
21 Bloomsbury Street, London WC1B 3HF 

John Russell, Senior Director, Strategy & Planning 

By email 

Martin Roughead, Director of Regulation 
Southern Water  
Southern House 
Yeoman Road 
Worthing 
West Sussex 
BN13 3NX 

25 June 2021 

Dear Martin 

Proposed Changes to the Financing Structure and Subsidiaries of 
Southern Water Services Limited 

Southern Water Services Limited (“Southern Water”) is the holder of an instrument of 
appointment granted under sections 11 and 14 of the Water Act 1989 (the “Appointment”). 
Words and expressions defined in the Appointment shall have the same meaning in this letter 
unless the context otherwise requires. 
In a letter dated 23 June 2021 (the "Consent Request Letter", included as Appendix 1 to this 
letter), Southern Water has requested our consent in relation to proposed changes to its 
financing structure pursuant to certain provisions of Condition P of its Appointment. 
The purpose of this letter is to record our consent to the specific requests made by Southern 
Water and to set out any conditions of those consents. 
We have not been provided with copies of the relevant revised financing arrangements and in 
our consideration of the requests for consent, we have relied on the information and 
assurances contained in the Consent Request Letter. The consents provided in this letter are 
granted on the basis of the information provided by Southern Water in the Consent Request 
Letter and our assessment of the specific circumstances of Southern Water at the time. 
Accordingly, the consents provided should not be taken as a statement of Ofwat policy as to 
the provision of consents in other circumstances. Such requests will be considered 
individually against the guidance we may publish1.  
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Background  
 
We note that Southern Water’s requests are made in the context of proposed changes to its 
financing structure. The existing financing structure was implemented in 2003 as part of the 
refinancing of Southern Water at that time. It comprises Southern Water, its holding 
companies, SWS Holdings Limited (“SWSH”), SWS Group Holdings Limited (“SWSGH”) and 
its subsidiary, Southern Water Services (Finance) Limited (the “Issuer”, and together with 
Southern Water, SWSH and SWSGH, the “SWS Financing Group”).  
 

The Issuer has issued bonds (the “Bonds”) and private placement notes (the “Notes”) under 
the existing financing structure of the SWS Financing Group and is also the borrower and 
principal debtor in respect of certain term facility agreements (the “Artesian Loans”) and 
liquidity facilities (the “Liquidity Facilities”).   
 

The Issuer is a Cayman Island incorporated company within Southern Water's securitisation 
structure. We understand that Southern Water is proposing to remove the Issuer from the 
SWS Financing Group and replace it with two new UK incorporated companies:  
 

i.a newly incorporated UK public limited company (the “UK Issuer”), as a subsidiary of 
Southern Water, to take the place of the Issuer as the issuer, lender and/or principal 
debtor for the Bonds, USPP Notes and Liquidity Facilities; and   

ii.a newly incorporated UK private limited company (the “UK DebtCo”), as a subsidiary 
of Southern Water, to take the place of the Issuer as the lender and/or principal 
debtor for the Artesian Loans.  

 
 

 
  

 

The Consent Request Letter states that the proposed changes reflect Southern Water’s desire 
to simplify its financing structure allowing it to continue to develop consumer and regulator 
trust and confidence in its business.  
 

In June 2003, we provided consent to certain guarantees and cross default obligations being 
entered into by Southern Water when the current financing group structure was established. 
Southern Water is now seeking consent in respect of certain proposed specific guarantees 
and cross default obligations as set out in the Consent Request Letter, arising out of the 
proposal to change the financing structure of the SWS Financing Group by replacing the 
Issuer with the UK Issuer and UK DebtCo. In the event the restructuring is successful and the 
Issuer is released from its financing obligations, our 2003 consents in relation to the Issuer 
will cease to apply.    
 

Nature of consents sought  
 
The specific arrangements that Southern Water has requested consent for are as follows:-  

a. Guarantees   
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Southern Water requests our consent to it guaranteeing the obligations of each of the UK 
Issuer and the UK DebtCo.  

b. Cross-default obligations   
Southern Water requests our consent to a new cross-default obligation that applies to it on 
certain specified events in relation to each of the UK Issuer and the UK DebtCo, which 
include certain insolvency events arising in respect of the UK Issuer and/or the UK DebtCo, 
non-payment of amounts due under the Finance Documents (including amounts due under 
the Bonds, USPP Notes, Liquidity Facilities and Artesian Loans), any other breach of a 
Finance Document which has a material adverse effect.  
 

The Consent Request Letter confirms the consents requested relate to the proposed changes 
to the financing structure of the SWS Financing Group and are consistent with the nature of 
the guarantees and cross-default obligations that we previously granted consent to.  
The above guarantees and cross default obligations are prohibited without the consent of 
Ofwat under paragraphs 21.1 and 22.1 of Condition P of the Appointment.  
 

Ofwat’s Consent   
 
In accordance with, and for the purposes of paragraphs 21.1 and 22.1 of Condition P of the 
Appointment and subject to the condition set out below, Ofwat consents to the guarantees 
and cross-default obligations set out above. As noted, in making our decision we have relied 
on the information provided by Southern Water in its Consent Request Letter.  
 

For the avoidance of doubt, we note that it is for Southern Water to satisfy itself that, in 
implementing this restructuring and the particular matters for which we are providing 
consent, it will remain compliant with its obligations under the Appointment. We do not, in 
providing this consent, provide any assurance in that respect.  
 

Further, the consents provided in this letter are the only consents granted to Southern Water 
in respect of the requests made in the Consent Request Letter. Appending the Consent 
Request Letter to this letter shall not be interpreted as Ofwat consenting to or approving 
other matters detailed in the Consent Request Letter.  
 

This consent is subject to the following conditions:   
 

a. that the UK Issuer and the UK DebtCo will each be wholly owned by Southern 
Water and each have the sole purpose of raising finance on behalf of Southern 
Water for the purposes of the Regulated Activities;   
b. that there shall be no material changes to the terms of the arrangements 
described in this letter unless Ofwat's further consent has been obtained for the 
same;  
c. that once the UK Issuer and UK DebtCo are established and operational, the 
Issuer will not be used for any future debt issuance; and  
d. that in the event full creditor approval for the substitution of the Issuer with 
the UK Issuer and UK DebtCo is secured, the Issuer will be removed from the SWS 
Financing Group at the earliest opportunity.   
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General Provisions relating to Ofwat’s Consent   
 
The consent described above shall take effect from the date of this letter.  
 

Reasons for Consent   
 
Ofwat considers that the consent provided above should be granted because from the  
information provided, Ofwat is satisfied that the granting of consent is consistent with its 
statutory duties.   
 

This is on the basis that, as set out in the Consent Request Letter:   
 

• the purpose of these guarantees and cross-default obligations is solely to 
facilitate the financing of the Appointed Business, such arrangements being 
confined within the ring-fenced SWS Financing Group and will not result in an 
increased threat to the financial resilience of the SWS Financing Group compared 
to the position before the proposed changes;  
• the UK Issuer and the UK DebtCo will be established to comply with the licence 
definition of Financing Subsidiary and will be prevented from carrying on any other 
activity other than the provision of debt finance to Southern Water  
• the proposed changes will not affect Southern Water’s ability to meet the 
requirements of its licence;  
• the reorganisation is substantially neutral from a tax, credit rating and gearing 
perspective;  
• the costs of the transaction will not be borne by customers and will be 
confirmed as such in your Annual Performance Report.  

 
In addition to the above conditions, once the UK Issuer and the UK DebtCo have been 
incorporated, Southern Water will write to Ofwat confirming the name and company number 
of each new entity and furnish us with copies of their certificates of incorporation as set out 
in the consent request letter.  
 

We trust that you will keep us advised of any material changes to the matters or proposals set 
out in your letter including, without limitation, those which relate specifically to the consents 
requested and any material change to the basis on which the consent has been granted as 
set out above. 

Yours sincerely 

John Russell 
Senior Director, Strategy & Planning, Performance & Outcomes 
  



A38202785/2.4a/23 Jun 2021 

1 

Strictly private and confidential 

Martin Roughead, Director of Regulation 

Southern House 

Yeoman Road 

Worthing 

West Sussex 

BN13 3NX 

23 June 2020 

John Russell 

Senior Director of Finance and Governance 

Ofwat 

21 Bloomsbury St 

Fitzrovia 

London 

WC1B 3HF 

Dear John, 

Proposed Changes to the Financing Structure and Subsidiaries of Southern Water Services 

Limited (“SWS”) 

I am writing to you about the financing structure of SWS and its subsidiaries, on which we and The 

Royal Bank of Scotland plc originally corresponded with Ofwat in our letters dated 21 March 2003, 

16 April 2003 and 24 May 2003. 

In particular, I am writing in relation to proposed changes to the financing structure for which we are 

requesting Ofwat’s consent. These changes reflect the public commitment made to remove our 

Cayman Islands incorporated subsidiary that is now unnecessary. Our objective is to deliver a 

simpler financing structure as part of the drive to increase the transparency of our business and 

sustain the trust and confidence our customers and Ofwat have in us. The steps we are taking are 

the conclusion of matters discussed with Ofwat representatives over the past several months. 

A considerable amount of preparatory work has been completed by SWS with its advisors. This has 

included ongoing correspondence with HMRC as well as the three agencies that rate SWS and the 

debt issued by its subsidiaries. We intend to formally request creditor consent in the near future. 

Subject to obtaining the requisite consents, this would allow us: 

 to inform our customers of this change as part of our broader approach to ensuring

transparency and legitimacy;

 to announce clearance to progress the removal of the Issuer in our annual reporting; and

 to remove the Issuer from the financing structure and have it eliminated later this year.

Proposed changes and requested consent 

In June 2003, Ofwat provided consent (attached as Annex 1) to the specific guarantees, cross 

default obligations and inter-company loans entered into by SWS when the current financing 

structure was established. In substance, we are seeking the same consent in respect of the 

Appendix 1 - Consent Request Letter
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proposed changes to the financing structure to meet the commitment to remove the Cayman Islands 

incorporated subsidiary. 

 
1 Existing financing and corporate structure 

As set out in Annex 2, the existing financing structure was implemented in 2003 as part of 

the refinancing of SWS. It comprises of SWS, its holding companies, SWS Holdings Limited 

(“SWSH”), SWS Group Holdings Limited (“SWSGH”) and its subsidiary Southern Water 

Services (Finance) Limited (the “Issuer”, and together with SWS, SWSH and SWSGH, the 

“SWS Financing Group”). 

The Issuer has issued bonds (the “Bonds”) and private placement notes (the “Notes”) under 

the existing financing structure of the SWS Financing Group and is also the borrower and 

principal debtor in respect of certain term facility agreements (the “Artesian Loans”) and 

liquidity facilities (the “Liquidity Facilities”). 

 
2 Proposed changes to the financing structure 

The Issuer is incorporated in the Cayman Islands. The Issuer has been solely resident for 

tax purposes in the UK since its incorporation as it has always been centrally managed and 

controlled solely in the UK. Its primary purpose was to help establish the financing structure 

for the SWS Financing Group. However, the historic technical corporate law requirements 

for using a Cayman Islands incorporated company are no longer relevant. 

In response to customer and Ofwat’s concerns about water companies using complex 

corporate structures and offshore companies, SWS has decided to simplify its financing 

structure by removing the Issuer from the SWS Financing Group. SWS believes that taking 

this action will allow it to continue to develop consumer and regulator trust and confidence 

in its business. 

The creation of a newly incorporated UK public limited company (the “UK Issuer”), as a 

subsidiary of SWS, to take the place of the Issuer as the issuer, lender and/or principal debtor 

for the Bonds, USPP Notes and Liquidity Facilities. The intention is for the UK Issuer to be 

a securitisation tax company and, as such, there are limitations on the activities and types 

of debt instruments it can participate in (one of which is that it cannot have loans, such as 

the Artesian Loans). Therefore an additional newly incorporated UK private limited company 

(the “UK DebtCo”) will be created, as a subsidiary of SWS, to take the place of the Issuer 

as the lender and/or principal debtor for the Artesian Loans to complete the proposed 

changes for the new financing structure. These are summarised diagrammatically in Annex 

3. 

The requisite creditor consents for the proposed changes can be summarised as a consent 

for the UK Issuer and the UK DebtCo to accede to the legal agreements that underpin the 

current financing structure and, separately, consents for the UK Issuer to be substituted in 

place of the Issuer as the issuer, lender and/or principal debtor for the Bonds, USPP Notes 

and Liquidity Facilities and for the UK DebtCo to be substituted in place of the Issuer as the 

lender and/or principal debtor for the Artesian Loans. 

The proposed changes will include: 
 

(a) The incorporation of the UK Issuer and the UK DebtCo. 
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(i) The UK Issuer and the UK DebtCo will be established to comply with the 

definition of a financing subsidiary specified in Condition A3 and their Articles 

of Association will comply with the requirements in that condition. 

(ii) The UK Issuer will meet the criteria for a single purpose company established 

from time to time by the Rating Agencies (although the UK DebtCo will not 

be required to do so given that it is not expected to raise rated debt). 

(iii) The UK Issuer and the UK DebtCo will each be both managed and tax 

resident solely in the UK. Once it is party as debtor to one or more tranche 

of Bonds, the UK Issuer will be a securitisation company (as defined in the 

Taxation of Securitisation Companies Regulations 2006 (2006/3296)). 

(iv) The UK Issuer and the UK DebtCo will each be a “bankruptcy remote” special 

purpose company, which has never traded nor (save in relation to performing 

its obligations under the financing documents) carried on any activity and 

there is no intention that it will do so. The financing documents contain 

covenants preventing the UK Issuer and the UK DebtCo from carrying on 

any activity other than performing its obligations under those documents. 

(v) SWS will subscribe for shares in the UK Issuer and the UK DebtCo. It will 

pay for these shares in cash. 

(b) The UK Issuer and the UK DebtCo will become a party to the relevant financing 

documents (with any necessary formalities being fulfilled). 

(c) The UK Issuer will be substituted as the issuer, borrower and/or principal debtor of 

the Bonds, USPP Notes and Liquidity Facilities in place of the Issuer. This 

substitution is dependent on obtaining requisite creditor approval (i.e. from the 

holders of the Bonds and Notes and the lenders under the Liquidity Facilities) and 

so there is a risk that the UK Issuer will not be substituted as the issuer, lender and/or 

principal debtor of all the Bonds, Notes and Liquidity Facilities. 

(d) The UK DebtCo will be substituted as the borrower and principal debtor of the 

Artesian Loans in place of the Issuer. This substitution is dependent on obtaining 

requisite creditor approval (i.e. from the lenders under the Artesian Loans) and so 

there is a risk that the UK DebtCo will not be substituted as the lender and principal 

debtor of all of the Artesian Loans. 

(e) The UK Issuer will be substituted as the lender under the existing intercompany loan 

agreements in place between the Issuer and SWS. 

(f) In respect of the loans assigned from the Issuer to the UK Issuer corresponding to 

the Artesian Loans, the UK Issuer will issue corresponding intercompany loan notes 

to the UK DebtCo. 

(g) If the requisite credit approval is not obtained for certain Bonds, USPP Notes, 

Liquidity Facilities or Artesian Loans then the issuer, lender and/or principal debtor 

will not change in respect of those Bonds, USPP Notes, Liquidity Facilities and/or 

Artesian Loans (as applicable) and the Issuer will remain in the SWS Financing 

Group. 

(i) Therefore, SWS will initially have no alternative other than to temporarily 

maintain a financing structure which includes the Issuer to avoid any 

potential defaults or contractual breaches. SWS will continue to seek consent 
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to have the UK Issuer or the UK DebtCo (as applicable) substituted in, such 

that the Issuer can be removed from the SWS Financing Group at the earliest 

opportunity. 

(ii) Subject to consent being received for the accession of the UK Issuer and the 

UK DebtCo to the current financing structure, the Issuer will only remain as 

the issuer, lender and/or principal debtor of historic Bonds, USPP Notes, 

Liquidity Facilities or Artesian Loans (as applicable) until its removal from the 

SWS Financing Group and will not be used for future debt issuance. 

(h) Once all creditor approved substitutions outlined in steps (c) to (f) above have 

occurred, then the Issuer will be released from all the financing documents and 

transferred out of the SWS Financing Group for dissolution on a solvent basis. 

It is proposed that such disposal will be made to Southern Water (NR) Holdings 

Limited (“SWNRH”) (a holding company in the wider Southern Water group) on arm’s 

length terms for a fair value consideration that will be determined at the time of 

transfer. It is expected that the majority of the assets of the Issuer will be distributed 

to SWS prior to the transfer. The consideration payable by SWNRH to SWS will be 

paid in full at the time of the transfer. 

(i) On completion of the reorganisation of the financing structure, the UK Issuer will be 

able to issue further bonds and notes throughout the course of future financing and 

the UK DebtCo will be able to borrow under further loan facilities throughout the 

course of future financing. 

We are unable to form and incorporate into the ring-fence the new companies until we have 

obtained creditor consent. We will notify Ofwat of the names, registered numbers and date 

of incorporation of the new companies as soon as they are formed (and will furnish Ofwat 

with copies of their certificates of incorporation). 

Other than the proposed substitutions, there are not expected to be any material 

amendments to the terms of the Bonds, USPP Notes, Liquidity Facilities and Artesian Loans. 

The proposed changes are solely to add the new UK companies to the current structure so 

to be able to remove the Issuer. There is no intention to change the financial obligations of 

SWS nor to amend cross default and guarantee provisions, other than to add or remove 

companies as appropriate. This will also be confirmed to bondholders when their consent is 

requested for the proposed changes. 

We note that there will be a continuation of the existing guarantees and cross-defaults 

(including the Issuer if it remains in the securitisation structure) with amendments to include 

the UK Issuer and UK DebtCo, which does not increase the liability of SWS any more than 

the status quo today. 

For SWS, the only changes to existing intercompany loans will be changing the names of its 

counterparty from the Issuer to the UK Issuer. These intercompany loans result from the 

lending of external debt, raised by the Issuer, to SWS on the same terms. Following the 

proposed changes these balances will be held by the UK Issuer instead of the Issuer. 

It is expected that the reorganisation is substantially neutral from a tax, credit rating and 

gearing perspective and, indeed, more recent sets of bonds issued by the Issuer have a 

provision built into them which actually contemplates a substitution in the manner described 
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in this letter. SWS will bear the cost of the proposed changes, which are estimated currently 

to be no more than  in total – this is not expected to have an impact on customers. 

Notwithstanding the proposed changes outlined above, certain features that are part of the 

security and covenant package under the existing financing structure will not change, save 

for the substitution of the UK Issuer and the UK DebtCo for the Issuer and any required 

conforming changes in order to implement the transaction (to the extent creditor consent is 

obtained); for your reference we have set out more details on this below: 
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3 Regulatory considerations 

The proposed changes have certain regulatory aspects, which can be divided into those 

about which SWS must satisfy itself and those for which it is seeking consent from Ofwat. 

In relation to the first, SWS must satisfy itself that the changes to its financing structure would 

not undermine the adequacy of its financial resources and facilities, management resources, 

and systems of planning and internal control, including satisfying itself that, following the 

changes, it would be able to submit a certificate in the ordinary course under Condition P30 

of its licence. 

We refer to our letter dated 24 March 2003. SWS remains of the view that, in undertaking 

the changes set out herein, it is continuing to conduct its Appointed Business as if it were 

substantially its sole business, for the purpose of Condition P1.1. 

In relation to the second category, matters for which we seek consent, we note your letter 

dated 19 June 2003, attached as Annex 1, in which you confirmed that the cross-default and 

guarantee arrangements to be entered into by SWS, SWSH, SWSGH and the Issuer as part 

of the financing arrangements, would not breach paragraph 6.11(1)(i) of Condition F. 

We consider the proposed changes to the financing structure of the SWS Financing Group 

do not substantively change the nature of the cross-default and guarantee arrangements 

that were previously granted Ofwat’s consent. As advised previously, the purpose of these 

cross-default and guarantee arrangements is to facilitate the financing of the Appointed 

Business, such arrangements being confined within the ring-fenced SWS Financing Group. 

As such, the consents required in relation to the proposed changes are consistent with the 

consents previously provided by Ofwat in 2003 (in relation to the original structure). 

Since SWS, the UK Issuer and the UK DebtCo will effectively be entering into a new cross- 

default and guarantee arrangement as part of the substitution process then Condition P21.1 

and P22.1 of SWS’s licence would apply. Therefore, Ofwat’s consent is required for the 

proposed changes to the financing structure of the SWS Financing Group in respect of the 

cross-default and guarantee arrangements under paragraphs 21.1 and 22 of Condition P. 

The specific arrangements that required SWS to enter into agreements for which consent is 

required are as follows: 
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(a) Guarantees 
 

SWS will guarantee the obligations of each of the UK Issuer and the UK DebtCo 

(supported by an indemnity in respect of losses incurred in relation to the relevant 

guaranteed obligations). 

(b) Cross-default obligations 
 

There will be a new cross-default obligation applicable to SWS on certain specified 

events in relation to each of the UK Issuer and the UK DebtCo (e.g. if certain 

insolvency events occur in respect of the UK Issuer and/or the UK DebtCo, non- 

payment of amounts due under the Finance Documents (including amounts due 

under the Bonds, USPP Notes, Liquidity Facilities and Artesian Loans), any other 

breach of a Finance Document which has a material adverse effect etc). 

I believe that it is in the interests of customers for such consents to be granted as these will 

enable SWS to deliver a simpler financing structure as part of the drive to increase the 

transparency of our business and sustain the trust and confidence our customers and Ofwat 

have in us. 

I confirm that the change in the structure will not result in an increased threat to the financial 

resilience of the SWS Financing Group compared to the position before the proposed 

changes and representations will be made to investors and creditors to that effect when 

seeking their consent. 

Finally, I believe that the proposed changes will not result in an increased threat in the ability 

of SWS to meet its licence requirements. We have engaged with all three agencies that rate 

SWS and the debt issued by its subsidiaries to seek their confirmation, prior to formally 

requesting creditor consent, that the proposed changes do not impact the current ratings 

and outlooks. 

 
4 Requested consent 

We shall keep you updated as to any material amendments to the proposals outlined above 

and changes to anticipated timing for the creditor consent request. 

Following consideration of this letter, I should be grateful if you would confirm that you do 

not have any objections to the proposals outlined above and provide an indication as to 

when Ofwat will be able to provide formal consent to the changes regarding cross-default 

and guarantee arrangements. 

Please let me know if you require any further information at this stage and please do not hesitate to 

contact me should you have any queries. 

 

 
Yours sincerely 

 
 

Martin Roughead 

Director of Regulation 



A38202785/2.4a/23 Jun 2021 

8 
 

Annex 1 
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Annex 2 

SWS Financing Group 
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Annex 3 

Proposed Steps 

 
A number of steps need to occur as part of the proposed changes to the financing structure of the 

SWS Financing Group. Those steps are set out diagrammatically below together with a brief 

overview of these steps. 

Step 1 

Step 1 is to establish the UK Issuer and the UK DebtCo under SWS. 
 

 
 
 

Step 2 

Step 2 is to substitute the UK Issuer in place of the Issuer as the issuer, lender and/or principal 

debtor for the Bonds, USPP Notes and Liquidity Facilities and to substitute the UK DebtCo in place 

of the Issuer as the lender and principal debtor for the Artesian Loans, in each case to the extent 

creditor consent is obtained. 
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Step 3 

Step 3 is to release the Issuer from all the financing documents1, following which it will be 

disposed of and dissolved on a solvent basis. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

1      Release being contingent on creditor consent for each substitution being obtained. 
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