
 

1 
 

 

Centre City Tower, 7 Hill Street, Birmingham B5 4UA 
21 Bloomsbury Street, London WC1B 3HF  

 
By email and post 

 
 

 

Wessex Water Services Limited 

Claverton Down Road, 
Claverton Down, Bath 
BA2 7WW 

7 February 2020 

Dear , 

CONSENT TO FINANCING ARRANGEMENTS PURSUANT TO CONDITION I 

PARAGRAPH 8.1 

1 Introduction 

1.1 Wessex Water Services Limited (“Wessex 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.  

1.2 Condition I in Wessex Water’s Appointment contains regulatory ring-fencing 

provisions which amongst other things, prohibit Wessex Water from giving any 

guarantee in relation to any liability of an Associated Company (paragraph 8.1 of 

Condition I, “Condition I8.1”) without Ofwat’s consent.  

1.3 Wessex Water accesses the debt capital markets through a separate wholly 

owned financing subsidiary, Wessex Water Services Finance Plc, company 

number 03704265 (“WWSFPLC”), which issues financial instruments, normally 

bonds (the “Financial Instruments”), into the debt capital markets on its behalf.  

1.4 The Financial Instruments are guaranteed by Wessex Water.  
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1.5 In a letter dated 30 January 2020 (the “Consent Request Letter”, included as an 

Appendix to this letter), Wessex Water requested consent from Ofwat in relation to 

Condition I8.1 of their Instrument of Appointment. Wessex Water is seeking 

consent for the provision of guarantees by Wessex Water in connection with the 

Financial Instruments issued by WWSFPLC. 

1.6 We have not been provided with copies of all the documents setting out the 

relevant financing arrangements. In our consideration of the request for consent 

we have relied on the information and assurances contained in the Consent 

Request Letter. Ofwat’s consent is provided on the basis that the material facts 

described in the Consent Request Letter are accurate. 

1.7 The purpose of this letter is to record Ofwat’s agreement to the request for consent 

made by Wessex Water in its Consent Request Letter and to set out the conditions 

of that consent.  

2 Nature of Consents Sought 

2.1 The Consent Request Letter requests the following: 

“a general consent is required in relation to Condition I8.1 of the Instrument of 

Appointment to cover any guarantees that are in place at the time your consent 

is granted along with any guarantees that arise as a result of any future 

transactions that the company enters into.”  

2.2 Condition I8.1 of the Appointment states that “The Appointee shall not, without the 

consent of Ofwat: give any guarantee of any liability of any Associated Company”. 

That is, the guarantees that are required pursuant to the Financial Instruments are 

prohibited without the consent of Ofwat under Condition I8.1 of the Appointment  

3 Ofwat’s Consent  

3.1 In accordance with, and for the purposes of Condition I8.1, and subject to 

paragraph 3.2 of this letter, as of the date of this letter, Ofwat consents to the 

existing and future guarantee arrangements that are given by Wessex Water in 

respect of the Financial Instruments issued by WWSFPLC. The list of current 

Financial Instruments as at the date of this letter are in Appendix 2. 

3.2 This Consent is subject to the following conditions:  

a) WWSFPLC continues to be wholly-owned and controlled by Wessex Water 

and the sole purpose of WWSFPLC is to raise finance on behalf of  Wessex 

Water and 
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b) All funds raised by WWSFPLC are passed on to Wessex Water less 

relevant administrative expenses at WWSFPLC; and 

c) there shall be no material changes, without Wessex Water first obtaining 

Ofwat’s further consent, to the terms of existing guarantee arrangements 

provided by Wessex Water on Financial Instruments issued by WWSFPLC; 

and  

d) the terms of any future guarantee arrangements, provided by Wessex Water 

on Financial Instruments issued by WWSFPLC, shall be materially similar in 

substance to the terms of the existing guarantee arrangements. 

 

4 Reasons for Consent   

4.1 Wessex Water sets out in the Consent Request Letter that it is necessary for 

Wessex Water to access the Sterling bond markets to deliver the required larger 

size and longer maturity of funding it needs. Wessex Water was advised that as a 

private limited company it could not access the Sterling bond markets directly 

because the bonds need to be listed on a recognised exchange. Wessex Water 

was advised that the established practice in order to be able to issue bonds was to 

establish a financing subsidiary that was a public limited company as this vehicle 

would be able to issue the bonds and then qualify for listing. 

 

4.2 The Consent Request Letter says that Wessex Water did not consider alternatives 

as it was advised that there were no other suitable solutions when it came to 

accessing the Sterling bond markets.  

 

4.3 To deliver a successful bond issue, the financing subsidiary needs sufficient credit 

strength to issue investment grade bonds. To achieve this, Wessex Water says it 

has to fully guarantee all the payment obligations of the financing subsidiary; 

Wessex Water says this makes sense because the regulated business is the 

exclusive user of the resultant proceeds. Without the guarantee investors “would 

simply not buy the bonds, or if they did, at an exorbitant price.”  

 

4.4 Wessex Water says there has been no increase in risk to customers as result of 

this structure and describes the arrangement as being purely mechanical in that it 

allows Wessex Water to secure indirect access to the Sterling bond markets 

through WWSFPLC.  

 

4.5 We recognise that there is an established market practice of setting up dedicated 

financing subsidiaries. We note Wessex Water’s assessment that the guarantees 

provided do not increase customer risk more than if the funds had been issued 

directly by Wessex Water. In addition, Wessex Water has set out that the 

guarantee arrangements are in the interests of customers because Wessex Water 

considers that they provide them with access to deeper pools of capital at a lower 
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Appendix 1 - Consent Request Letter 

Please see the attached letter from  dated 30 January 2020. 
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Appendix 2 – Existing Financial Instruments 

The Financial Instruments issued by WWSFPLC and guaranteed by Wessex Water 

are listed under “Inter-company loan” below.  

The Financial Instruments had a carrying amount at 31 March 2019 of £1,625.9m 

(2018: £1,599.4m) and a face value of £1,400.0m (2018: £1,599.4m) and comprised 

nine index-linked bonds and four nominal bonds all maturing between 2021 and 2058 

as seen below.  

 

Source: note 17 of Wessex Water’s March 2019 Annual Report and Accounts. 




