 

•  RCV indexed to RPI 

•  100% of RCV goes to wholesale 

•  Encouragement for water trading  20 



Water Trading  
The issue 

Abstraction levels Resource zones for water companies 
in England & Wales 

Average Incremental Social 

and  environmental Cost, 

rounded up to next 20 (p/m3) 

A study on potential benefits of upstream markets in the water 

sector in England and Wales, Ofwat, March 2010. 
Indication of abstraction across England and Wales, taking 

account of needs in downstream catchments, Environment 

Agency, July 2010 
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More water than 

required to meet the 

needs of the 

environment. New 

licences can be 

considered. 

More than 25% below 

the natural flow. No 

further licences should 

be granted. 

Deficit 

Surplus 



Anglian 

Thames 
Welsh 

Yorkshire 

Wessex 

Drought and water trading 

 

 

• Anglian proposal: 

‒ Pumping 30 Ml/d from 5 “drought boreholes” in 

‒ Birmingham into the River Tame 

‒ Flows to river Trent, then 80 miles to 

‒ Gainsborough, Lincs, where it is abstracted 

• Equates to 100,000 properties  

‒ Equivalent to supplying whole of Rugby 

‒ Approx 3% of total Anglian Water daily demand 
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Two exceptionally dry winters, but no 

hosepipe ban 

Lowest level of leakage (464 Ml/d) 

We have not had any hosepipe bans 

in the last 15 years – last one 1997 

Monthly rainfall versus average 



We benefit from the ability to move water from 

North West to South East 

We will continue to develop our grid during AMP6 

Derwent 

Valley 

Aqueduct 

Elan 

Valley 

Aqueduct 

Water 

‘Grid’ 

Possible ‘Grid’  

Extensions 

Our response 
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Private Drains and Sewers (PDaS) 
Progress 

• Successful operation of PDaS assets following transfer 

on October 1st 

• To end of March, volume growth lower than expectations 

‒ Customer awareness lower than anticipated but showing  

steady growth 

‒ Capital investment will ramp up – initial focus on understanding 

the volume and condition of transferred asset 

2011/12 Actual Updated AMP5 total Previous AMP5 total 

Exceptionals  £4.6m £4.6m £6m 

Opex £4.7m £30m-£36m £52m-£85m 

Capex £3.2m £55m-£97m £43m-£87m 

Total £12.5m £90m-£138m £101m-£178m 
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Contact details 

John Crosse, Head of Investor Relations 

M: +44 (0) 7775 226260 

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

 

Gerard Tyler, Group Treasurer 

M: +44 (0) 7824 623941 

e:mail: gerard.tyler@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 

 

Key Publications 
 

Water Trading 
www.stwater.co.uk/watertrading 

 

Changing Course 
www.stwater.co.uk/changingcourse 

 

 

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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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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The UK water industry 
• Water Companies privatised in 1989 – licences cannot be terminated until 2014 (i.e. 25 yrs 

after privatisation) and only then with 25 yrs notice 
 

• Investment led industry – capital investment is added to the RCV (Regulated Capital Value) 
 

• Economic returns allowed on RCV through price setting process 
 

• Inflation linked model - asset base and prices adjusted by RPI (Retail Price Index) each year 
 

• Supportive and stable regulation 
– 5 year review cycle (“AMP periods”, current 2010/11 - 2014/15) 
– Prices set by economic regulator Ofwat. Primary legal duty to ensure that licence 

holders can finance their functions 
 

• Interim price reviews (“IDOK”) also possible between AMP periods, where revenues have 
unexpectedly been lost or costs have risen significantly. In current period this includes: 

–  Bad debt 
–  Adoption of private sewers 

 
• Past 20 years – focus on raising quality and standards 

 
• Next 20 years – focus on security of supply 

 
• Industry on verge of change – but evolution, not revolution 
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Regulated Capital Value (RCV) 

• RCV is the value of the capital base of the Company used by 
Ofwat for setting price limits 

• RCV is widely used as a proxy for the enterprise value 

• RCV is adjusted by inflation (RPI) each year 

 

 

  

 

 Opening 

 RCV 

Inflation 

Capital  

expenditure 
Capital grants 

Infrastructure  

Renewals  

expenditure 

Infrastructure  

Renewals  

charge 

Closing  

RCV 

Current Cost 

Depreciation 

Represents the 

current cost value 

of the capital base 

of each company  

Investment 

Depreciation 

April March 
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COPI Adjustment to RCV 
Ofwat’s model 

FD Capex  

spend 

Inflate  

to nominal  

prices 

Adjust 

for COPI 

Opening 

RCV for  

next AMP 

2007/08 prices Use year end RPI Add to RCV Difference between 

FD assumptions and 

actual COPI 

“Midnight” indexation 

adjustment at end of AMP 

COPI – Construction Output Prices Index 

• In the Final Determination (FD), Ofwat’s allowed capex spend is stated at 2007/08 prices 

• This capex spend therefore needs to be inflated to nominal (outturn) prices before being 

added to RCV, to arrive at forecast RCV at end of AMP (2014/15) 

• However, capex spend is also adjusted by COPI, but only at the end of the AMP period 

• In the past, COPI has broadly tracked RPI, so the adjustment has been modest 

(AMP4=£93m) 

• COPI has been negative in recent months, and below Ofwat’s assumptions in the FD 

• COPI embedded in c. 50% supply chain contracts 
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Cost of 

Debt 3% 

 

Gearing* 

55% 

Cost of 

Equity 

7.7% 

Weighted 

Average Cost 

of Capital 5.1% 

 

Cost of 

Debt 

2.6% 

 

Gearing* 

57.5% 

Cost of 

Equity 

7.1% 

Weighted 

Average Cost 

of Capital 4.5% 

Cost Of Capital (net of tax - ‘real’) 
How the regulated return is derived – AMP4 vs. AMP 5 

AMP 4 AMP 5 

Risk free rate = 2.0% 

Equity beta = 0.94 

Equity risk premium = 5.4% 

Pre-tax = 3.6% 

 
Nominal cost =  6.2% 

Inflation = (2.5%) 

Risk free rate = 2.0% 

Debt premium = 1.6% 

Tax relief = (1.0%) 

Risk free rate = 3.0% 

Equity beta = 1 

Equity risk premium = 4.7% 

Pre-tax = 4.3% 

 
Nominal cost = 6.8% 

Inflation = (2.5%) 

Risk free rate = 3.0% 

Debt premium = 1.3% 

Tax relief = (1.3%) 

* Gearing = net debt to RCV. Ofwat uses pro-forma balance sheet 
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Profit (Allowed 
Return)

Tax Interest cost Investment 
programme

Operating expenses Income

How is Severn Trent Water profit made up? 

Illustrative  
• Ofwat is obliged to ensure water companies can fund themselves 

• Ofwat sets prices set over a 5 year cycle (current 2010/11 to 2014/15) in 
real terms, as below:  

Determined by 

OFWAT 

Partially mandated by 

Environments Agency, drinking 

water inspectorate and DEFRA 

Return 

(WACC) 

allowed 

on RCV 

Allowed 

prices (K-

factor), 

adjusted 

by RPI  

• “K factors” adjusted by RPI from November of previous year (i.e. Nov. 2011 RPI = 5.2%, 

2012/13 K-factor = 0%; Severn Trent Water prices rose by 5.2% on 1st April 2012).  
32 

Based on 

assumptions 

on tax rates 

& deductable 

allowances 

From cost 

of debt in  

WACC  

Can also include an 

“efficiency challenge” 
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Per capita consumption (average weighted – excluding s/pipe leakage) 

Our customers 

Source: June return data  

Gov. target 130 l/d 

We have 3.6m customers with active accounts (c.8 million people) 

 

Domestic 

• 3.3 million 

• 1.1 million billed on a meter (33%) 

• 2.2 million billed based on 

• their property             (67%) 

Commercial 

• 250,000 all billed via meters  
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Key Performance Indicators 
Track record over 5 years - highlights 
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Operational expenditure 
5 year view 

£0 

£100 

£200 

£300 

£400 

£500 

£600 

2007/08 

Manpower Hired & Contracted Net other controllable Non controllable 

5 year RPI 

+14% 

2011/12 

• Controllable costs risen by only 12% from 2007/08 to 2011/12 

‒ Manpower costs fell by 1%  

• Non controllable costs risen significantly above inflation 

‒ Driven primarily by power, bad debts and service charges 

+22% 

-1% 

+22% 

Controllable   

66.2%  

Non controllable   

33.8%  

Controllable  

68.2%  

Non controllable  

31.8%  
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Areas of focus – Productivity 
Example Leakage 

• Delivered productivity  

improvements in finding  

and fixing leaks 

• Repair productivity approaching  

target levels  

• Also innovating with leakage  

detection on plastic pipes and  

new repair techniques 

• Significantly reduced time to  

get a leak inspected, assessed  

and repaired 

• Proportion of work carried  

out right first time has  

also improved 

 

Visible leak repair times 2011/12 
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Serviceability 2008/09 2009/10 2010/11 2011/12e 

Water below ground Stable Marginal Marginal Marginal 

Water above ground Stable Stable Stable Stable 

Waste below ground Stable Stable Stable Stable 

Waste above ground Stable Stable Stable Stable 

This year saw significant 

improvements in interruptions >  

12 hours we expect to return to  

stable serviceability in 2012 / 13 

Water below ground serviceability is assessed by: 

  Mains bursts    

  Poor pressure 

•    Interruptions > 12 hours is driving marginal assessment  

0 

4 

8 

12 

16 

20 

2007 2008 2009 2010 2011 2012 

Unplanned interruptions >12 hours per 1000 props 

Dec ‘10 coldest  in 100 years 

focus area 

    

   

  

Areas of focus going forward 
Serviceability 
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Capital Investment Programme 

Additional £150m over the remainder  

of AMP5 to deliver stable serviceability 

• Reducing unplanned interruptions 

• Improving performance of water  

treatment works  

• Reducing pollution incidents 

• Reducing number of sewage  

treatment works failing consents 

• Continue to increase the flexibility of  

our network for future water trading 

• Provide additional RCV growth 

New Thru-bore hydrants fitted  

without interrupting supply 

Targeted section of trunk main 

renewal 
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Pre 1 October 2011 

• Home owners are responsible for 

everything up to the main sewer, 

including the connection 

 

 

 

Post 1 October 2011 

• All sewers transfer 

• All laterals and drains outside property 

boundaries transfer - BUT 

• Home owners are still responsible for the 

private drains within their boundary. 

 

 

 

 

Private Drains and Sewers (PDaS) 
Overview 
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Severn Trent Water – RCV 

£m 2010/11 2011/12 2012/13 2013/14 2014/15 

Per Determination* 6,216 6,244 6,280 6,341 6,385 

Actual / Estimated 

Outturn** 
6,814 7,089 7,267 7,523 7,786 

Ofwat Actual/Projected 

Outturn*** 
6,814 7,089 7,130 7,199 7,249 

*       2007/08 prices 

**     At year-end actual/estimated prices 

***  Year end at 2011/12 prices.  Source Ofwat 
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Net finance costs 
Year ended 31 March 2012 
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Net debt 
At 31 March 2012 
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Fair value of net debt 
At 31 March 2012 
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Borrowings X-Currency 
swaps

Cash Net debt per 
balance sheet

Net debt at 
fair value

IR swaps

Analysis of borrowings, net debt and swaps  
At 31 March 2012 

3,477 

801 

121 
(136) 

(295) 
3,968 

4,579 170 

GBP Debt 

Currency debt @ historical rate 

Exchange adjustment 

4,399 
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What are the risks? 

• Economy 
‒ double dip recession, increasing unemployment, rising bad debt 
– we have improved collection of debt less than 12 months (>12 months more 

difficult) 

– focus on customer payment plans 
 

• Inflation 
– negative inflation harmful to the business model (lower revenue, RCV falls, 

gearing increases) 
 

• Weather / flooding 
‒ impact of climate change 
– building increased resilience in the network – prudent investment 
 

• Funding 
‒ Bond markets open, stable credit rating, successful issue and tender 

completed 
 

• Delivery of efficiency / change programmes 
 

• Industry change 
– actively engaged in debate with all stakeholders 
– transfer of private drains and sewers 
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