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Undertakings for the purpose of Section 19 of the Water Industry Act 1991 

These undertakings are given by Yorkshire Water Services Limited (“YWS”) to the 
Water Services Regulatory Authority (“Ofwat”) pursuant to Section 19(1)(b) of the 
Water Industry Act 1991 (“WIA91”). 

Part 1: Legal obligations to which the undertakings relate 

1. YWS is appointed as a water and sewerage undertaker under the WIA91 
and operates pursuant to its instrument of appointment (“Licence”).  
 

2. Paragraph 12 of Condition P of the Licence provides that: 
 
"To enable it to carry out the Regulated Activities the Appointee must, at all 
times, act in a manner which is best calculated to ensure that it has in 
place adequate: 
1) Financial resources and facilities; 
2) Management resources; and 
3) Systems of planning and internal control." 
 

3. Paragraph 19 of Condition P of the Licence provides that:  
 
"In accordance with Regulatory Accounting Guideline 5 (Transfer Pricing in 
the Water and Sewerage Industry) published by Ofwat and revised from 
time to time, the Appointee must ensure that: 
1) Every transaction between the Appointed Business and any Associated 

Company is at arm's length, so that neither the Appointed Business nor 
the Associated Company gives a cross subsidy to the other; and 

2) The Appointed Business neither gives nor receives any cross subsidy 
from any other business or activity of the Appointee." 

 
4. Paragraph 21.2 of Condition P of the Licence provides that: 

 
“The Appointee must not, without prior approval of Ofwat: 
 
…make a loan to an Associated Company” 
 

5. YWS is in breach of Paragraph 21.2 of Condition P of the Licence on the basis 
that in 2014 15 YKS novated Intercompany Loans it had between YWS and 
Associated Companies (Saltaire Water Limited and Kelda Holdco Limited) 
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(which Ofwat provided consent for in 2008 and 2009) to another 
Associated Company (Kelda Eurobond Co Limited). This novation to a 
different Associated Company and associated changes in loan conditions 
effectively created new loans (“the Loans”) which did not have the prior 
approval of Ofwat and were not fully on arm's length terms.  
 

6. YWS has agreed to take the steps specified in Part 2 below (“the 
Undertakings”) for the purpose of securing compliance with Paragraph 21.2 
of Condition P, in respect of that contravention.  
 

7. Ofwat considers that, to the extent the Company complies with the 
Undertakings, it is not required to make an enforcement order under 
Section 18 of the WIA91 in respect of this contravention. 
 

8. Ofwat further provides written approval for the Loans. Such approval will 
remain in place until April 2027 and is on the basis that YWS remains in 
compliance with the Undertakings. 
 

9. Reference is made above in paragraphs 2 and 3, to two further licence 
obligations relevant to these undertakings. Having accepted these 
undertakings Ofwat closed its investigation of the matter without having 
reached the point of making any findings in relation to these obligations in 
Conditions P12 and P19.  
 

10. The YWS Board and the Kelda Holdings Board accept the basis upon which 
the Undertakings are given and their licence obligations accordingly. 

Part 2: The Undertakings 

YWS accepts and will implement the following measures: 

a) Request that the Loans be repaid to YWS, by April 2027 on the following 
basis: 

• At least, but an accepted repayment amount of, £300m by the end 
of June 2023; 

• At least, but an accepted repayment amount of, £200m by the end 
of March 2025; 

• The balance of the Loans, c£440m, (to be defined by repayments 
made by the end of March 2025) by the end of March 2027. 

 



 

3 
 

b) Achieve a gearing level on the regulatory basis of no higher than 72% by 1 
April 2025 (subject to external factors beyond the control of YWS and 
beyond the existing regulatory expectation that all water companies 
manage their financial resilience to ensure they can withstand economic 
and cost shocks, excluding any agreed early start investment for AMP8 and 
also to exclude any accelerated investment in AMP7 as a result of the 
request by the Secretary of State and Defra in October 2022). 
 

c) Complete a financial structure review following the publication of the final 
PR24 methodology, but in any event to be concluded by April 2025. 
 

d) YWS will invest £180m into the reduction of storm overflow spills. This 
additional investment will enable YWS to target exceeding the commitment 
it made in the Government's Storm Overflows Reduction Plan to reduce the 
average number of discharges from storm overflows by 20% from a 2021 
baseline. This additional investment is provided with a view to targeting an 
average of 20 spills per storm overflow each year. This additional 
investment (which is specifically ring fenced as new investment and 
managed as separate funding, distinct from any other potential overspend 
in AMP7  and any investment that may be required as a result of future 
findings from Ofwat's separate investigation into wastewater treatment 
works compliance) will be made as a result of an equity injection of £99m 
from the YWS shareholders (made possible by Part 2 (a) above) and £81m 
of capital expenditure recovered through the cost sharing mechanism, and 
associated cost sharing ratio applicable to YWS, through the reconciliation 
of AMP7 as part of the PR24 determination process.  
 

e) Payments of dividends by YWS will fully consider company performance 
and benefit sharing from service and efficiency performance. YWS will 
deliver a base dividend recognising the management of economic risks 
and capital employed. YWS will ensure compliance with its Dividend Policy 
at all times.  
 

Part 3 - Reporting on compliance with the Undertakings 
 

a) YWS will provide an initial update to Ofwat after 6 months in respect of the 
steps it has taken to comply with the Undertakings in relation to the 
investment into the reduction of spills via storm overflows, followed by a 
regular update every 12 months thereafter until the end of AMP7. 
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b) YWS will provide a written update by July 2023, April 2025 and April 2027 in 

respect of the status of the repayment of the Loans. 
 
c) Provide an update on the gearing level and an overview of likely gearing post 

2025, by April 2025. 
 
d) Provide an update on the findings and recommendations of the completed 

financial structure review.  
 
e) Designate a member of its Executive Team as the Undertaking’s compliance 

officer, who will have a general responsibility for: 
 

i) Ensuring compliance with the Undertakings. 
ii) Preparing the update reports as provided for in sections a)  e) 

above.  
iii) Reporting on progress regarding compliance with the 

Undertakings to the YWS Board so that the update reports have 
the YWS Board’s assurance before their submission to Ofwat. 

By signing these undertakings, YWS agrees to be bound by them. 

 

Signed on behalf of the Company by: 

Chief Executive Officer 

Dated 

 




