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Statement of reasons: The granting of consents to 

Severn Trent Water Limited pursuant to conditions 

A and P of its licence 

1. Background 

Ofwat decided on 29 June 2018 to modify the conditions of the Instrument of 

Appointment (‘licence’) of Severn Trent Water Limited (‘Severn Trent’) with effect 

from 1 July 2018. Severn Trent’s acceptance of these modifications was a condition 

of us granting variations to its and Dee Valley Water Limited’s1 (‘Dee Valley’) areas 

of appointment and Dee Valley a new sewerage licence2. The applications from both 

companies to vary their areas of appointment followed Severn Trent’s purchase of 

Dee Valley in February 2017. Dee Valley has been, since that date, wholly owned by 

Severn Trent. 

Until these modifications, Severn Trent’s licence did not contain many of the ring 

fencing conditions found in licences of other regulated water companies. We 

considered it important to address this gap in Severn Trent’s licence so that its 

customers enjoyed the same level of protection in this area as enjoyed by customers 

of other companies. In addition, given that Severn Trent and Dee Valley continue to 

operate as two separate companies, each holding a licence and therefore regulated 

separately, it is important that the two businesses are appropriately ring fenced from 

each other. The ring fencing conditions aim to ‘ring fence’ the regulated company 

from the activities of other entities such as other group companies. The purpose of 

the ring fence is to ensure that the regulated company retains sufficient rights and 

assets and has in place adequate management resources and systems of planning and 

internal controls and that any transfers or transactions entered into by the regulated 

                                            

 

1 Dee Valley Water Limited was renamed Hafren Dyfrdwy Limited on 30 June 2018 and, 
subsequently, Hafren Dyfrdwy Cyfyngedig on 7 November 2018. 
2 See: Variation of Severn Trent Water Limited’s (Severn Trent Water) appointment to include the 
Chester Site and variation of Dee Valley Water Limited’s (Dee Valley Water) appointment to include 
the Powys site. 

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Variation-of-Severn-Trent-Water-Limited’s-Severn-Trent-Water-appointment-to-include-the-Chester-Site-and-variation-of-Dee-Valley-Water-Limited’s-Dee-Valley-Water-appointment-to-include-the-Powys-site.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Variation-of-Severn-Trent-Water-Limited’s-Severn-Trent-Water-appointment-to-include-the-Chester-Site-and-variation-of-Dee-Valley-Water-Limited’s-Dee-Valley-Water-appointment-to-include-the-Powys-site.pdf
https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Variation-of-Severn-Trent-Water-Limited’s-Severn-Trent-Water-appointment-to-include-the-Chester-Site-and-variation-of-Dee-Valley-Water-Limited’s-Dee-Valley-Water-appointment-to-include-the-Powys-site.pdf
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company do not adversely affect the company’s ability to carry out the regulated 

activities. This constitutes an important protection for customers. 

The ring fencing conditions which have been inserted into Severn Trent’s licence 

contain provisions which, amongst other things, restrict Severn Trent’s ability to enter 

into transactions with associated companies and restrict its ability to maintain 

agreements which include cross default obligations without the prior approval or 

agreement of Ofwat.  

In the absence of the relevant ring fencing conditions, Severn Trent did not require 

consent for relevant provisions in its financing arrangements. Once it had the 

relevant conditions in its licence the company would, for the first time, require 

Ofwat’s consent for these provisions. In a letter dated 24 May 2017 (the Consent 

Request Letter, see appendix 1), in anticipation of these ring fencing conditions 

being introduced into its licence, Severn Trent sought Ofwat’s consent in relation to 

certain provisions in its existing financing arrangements (including intra-group 

financing arrangements). It also sought consent, in the event of any refinancing, for 

future arrangements, which Severn Trent considered required Ofwat’s consent, 

approval or agreement pursuant to provisions in its licence3.  

This document sets out the consents we have granted and approvals or agreements 

we have given4, the licence conditions under which they have been given, the 

conditions which we have placed on those consents and the reasons for granting 

those consents. It should be read in conjunction with our letter to the company dated 

28 June 2018 (the Consent Letter, see appendix 2). The relevant licence conditions 

under which consent has been granted in the Consent Letter can be found in 

appendix 3. 

  

                                            

 

3 The relevant conditions under which Severn Trent sought consent, approval or agreement are set 
out in appendix 3. 
4 Consents, approvals and agreements are collectively referred to as ‘consents’ hereafter. 
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2. Our approach 

The consents which we have granted are specific to the circumstances of this 

particular case, in particular the fact that Severn Trent is being required by its licence 

to comply with new licence conditions having already secured long term financing. In 

some cases the consents which we have granted are valid for a transitional period 

only. Given these two factors and save where expressly stated to apply to future 

arrangements, they should not be relied on by any company, including Severn Trent, 

as necessarily indicative of our approach in the future.  

In assessing Severn Trent’s requests we have considered the particular 

circumstances in light of our statutory duties (see summary in appendix 5). In 

particular, in assessing the requests from Severn Trent, we have considered the 

extent to which customers would be protected in the event of a default by associated 

companies in relation to loans made or cross default obligations or guarantees given. 

We have also considered risks to the financial resilience of the company and our 

duty to ensure that regulated companies can finance the proper carrying out of their 

functions. We did not grant all the consents which Severn Trent originally requested 

where we assessed the potential risk to customers or the financial resilience of the 

company to be greater than we considered acceptable. 

In some cases where we have granted consents, we have time limited those 

consents to allow the company to put in place replacement arrangements thereby 

avoiding significant disruption to its financing arrangements with the knock on effects 

this could have, including on customers. In other cases we have attached conditions 

to the consents which we have granted to help mitigate any risks to customers or the 

financial resilience of the company. 

 



  

 

4 

List of consents granted and reasons 

Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

Intra-group Financing 

Consent 

Consent sought for making 
and maintaining loans and 
maintaining cross default 
obligations and giving 
guarantees in relation to 
financial arrangements with 
Dee Valley 

The particular financing 
arrangements were 
described in paragraph 
3.2.1 of the Consent 
Request Letter 

 

 

Approval for Severn Trent to 
make and maintain loans and 
maintain cross default obligations 
and give guarantees 

 

Consent pursuant to Condition P, 
paragraphs 6.3(a), 6.3(b) and 6.4 
of Severn Trent’s licence 

 

 

The actual or potential 
liability of Severn Trent 
pursuant to all intra-group 
financing arrangements 
described in paragraph 
3.2.1 of the Consent 
Request Letter taken 
together shall not at any 
time exceed 1.5% of 
Severn Trent’s regulatory 
capital value as most 
recently published by 
Ofwat. See paragraph 
3.1.2(a) of the Consent 
Letter. 

There shall be no material 
changes, without Severn 
Trent first obtaining 
Ofwat’s further consent, 
to the terms of the: i) loan 
arrangements, ii) existing 
debt facilities held within 
Dee Valley and its 

Severn Trent states that these arrangements allow Dee 
Valley to access finance at a lower cost than it otherwise 
would be likely to be able to if it did so outside the group. 
These arrangements were put in place before Severn 
Trent had the relevant ring fencing conditions in its licence. 
Granting this consent therefore helped to ensure that 
Severn Trent felt that it was able to consent to the licence 
changes we were proposing with the benefits that these 
have for customers. 

The limitations on the total actual or potential liability of 
Severn Trent minimise the risk to Severn Trent's 
customers in the event of default by Dee Valley on any of 
the financial arrangements covered by this consent. This is 
because the maximum amount which can be lent to Dee 
Valley is small relative to the size of Severn Trent’s 
regulatory capital value. 

The funds being provided by Severn Trent to Dee Valley 
are to allow Dee Valley to finance its regulated business. 
Given the nature of this business, Dee Valley has 
predictable cash inflows which will allow it to service this 
debt. This means that the risk of default by Dee Valley is 
low.  

Dee Valley could obtain alternative finance to that provided 
by Severn Trent by borrowing against its regulatory capital 
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

subsidiaries for which 
Severn Trent has 
provided or proposes to 
provide guarantees or iii) 
the arrangement between 
Severn Trent and 
Artesian lenders in 
respect of a loan 
previously held by Dee 
Valley. See paragraph 
3.1.2(b) of the Consent 
Letter. 

value which would allow it to repay the amounts lent by 
Severn Trent if required. 

There can be no material changes to the arrangements 
without Severn Trent seeking further consent which would 
allow us to withhold consent if our assessment shows that 
it is not appropriate to consent to an amended 
arrangement. 

Existing Financing 

Arrangements Consent – 

miscellaneous 

arrangements 

Consent sought for 
guarantees and cross 
default obligations within 
certain of Severn Trent's 
existing financing 
arrangements 

These arrangements were 
described in paragraph 
3.3.1, sub-paragraphs 1(1) 
to (12) (inclusive), and the 
associated parts of Annex 1 

Approval for cross default 
obligations and guarantees 

 

Consent pursuant to Condition P, 
paragraphs 6.3(a), 6.3(c) and 6.4 
of Severn Trent’s licence 

The financial 
arrangements, which 
incorporate the cross 
default obligations and 
guarantees, can only be 
used and maintained for: 
i) existing borrowings and 
drawing down further on 
those arrangements and, 
ii) repaying the debt of 
Severn Trent, Dee Valley 
and/or their Financing 
Subsidiaries. See 
paragraph 3.2.1 of the 
Consent Letter. 

There shall be no material 
change (including if such 
a change would constitute 
a renewal, extension or 

We granted this consent to provide Severn Trent with 
certainty that it would be able to continue with existing 
arrangements, put in place before it had the relevant ring 
fencing conditions in its licence. This was to help ensure 
that Severn Trent felt that it was able to consent to the 
licence changes we were proposing with the benefits that 
these have for customers.  

Severn Trent stated in the Consent Request letter that the 
maintenance and continued use of its existing financing 
arrangements (containing the guarantees and cross 
default obligations with other group companies for which it 
was seeking consent) is efficient and minimises costs. If 
the company was required to put in place replacement 
arrangements it would face significant disruption to its 
financing arrangements with the knock on effects this 
could have on the running of its business in the short term 
while it did this. 

The limitation on what the arrangements can be used and 
maintained for (that is existing borrowings and drawing 
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

and Annex 2, of the Consent 
Request Letter 

replacement) to the terms 
of these arrangements 
without Severn Trent first 
obtaining Ofwat’s further 
consent. See paragraph 
3.2.2 of the Consent 
Letter. 

down on those arrangements and repaying the debt of 
Severn Trent, Dee Valley and/or their Financing 
Subsidiaries) reduces the risk to customers and to the 
financial resilience of the company as a whole. This is 
because the arrangements cannot be used for risky 
activities which would increase the likelihood of Severn 
Trent being negatively impacted by the guarantees which it 
has given or the cross default obligations which are in 
place. 

The consents are for specific named arrangements only 
which means that if any further arrangements were put in 
place which may pose an increased risk to Severn Trent, 
these would not be covered by these consents and new 
consents would need to be sought. There can be no 
material changes to the arrangements without Severn 
Trent seeking further consent which means that we can 
withhold consent if our assessment shows that it is not 
appropriate to consent to an amended arrangement. 

Existing Financing 

Arrangements Consent – 

cash management facility 

 

Consent sought for loans 
made pursuant to a cash 
management facility with 

Approval for loans made by 
Severn Trent 

Consent pursuant to Condition P, 
paragraph 6.3(b) of Severn 
Trent’s licence 

Consent expires on 30 
June 2023. 

In the event that the 
circumstances set out in 
paragraph 7.3 of 
Condition P apply then 
Severn Trent must not 
lend any further sums 
under the facility. The 
company must also seek 
repayment of all debt due 
under this facility when 
these circumstance apply. 

We granted this consent to provide Severn Trent with 
certainty that it would be able to continue with the existing 
arrangement, put in place before it had the relevant ring 
fencing conditions in its licence, for a transitional period 
before putting a replacement arrangement in place. This 
was to help ensure that Severn Trent felt that it was able to 
consent to the licence changes we were proposing with the 
benefits that these have for customers. 

Severn Trent told us that the facility is the most efficient 
form of cash management available to it and Severn Trent 
plc and is cheaper than an equivalent overdraft facility with 
a financial institution. 

While there may be a benefit to Severn Trent of this 
arrangement, this arrangement also allows Severn Trent to 
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

Severn Trent plc5 described 
in paragraph 3.3.1, sub-
paragraph (13) of the 
Consent Request Letter 

See sub-paragraph 
3.2.3(a) of the Consent 
Letter. 

Paragraph 7.3 of 
Condition P sets out the 
circumstances when the 
‘Cash Lock-Up’ provisions 
set out in the company’s 
licence apply. See 
appendix 4 for the ‘Cash 
Lock-Up’ provisions in 
Severn Trent’s licence. 

Outstanding loans made 
by Severn Trent pursuant 
to the cash management 
facility must not exceed 
£250m at any time. See 
sub-paragraph 3.2.2(b) of 
the Consent Letter. 

loan money to Severn Trent plc. To minimise the risk to 
customers the ring fence normally prohibits loans being 
made to associated companies, including the parent, 
without consent. 

However it could be disruptive to Severn Trent if it were 
required to cease this arrangement at short notice without 
having an appropriate replacement framework in place. 
We have therefore allowed this arrangement to continue 
for a temporary period with appropriate constraints to 
reduce risk. 

The limitation on the total outstanding loans made by 
Severn Trent under this arrangement minimises the risk to 
Severn Trent’s customers in the event of default by Severn 
Trent plc. 

In addition, the limitation of the time for which this 
arrangement can remain in place under this consent time 
limits any risk which may arise as a result of this 
arrangement while giving the company time to seek to put 
in place a new financing framework.  

In the event that Severn Trent finds itself in an adverse 
financial situation where the ‘Cash Lock-Up’ provisions of 
its licence apply then it must seek repayment of any debt 
due. This will help protect the financial resilience of the 
company.  

                                            

 

5 Severn Trent’s ultimate holding company. 
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

Existing Financing 

Arrangements Consent – 

overdraft and cash pooling 

arrangement 

 

Consent sought for 
guarantees and cross 
default obligations and loans 
in connection with a group 
wide overdraft and cash 
pooling arrangement. 
Further detail is provided in 
3.3.1, sub-paragraph 1(14) 
of the Consent Request 
Letter 

Approval for guarantees and 
cross default obligations and 
loans 

Consent pursuant to Condition P, 
paragraphs 6.3(a), 6.3(b), 6.3(c) 
and 6.4 of Severn Trent’s licence 

Consent expires on 30 
June 2021. 

Severn Trent will use all 
reasonable endeavours 
as soon as reasonably 
practicable to split out the 
arrangement into 
separate arrangements 
including one for Severn 
Trent and its Financing 
Subsidiaries (these are 
listed in paragraph 3.2.5 
of the Consent Letter) 
only. It will also provide 
Ofwat with an annual 
update on the progress it 
is making in doing this. 
See paragraph 3.2.4 of 
the Consent Letter. 

We granted this consent to provide Severn Trent with 
certainty that it would be able to continue with the existing 
arrangement, put in place before it had the relevant ring 
fencing conditions in its licence, for a transitional period 
while putting a replacement arrangement in place. This 
was to help ensure that Severn Trent felt that it was able to 
consent to the licence changes we were proposing with the 
benefits that these have for customers. 

While there may be a benefit to this arrangement in that it 
can help to minimise costs for Severn Trent if, for example, 
it finds itself temporarily overdrawn as this can be offset by 
credit balances held by other companies within the group. 
However this is a reciprocal arrangement which means 
that Severn Trent could be exposed to risk from other 
companies within the group over which it has no control.  

The arrangement itself contains controls over the amounts 
that can be loaned between companies and this limits the 
exposure of Severn Trent to any problems which may arise 
with other group companies taking part in this 
arrangement. 

We consider that the conditions which we have put in 
place for this consent and the limits which the arrangement 
contains help mitigate the risks while still allowing Severn 
Trent certainty over this financing arrangement for the near 
future. 

Existing Financing 

Arrangements Consent – 

Financing Subsidiaries 

 
Consent for certain 
associated companies of 
Severn Trent to be 

Consent for four associated 
companies of Severn Trent to be 
considered Financing 
Subsidiaries  

 

Consent expires on 30 
June 2023 or the date on 
which the relevant 
company ceases to be a 
subsidiary of Severn 
Trent, if earlier. 

We granted this consent to provide Severn Trent with 
certainty that it would be able to continue with existing 
arrangements, put in place before it had the relevant ring 
fencing conditions in its licence, for a transitional period 
while using all reasonable endeavours to make the 
necessary changes at the companies covered by this 
consent. Our consent was to help ensure that Severn 
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

considered as Financing 
Subsidiaries for the 
purposes of Severn Trent’s 
licence. See paragraph 
3.2.5 of the Consent Letter 
for details of the companies 
 

Sub-paragraph (2) of definition of 
“Financing Subsidiary” in 
condition A of Severn Trent’s 
licence 

 

Severn Trent will use all 
reasonable endeavours 
as soon as reasonably 
practicable to take steps 
in relation to these 
companies such that 
Ofwat consent is no 
longer required. 

 

See paragraph 3.2.5 of 
the Consent Letter. 

Trent felt that it was able to consent to the licence changes 
we were proposing with the benefits that these have for 
customers. 

The standard definition of a Financing Subsidiary, used 
across water companies’ licences, is that to be considered 
a Financing Subsidiary a company must a) be a wholly 
owned subsidiary of the regulated company and b) have 
raising finance on behalf of the regulated company for the 
purposes of the regulated activities as its sole purpose. 

Severn Trent confirmed that while the purpose of the 
companies covered by this consent is to raise finance for 
the regulated company, they do not fall into the standard 
licence definition of Financing Subsidiaries which is used 
across companies. This is because these companies are 
not wholly owned by Severn Trent nor do they have the 
requisite provisions in their articles of association. 

In the event of a ‘Cash Lock-Up’ Severn Trent is not able 
to repay loans early to any company which is not defined 
as a Financing Subsidiary. If the consent which was being 
sought was not granted, Severn Trent considered that this 
would have had an impact on the credit worthiness of the 
companies which it sought consent to be considered 
Financing Subsidiaries. It stated that it would have a 
significant negative impact on the credit worthiness of 
existing loans as well the company’s ability to raise finance 
in the future. 

The risk associated with consenting to these companies 
being considered Financing Subsidiaries is principally that 
without Severn Trent having full control of these 
companies and without the articles of association 
appropriately limiting their activities, these companies 
could be used for purposes other than raising finance for 
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

Severn Trent. This would mean that in the event of a ‘Cash 
Lock-Up’ money could flow from the regulated business to 
activities which are not in the interests of Severn Trent or 
its customers. 

However we consider this risk to be small given the stated 
purpose of these companies and the activities they 
currently carry out. We have sought to reduce the risk 
further by time limiting the consent. In order for these 
companies to continue to be considered Financing 
Subsidiaries once this consent expires, Severn Trent will 
need to have changed the articles of association and 
ownership structure of the relevant companies such that 
they fall within the standard definition of a Financing 
Subsidiary. 

Existing Financing 

Arrangements Consent – 

working capital facility 

Consent sought for loans by 
Severn Trent to Water Plus6 
pursuant to a working 
capital facility described in 

Approval for provision of loans by 
Severn Trent  

 

Consent pursuant to Condition P, 
paragraph 6.3(b) of Severn 
Trent’s licence  

Consent expires on 19 
April 2019. 

 

The loans made by 
Severn Trent to Water 
Plus shall not exceed a 
prescribed limit. 

We granted United Utilities Water consent to provide loans 
to Water Plus in April 2016. Although Severn Trent did not 
have the relevant ring fencing conditions at this time, it 
provided equivalent assurances to those provided by 
United Utilities Water in relation to customer protection, 
competition, licence compliance, financing and resilience 
(see Statement of Reasons: The granting of consent for 

                                            

 

6 Water Plus is a 50:50 joint venture between Severn Trent plc and United Utilities plc (a holding company of United Utilities Water Limited, another regulated 
water and sewerage company). It is a water supply and sewerage licensee providing retail services to businesses, charity and public sector organisation 
customers. 

https://ofwat.sharepoint.com/sites/rms/pr-fng/fp-mad/Financing%20consents/UUW/20160421%20UU%20loan%20reasons.pdf
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

paragraph 3.3.1, sub-
paragraph 4 of the Consent 
Request Letter 

 

United Utilities Water Limited to make loans to an 
associated company). 

On this basis we have granted Severn Trent an identical 
consent for the same reasons as we granted the consent 
to United Utilities Water which are set out in Statement of 
Reasons: The granting of consent for United Utilities Water 
Limited to make loans to an associated company. We 
explained in this document that ‘we would have been 
prepared to grant such consent had it been formally 
required’. Severn Trent did not need to seek consent at the 
time which we granted the consent to United Utilities 
because it did not have the relevant requirements in its 
licence. 

Given this arrangement was put in place before Severn 
Trent had the relevant ring fencing conditions in its licence, 
granting this consent therefore helped to ensure that 
Severn Trent felt that it was able to consent to the licence 
changes we were proposing with the benefits that these 
have for customers.  

The limitation on the total loans which can be made to 
Water Plus minimises the risk to Severn Trent’s customers 
in the event of default by Water Plus. This is because the 
maximum amount which can be lent to Water Plus is small 
relative to the size of Severn Trent’s regulatory capital 
value. 

New Financing 

Arrangements Consent – 

miscellaneous 

arrangements 

 

Approval for giving guarantees 
pursuant to and incorporating 
cross default obligations into 
future financing arrangements 

 

Any new financing 
arrangements must be 
used exclusively for the 
benefit of Severn Trent 
and its Financing 
Subsidiaries. See sub-

We have granted this consent because Severn Trent 
anticipates the need to provide guarantees and cross 
default obligations to allow its Financing Subsidiaries to 
carry out their function of providing financing to Severn 
Trent. Financing Subsidiaries do not trade or generate any 
revenue in their own right and therefore are likely to need 
cross defaults and guarantees from Severn Trent to be 

https://ofwat.sharepoint.com/sites/rms/pr-fng/fp-mad/Financing%20consents/UUW/20160421%20UU%20loan%20reasons.pdf
https://ofwat.sharepoint.com/sites/rms/pr-fng/fp-mad/Financing%20consents/UUW/20160421%20UU%20loan%20reasons.pdf
https://ofwat.sharepoint.com/sites/rms/pr-fng/fp-mad/Financing%20consents/UUW/20160421%20UU%20loan%20reasons.pdf
https://ofwat.sharepoint.com/sites/rms/pr-fng/fp-mad/Financing%20consents/UUW/20160421%20UU%20loan%20reasons.pdf
https://ofwat.sharepoint.com/sites/rms/pr-fng/fp-mad/Financing%20consents/UUW/20160421%20UU%20loan%20reasons.pdf
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

Consent sought for giving 
guarantees pursuant to and 
incorporating cross default 
obligations into financing 
arrangements entered into 
after 28 June 2018 

 

Consent pursuant to Condition P, 
paragraphs 6.3(a), 6.3(c) and 6.4 
of Severn Trent’s licence 

 

paragraph 3.5.1(a) of the 
Consent Letter. 

 

Guarantees given may be 
in relation to the liabilities 
of Severn Trent’s 
Financing Subsidiaries 
only. See sub-paragraph 
3.5.1(b) of the Consent 
Letter. 

 

Severn Trent’s liability 
under the relevant cross 
default obligations would 
arise only on a default of 
a Financing Subsidiary. 
See sub-paragraph 
3.5.1(c) of the Consent 
Letter. 

 

On the date on which the 
new arrangement is 
entered into, Ofwat has 
not notified Severn Trent 
that the grant of a new 
consent may be no longer 
be consistent with Ofwat’s 
policy. See sub-
paragraph 3.5.1(d) of the 
Consent Letter. 

able to access financing on Severn Trent’s behalf. The 
consent therefore allows Severn Trent to enter into new 
financing arrangements with some certainty which 
contributes to the continued, smooth running of its 
business.  

The restriction on new financing arrangements being used 
exclusively for the benefit of Severn Trent and its 
Financing Subsidiaries reduces the risk of arrangements 
being used for activities unrelated to the regulated 
business. These activities may not be in the interests of 
Severn Trent’s customers and may be riskier than 
regulated activities raising the chance of a default in 
relation to these arrangements 

The limitation on cross default obligations and giving 
guarantees in relation to Financing Subsidiaries only 
considerably reduces the risk to Severn Trent as, given the 
purpose of those companies, the risk of any default which 
could impact the company is low. Severn Trent also has 
control over these companies and therefore the activities 
they undertake and transactions which they enter into, 
which further reduces risk. 

While we are satisfied that the granting of this consent 
balances our duties appropriately at the current time, 
Ofwat's future position regarding Financing Subsidiaries 
and financial ring-fencing more broadly may change. While 
any such change would occur in accordance with our 
statutory and general administrative law duties, we 
considered it prudent to note in our consent that, if Ofwat's 
policy changes, we will notify Severn Trent of the impact 
on the consent granted so that Severn Trent does not 
assume that the consent applies to future arrangements 
entered into following a change in our policy. 
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Consent sought Nature of consent / licence 

conditions (full detail set 

out in consent letter) 

Conditions on 

consent 

(full detail set out in 

consent letter) 

Reasons for granting consent and supporting 

factors 

New Financing 

Arrangements Consent – 

overdraft and cash pooling 

arrangements 

Consent sought for 
guarantees and cross 
default obligations and 
making loans pursuant to 
new overdraft and cash 
pooling arrangements 

Approval for guarantees and 
cross default obligations and 
making loans 

 

Consent pursuant to Condition P, 
paragraphs 6.3(a), 6.3(b), 6.3(c) 
and 6.4 of Severn Trent’s licence 

  

 

Arrangements should be 
on terms materially similar 
to those of the existing 
overdraft and cash 
pooling arrangement and 
relate to Severn Trent and 
its Financing Subsidiaries 
only. See sub-paragraph 
3.5.2(a) of the Consent 
Letter. 

 

On the date on which the 
arrangement is entered 
into Ofwat has not notified 
Severn Trent that the 
grant of a new consent 
may no longer be 
consistent with Ofwat’s 
policy. See sub-
paragraph 3.5.2(b) of the 
Consent Letter. 

This overdraft and cash pooling arrangement can only 
comprise Severn Trent and its Financing Subsidiaries. This 
means that Severn Trent is not exposed to the risk of any 
default by companies in the wider group, and there may be 
a benefit to this arrangement as it can help to minimise 
costs for Severn Trent if, for example, it is in a position 
where it may find itself temporarily overdrawn as this can 
be offset by credit balances held by its Financing 
Subsidiaries. 

Any risks are limited because the arrangement is with 
Financing Subsidiaries over which Severn Trent has 
control. These companies are also limited in the activities 
which they undertake. 

While we are satisfied that the granting of this consent 
balances our duties appropriately at the current time, 
Ofwat's future position regarding Financing Subsidiaries 
and financial ring-fencing more broadly may change. While 
any such change would occur in accordance with our 
statutory and general administrative law duties, we 
considered it prudent to note in our consent that, if Ofwat's 
policy changes, we will notify Severn Trent of the impact 
on the consent granted so that Severn Trent does not 
assume that the consent applies to future arrangements 
entered into following a change in our policy. 
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Appendix 1: Consent Request Letter 
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Appendix 2: Consent Letter 
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Appendix 3: Licence conditions under which consent was sought 

Consent was requested by Severn Trent in relation to the following licence 

conditions. 

Condition A 

"Financing Subsidiary" means a subsidiary company of the Appointee: 

(1) (a) which is wholly owned by the Appointee; and 

(b) the sole purpose of which, as reflected in the company's articles of 

association, is to raise finance on behalf of the Appointee for the purposes of 

the Regulated Activities; 

or 

(2)  Which the Water Services Regulation Authority has agreed in writing will be 

considered a Financing Subsidiary. 

Condition P 

6.3 The Appointee must not, without the prior approval of the Water Services 

Regulation Authority: 

(a) give a guarantee in relation to any liability of an Associated Company; 

(b) make a loan to an Associated Company; or 

(c) enter into an agreement or other legal instrument incorporating a Cross-

Default Obligation. 

6.4 The Appointee must not continue or permit to remain in effect an agreement or 

other legal instrument incorporating a Cross-Default Obligation unless: 

(a) prior approval has been given by the Water Services Regulation Authority; or 

(b) the Cross-Default Obligation would only arise on a default by a subsidiary of 

the Appointee and the Appointee ensures that: 

(i) the period for which the Cross-Default Obligation is in effect is not extended; 
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(ii) liability under the Cross-Default Obligation is not increased; and 

(iii) no change is made to the circumstances in which liability under the Cross-

Default Obligation may arise. 
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Appendix 4: ‘Cash Lock-Up’ licence provisions 

Condition P 

7 Credit Ratings and "Cash Lock-Up" 

7.1 The Appointee must demonstrate its ability to service its debt obligations by 

complying with paragraph 7.2 

7.2 The Appointee must ensure that it and any Associated Company which issues 

corporate debt on its behalf maintains, at all times, an Issuer Credit Rating which 

is an Investment Grade Rating 

7.3 The "Cash Lock-Up" provisions set out in paragraph 7.4 apply in any 

circumstances where: 

(a) the Appointee does not hold an Issuer Credit Rating which is an Investment 

Grade Rating; 

(b) the Appointee holds more than one Issuer Credit Rating and one or more 

Issuer Credit Ratings held by it is not an Investment Grade Rating; or 

(c) any Issuer Credit Rating held by the Appointee is the Lowest Investment 

Grade Rating and: 

(i) the rating is on review for possible downgrade or is on "Credit Watch" or 

"Rating Watch" with a negative designation; or 

(ii) otherwise where the rating outlook of the Appointee as specified by the 

Credit Rating Agency which has assigned the Lowest Investment Grade 

Rating has been changed from stable or positive to negative. 

7.4 Where paragraph 7.3 applies, the Appointee must not, without the prior approval 

of the Water Services Regulation Authority, transfer, lease, licence or lend any 

sum, asset, right or benefit to any Associated Company, other than where: 

(a) the Appointee makes a payment to an Associated Company which is: 

(i) pursuant to an agreement entered into prior to the circumstances referred 

to in paragraph 7.3 arising, which provides for the goods, services or 

assets to be provided on an arm's length basis and on normal commercial 

terms; and 
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(ii) properly due in respect of the goods, services or assets; 

(b) the Appointee transfers, leases, licenses or lends any sum, asset, right or 

benefit to any Associated Company (excluding a dividend payment, a 

distribution out of distributable reserves or a repayment of capital), where: 

(i) the transaction is on an arm's length basis on normal commercial terms; 

and 

(ii) the value due in respect of the transaction is payable wholly in cash and 

is paid in full when the transaction is entered into; 

(c) the Appointee makes a repayment of, a payment of interest on or payments 

in respect of fees, costs or other amounts incurred in respect of: 

(i) a loan made from a Financing Subsidiary to the Appointee, provided that 

the Financing Subsidiary continues to be an Associated Company of the 

Appointee; or 

(ii) a loan made prior to the circumstances referred to in paragraph 7.3 

arising which is otherwise in accordance with these Conditions, provided 

that payment in respect of such a loan is not made earlier than provided 

for in accordance with its terms; 

or 

(d) the Appointee makes a payment for group corporation tax relief or for the 

surrender of Advance Corporation Tax, calculated on a basis not 

exceeding the value of the benefit received, provided that the payment is 

not made before the date on which the amounts of tax subject to the relief 

would have become due. 

  



Statement of reasons: The granting of consents to Severn Trent Water Limited pursuant to condition 
P of its licence 

61 

Appendix 5: Ofwat’s statutory duties 

In summary, our main statutory duties in relation to water and sewerage companies 

are to: 

 

 further the consumer objective (to protect the interests of consumers, wherever 

appropriate by promoting competition); 

 secure that the relevant companies properly carry out their functions; 

 secure that the relevant companies can finance the proper carrying out of their 

functions; and 

 further the resilience objective (to secure long-term resilience) 

 

Subject to those duties, we also have duties to (among other things) ensure that 

consumers are in particular protected by ensuring that transactions with associated 

companies are carried out at arm’s length. 

 


