Yorkshire Water
Investor Briefing Materials – Consent Proposals
29 May 2018

Background

•

Yorkshire Water (“YW”) announced on the 17th October 2017 that it intends to remove its three Cayman
Island incorporated companies (“Caycos”) from its corporate structure

•

The Caycos were incorporated in that jurisdiction due to specific corporate law requirements and restrictions
arising from the establishment of the group’s multi-source secured covenanted debt platform. The Caycos
have always been managed in the UK and are UK tax resident, having submitted tax returns to HMRC since
their establishment

•

Notwithstanding this, there has been increased political comment on water companies using companies
incorporated in the Cayman Islands, which has led to the inaccurate perception that their use is for tax
avoidance schemes. It is the view of YW that maintaining a financing structure which includes the Caycos
could be prejudicial to its relations with and future price determinations by Ofwat. In addition, it could impact
YW’s ability to sustain the trust and confidence of its customers as it seeks to improve the transparency of its
business. It is for these reasons that YW has decided to proceed with this consent process
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Proposal Summary (1/2)

Transaction
Overview

Investment
Association
Feedback

•

YW is proposing to remove three existing Cayman companies and one UK company (“YWSF”) from the YW
Financing Group

•

The timeframe for removal of these companies is subject to the outcome of the consent solicitation and STID
Proposal

•

Creditors will be invited to substitute the existing issuers / borrowers for the New UK Issuer via a STID Proposal

•

YW have met with a Special Committee of the Investment Association and received the following feedback:

The STID Proposal has been considered by a Special Committee of the Investment Association at YW’s
request. The members of the Special Committee who hold in aggregate approximately 45 per cent. of the
principal amount outstanding of the Class A Bonds (at their originally issued nominal amount) and in aggregate
approximately 43 per cent. of the principal amount outstanding of the Class B Bonds of YWSBFL (at their
originally issued nominal amount), have examined the proposals. They have informed YW that they find the
proposal acceptable and that, subject to client and other approvals, they intend to vote in favour of the relevant
proposals in respect of their holdings of Bonds
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Proposal Summary (2/2)

Consent
Solicitation

Comfort
Package /
Offering

•

Each class of public bondholders will be invited to vote, by way of extraordinary resolutions, on the relevant
issuer substitution and Class A bondholders will be entitled to vote, by way of separate extraordinary resolutions,
on the STID Proposal (the “consent solicitation”)

•

Where relevant extraordinary resolutions are passed, the Bond Trustee will then vote on behalf of the relevant
Class A Bonds in favour of the STID Proposal

•

Bondholder Meetings are to be convened on 20 June 2018 (21 clear days following the consent solicitation
notice)

•

Instruction Fee Deadline at 4.00 p.m. 12 June 2018 to submit voting instructions to be eligible to receive the
instruction fee

•

Other Class A creditors will be invited to vote directly on the STID Proposal

•

Instruction fee of 2.5bps of principal amount outstanding (payable to bondholders that vote and subject to the
passing of the relevant extraordinary resolutions relating to the issuer substitution proposal in respect of a
bondholder class and successful approval of the STID Proposal)

•

Issuer substitution for any class of bonds issued by one of the Cayman issuers will only be implemented if the
resolutions of all classes of bondholders of both Cayman issuers approve the resolutions for such companies are
passed (and the instruction fee will only be payable if all classes of bonds issued by both Cayman Issuers agree
to be substituted)

•

Ratings confirmation letters have been provided to YW by S&P and Fitch. Moody’s have given verbal
confirmation on which YW will confirm to the Security Trustee via a company certificate. These confirmations
were given after review of a comprehensive comfort package including tax, legal and accounting opinions in
support of the proposal
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Existing Group Structure

•

Kelda Holdings Limited
Kelda Eurobond Co Ltd
Kelda Group Limited
Kelda Finance (No.1) Limited
Kelda Finance (No.2) Limited

Regulated Operating
Entity

Yorkshire Water Services
Finance Ltd (YWSF)

Class A Bonds

Cayman Incorporated

Yorkshire Water Services
Odsal Finance Ltd
(Exchange Issuer)

Yorkshire Water Services Bradford Finance Ltd – the
“Programme Issuer”

–

Yorkshire Water Services Odsal Finance Ltd
- the “Exchange Issuer”

–

Yorkshire Water Services Finance Ltd (“YWSF”)

•

The first two companies are Cayman
incorporated, while YWSF is incorporated in
the UK

•

The third Cayco is Yorkshire Water Services
Odsal Finance Holdings Ltd, the holding
company of the Exchange Issuer (“YWSOFH”)

•

Exchange Issuer, Programme Issuer and
YWSF’s balance sheets consist of loan
relationship assets and liabilities. In general,
their payables are due to third parties and the
receivables are due from other companies in
the group

UK Incorporated

Yorkshire Water Services
Ltd (YWS)

Yorkshire Water Services
Odsal Finance Holdings
Ltd (YWSOFH)

–

Kelda Finance (No.3) Plc

YW Financing Group
Yorkshire Water Services
Holdings Ltd (YWSH)

Three companies are issuers of bonds to third
party debt investors:

Yorkshire Water Services
Bradford Finance Ltd
(Programme Issuer)

Class A Bonds
Class B Bonds

Class A Bonds
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Structural Changes Overview
YW has produced amendments to the underlying Finance Documents to give effect to the below changes
Kelda companies

Current YW Financing
Group Structure

Regulated Operating
Entity

Yorkshire Water Services
Finance Ltd (YWSF)

Class A Bonds

Yorkshire Water Services
Holdings Ltd (YWSH)

Kelda companies

Cayman Incorporated
UK Incorporated

Yorkshire Water Services
Ltd (YWS)

Yorkshire Water Services
Ltd (YWS)

Yorkshire Water Services
Odsal Finance Holdings
Ltd (YWSOFH)

Yorkshire Water Services
Bradford Finance Ltd
(Programme Issuer)

Yorkshire Water Services
Odsal Finance Ltd
(Exchange Issuer)

Class A Bonds
Class B Bonds

Class A Bonds
Class B Bonds

Target Structure Post
Implementation

YW has determined this would be a convenient opportunity to also remove YWSF from the YW Financing Group as part of the
broader reorganisation, in order to further reduce the complexity of its financing structure
–

•

New UK Issuer

(assuming consent is achieved on all
substitution proposals and the STID
Proposal)

Class A Bonds

•

Yorkshire Water Services
Holdings Ltd (YWSH)

Certain Authorised Credit Facilities cannot be entered into by the New UK Issuer due to its UK securitisation company tax status –
the borrower under these facilities will be substituted with YWS, rather than the New UK Issuer

Given the removal and replacement of legal entities, it is proposed that these changes will be implemented as soon as
practicable
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Impact of Proposed Changes

•

Disposal of the Caycos and YWSF (subject to the outcome of the STID Proposal)
–

Where implementation is not feasible following the outcome of the consent solicitation, it is intended that any remaining Caycos will
become run-off companies and no further issuance will be made from them. Such companies will remain in the structure until
conditions allow them to be removed

•

Subject to the successful outcome of the STID Proposal, future issuance will be undertaken from New UK
Issuer and the intention is for all existing issuance to move to this entity

•

No credit impact envisaged through the proposal – security and guarantee arrangements will be replicated
alongside implementation of the proposal

•

No rating implications: confirmation received that the STID Proposal will not cause a downgrade of rated
bonds

•

Potential positive impact from an environmental / social responsibility (ESE) agenda

•

Supporting materials demonstrating no adverse impact on bondholders (see package on page 9)

•

Moody’s Issuer Comment (29 May 2018) stated the overall impact of the restructuring is “credit neutral”:
–

•

…“the transaction will simplify and increase the transparency of the company’s financial structure. This is consistent with
the political and regulatory challenges posed to the sector and will position Yorkshire Water better for the submission of
business plans to Ofwat for the next price control period in September of this year.”

Simpler structure - reducing administrative burden
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Process: Timeline

•

Launch Consent Solicitation and STID Proposal

•

Instruction Fee Deadline – 4.00p.m. 12 June 2018

•

Bondholder Meetings – 20 June 2018 (21 clear days after notice given of the consent solicitation)

•

STID Voting Deadline and communication of STID Proposal results (occurs upon the earlier of 42 days or achieving 50%
Class A Debt support)

•

Payment of instruction fee to bondholders voting on the STID Proposal and relevant issuer substitutions (subject to passing
the relevant extraordinary resolutions relating to the substitution proposals and the STID Proposal including, in respect of both
Cayman Issuers, all public classes of bonds issued by both Cayman issuers agreeing to be substituted)

•

Instruction fee payment is expected to be made 5 business days after the announcement of results at STID level (provided
conditions for payment of the instruction fee have been met)

•

Execution of Amendment and Restatement Agreements

•

Post Completion Implementation Period expected to be undertaken in c.6 months
Investment Association
Committee

Launch
Consent Offer

Expiration Time
4.00p.m. 15 June 2018

21 Clear Day Notice Period

Instruction Fee
Deadline
Issue meeting notice
via clearing systems
and RNS

2.5bps
4.00p.m. 12 June 2018
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Issuer &
Class
Bondholder
Meetings
20 June 2018

Amendments
Effective &
Instruction Fee
Paid

Implementation Period
(anticipated to be c.6 months)
Steps Plan
Expected STID
Completed for
Deadline &
Issuer
Results
Substitutions

Consent / STID Voting Process

Quorum

Majority
to Pass

Exchange Issuer Class A

75%

75%

Programme Issuer Class A

75%

75%

Programme Issuer Class B

75%

75%

Extraordinary Resolutions

Other Class A
Creditors

USPP
EIB

Bond
Trustee

Senior
Lenders

STID Proposal

YWSF Class A
•
•

–

•

YWSF Bond
Trustee

75%

20%

Majority to
Pass

50%*

Each group of Class A bondholders will be invited to a meeting to vote on an extraordinary resolution to instruct the Bond Trustee to vote in favour or against the STID
Proposal – the STID Proposal requires support from 50% of Class A creditors
Alongside this resolution, each class of bondholders (both Class A and Class B) will be invited to vote on a separate extraordinary resolution seeking approval to
substitute its applicable issuer with the New UK Issuer
–

•

66⅔%

Quorum

Classes of bondholders will not be forced into a substitution of the relevant issuer for New UK Issuer. In the event any of the class of a Cayman issuer votes against the
extraordinary resolution, the substitution will not apply to the public debt issued by each Cayman Issuer. This inter-conditionality will not apply to the YWSF class votes
The Bond Trustee, YWSF Bond Trustee and Financial Guarantor have entrenched rights and will also be requested to sign off in support of these proposals

Other Class A creditors (EIB, banks) will be able to instruct their Class A Debt Instructing Group Representative to vote on the STID Proposal for the substitution of
those consenting creditor classes
The instruction fee will be paid to voting bondholders (including those voting in relation to wrapped series where voting control may vest with a third party) provided the
relevant extraordinary resolutions relating to the Issuer substitution proposals has passed (which for both Cayman Issuers, requires all public classes of bonds issued by
both Cayman issuers to agree to be substituted) and the STID Proposal is approved
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* 50% of all principal amount of Class A Debt voted in favour or, after 42 days have elapsed, where 50% of the Class A debt that has voted, has voted in favour

Comfort Package / Offering
In addition to being offered an instruction fee of 2.5bps of principal amount outstanding validly instructed (subject to
conditions), YW has undertaken the following steps to support the process:

Rating
Agency

Legal

Tax

•

Rating Agency confirmations confirming that the STID Proposal will not cause a downgrade
of rated bonds have been provided (or certified by YW):
•

Moody’s have provided a verbal ratings confirmation to YW and YW will issue a confirmation
certificate to the Security Trustee based on this confirmation

•

S&P and Fitch have each issued a Rating Agency Confirmation letter addressed to YW

•

The Rating Agencies were provided tax, accounting and legal opinions in addition to the
amended bond documentation for their review and analysis. Ratings confirmations were only
provided having considered this comprehensive comfort package

•

Bond documentation required to effect the STID Proposal and each Substitution Proposal

•

Participating YWSF Bond documentation required to effect the YWSF Substitution Proposal

•

English law legal opinions issued by Linklaters LLP in favour of the Bond Trustee as to:

•

•

matters of capacity of the New UK Issuer and the Obligors

•

enforceability of the amended CTA, MDA, STID

Tax opinion of Linklaters LLP in favour of the Bond Trustee as to matters of UK tax law
applicable to YW in respect of the proposed transaction
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Appendix

Steps for Implementation

Please note: subject to the outcome of the bondholder class resolutions and the STID Proposal, the following steps may be partially
implemented, may not be implemented or may be implemented in a different order from that outlined below
Step 1: Changes to the Finance Documents are implemented by the Obligors and the Security Trustee on behalf of the Secured Creditors

Step 2: YWS incorporates New UK Issuer

Step 3: New UK Issuer accedes to all relevant Finance Documents as an Obligor

Step 4: New UK Issuer is substituted as the issuer of the bonds

Step 5: The borrower under the Authorised Credit Facilities will be substituted with YWS

Step 6: YWS disposes of the Caycos and YWSF

Step 7: Release YWSOFH from the Security and Guarantee

Step 8: Once outside of the YW Financing Group, the Caycos and YWSF are dissolved on a solvent basis
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Disclaimer

The information and opinions contained herein were prepared by Yorkshire Water Services Limited
or one of its associated companies (collectively “Yorkshire Water”).

This document does not constitute an invitation to acquire, or an offer to sell, or an offer of the
subscription, purchase or otherwise of any securities of Yorkshire Water. It does not comprise a
prospectus approved under the Prospectus Rules made under Part VI of the Financial Services and
Markets Act 2000 of the United Kingdom (the "Prospectus Rules").

Any opinions presented herein are based on general information gathered at the time of writing and
are subject to change without notice. Yorkshire Water relies on information obtained from sources
believed to be reliable but does not guarantee its accuracy or completeness. It should be noted the
auditors of Yorkshire Water have not reviewed the information herein and the information has not
been independently verified. No assurance can be or is given that the transactions in this document
would in fact be executed.

This document is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) or (iii)
persons falling within Article 49(2) (a) to (d) of the Order (high net worth companies and
unincorporated associations etc.) or (iv) other persons to whom it may lawfully be communicated
(the persons in (i), (ii), (iii) and (iv) together being referred to as “relevant persons”).

No reliance should be placed upon the information contained in this document by prospective
investors, as the accuracy cannot be guaranteed. The information contained in this document has
no regard to the specific investment objectives, financial situation or particular needs of any person.

Any investment activity to which this document relates will only be available to and will only be
engaged with relevant persons. No-one should act or rely on this document or any of its contents.

This document contains statements about future events and expectations that are forward-looking
statements. These statements typically contain words such as "expects" and "anticipates" and
words of similar import. Various known and unknown risks, uncertainties and other factors may
cause the actual future results, financial situation, development, performance or achievements of
Yorkshire Water to be materially different from any future results, performance or achievements
expressed or implied by such forward-looking statements. None of the future projections,
expectations, estimates or prospects in this document should be taken as forecasts or promises nor
should they be taken as implying any indication, assurance or guarantee that the assumptions on
which such future projections, expectations, estimates or prospects have been prepared are correct
or exhaustive or, in the case of the assumptions, fully stated in the document. This document
should not be relied on as a guide to future performance and should not be relied on in deciding
whether to undertake future investment in Yorkshire Water. We assume no obligations to update the
forward-looking statements or any other information contained herein to conform them to future
events or developments. This document and its contents do not purport to identify all of the risks
associated with the transactions mentioned therein.

This document is not directed to, or intended for distribution to or use by, any person or entity that is
a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would
require any registration or licensing within such jurisdiction. Neither this document nor any copy
hereof may be sent, or taken or distributed in the United States or to any U.S. person (as such term
is defined in the U.S. Securities Act of 1933) (the “Securities Act”) except (i) to persons that are
qualified institutional buyers as defined in Rule 144A under the Securities Act; (ii) to an Institutional
“Accredited Investor” (as defined in Rule 501(A)(1), (2), (3) Or (7) under the Securities Act) and (iii)
outside the United States to non-US persons as defined under Regulation S of the Securities Act.

For the purposes of the financial promotions regime under the Financial Services and Markets Act
2000, this document is given on the basis that it is exempt pursuant to the Order, as, without
limitation, provided in Article 69 of the Order (as it relates to bonds which are already admitted to
trading on a relevant market) and Article 19 of the Order (as it is addressed only to relevant
persons).

This document and its contents are confidential and are being provided to you solely for your
information and may not be retransmitted, further distributed to any other person or published, in
whole or in part, by any medium or in any form for any purpose. Yorkshire Water does not accept
any liability whatsoever for any direct, indirect or consequential losses to any person in relation to
the distribution, or possession or reliance on this document and its contents in contract, tort or
otherwise).

The information contained in this document is given in confidence and the recipients should not
engage in any behaviour which is prohibited by the Market Abuse Regulation (Regulation 596/2014)
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