POTENTIAL WESSEX SALE - PROGRESS REPORT

Monday 26 November 2001

Introduction
Keith Harris (Wessex CFO) and I have continued to review potential buyers for Wessex Water on the understanding that, whilst Enron have indicated Wessex will be sold, the timetable is not yet set.  

We have had direct contacts with Royal Bank of Scotland (RBS), WestLB, Barclays, Citibank, Earth Tech and Pennon Water.   We have also discussed the potential transaction with the UK regulator, OFWAT.

Objectives of Sale
· Maximise value to Enron.

· Speedy sale without regulatory complications.

· Long-term stable investors for Wessex Water.

The sale will be facilitated if the Wessex Water Board support the proposals.  

Potential Buyers

Strategic buyers - These have already been contacted with no confirmed interest.  Evidence from the abortive Southern Water sale shows no one willing to pay more than RAB values.

Other UK water companies - There would be severe water regulatory issues, OFWAT will oppose and a mandatory Competition Commission reference will introduce at least a nine-month delay.  The only way this becomes a viable alternative is if OFWAT were to agree to a merger which, based on past history and their current stance, it is highly unlikely. 

Financial investors - These are natural buyers for the safe low yield water investments and a number have already expressed interest.  They are unlikely to pay more than RAB value.

OFWAT View
Any bidder owning or having a material influence (>15%) in an existing UK water company will face a mandatory reference to the UK Competition Commission.  This would take 6-9 months to resolve.  The Director General of Water Services will oppose any combination of water and sewerage companies.

Reputable financial buyers will be acceptable, minor licence modifications may be required.  The timetable can be short, a few weeks at most.

Structures of around 85% investment grade debt with 15% mezzanine debt/equity would be acceptable providing the “equity” cushion is sufficient to deal with unforeseen risk and there are real incentives for management to outperform.

The view of the Wessex Water Services Board will be important to the Director General.

Leading Contenders
RBS and WestLB have been the most active, both have the ability to move quickly and the experience and resources to do the deal.  Barclays are also active but have been slower to get started.

RBS
· Offer is at or around a RAB value of £1.3 billion

· Fees will be around £40 million

· Only regulatory issue is their 45% holding in a small water only company, Brockhampton, but will sell down to avoid Competition Commission reference

· Will provide both debt and equity, but may sell some of the equity

· Acceptable to the Regulator providing they reduce their holding in Brockhampton to below 15%

· Will incentivise management and employees

· Proposal acceptable to Wessex Water Services Board and management

· Can move quickly with closure first quarter of 2002

WestLB

· Offer to be submitted this week at around £1.26 billion

· Fees around £30 million

· Regulatory issue is their ownership of Mid Kent water company. They have agreed with the Regulator that they would sell down to avoid Competition Commission reference

· May offer to take on the problem of the high yield bonds and sort these out

· Will provide both debt and equity

· Will incentivise both management and employees

· Proposals are acceptable to Wessex Water Services Board and management

· Again, they can move quickly with closure first quarter of 2002

Barclays
· Offer around RAB value - probably nearer to £1.3 billion than £1.26 billion

· 85% investment grade debt, residual split between sub investment grade and equity

· Will take at least one third of the equity and maybe all

· No regulatory issues at all

· Will incentivise management and employees

· Again, can move relatively quickly once internal approval obtained

Colin Skellett

26 November 2001
