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INTERIM DETERMINATIONS 2005

Thim libes sils o0 our indended agproach i any inbenm delerminatons which wo
ame requesied o make or we initate in 2008, i ees of principhes. madods and
Proceas.  Thads it W regianisseis of Bai [ of Condion B of the boenca and
if ey CRSes bulld on gur experencs of sarfier inlenm defemminations.  This klier
dosss not cover appications undes the "subgiantial effect clausa’. Thie lelior peendos
Mmmhwﬂﬂlwmuhmhhwwmﬂmm:

I} changes up of dowen in th numbss of rrater optants;

il s in bad diebd and the costs of managing debt;

i5) inoreames in chaeges for nbstmations snd decharpes 1o controllad Wl

W} charges fof Lane rentalArstc management.

vl iieEses in the boston of infmstnechee oxpenditure ansing from e
ininoduction of internatonal Fnandal Repomng Stardanss (IFRS)

Wil changos i e conrmimeBien poics indea fuhans applicabia);

Wil ey erthanoemen? e opend bune

will]  othir npbvanE Chaenga s OF CPCLeye) e S

i) cownlar-noboas.

10 May 2008

Aa prce I forr 200510 were sol m December 3004, we do nol anbopeio
roCenang marry, if sy, Sinnm Gemination appication Ihis yoar Howewed, we will
apply ke provsions of the Bosncs a3 st cal. In addition, we boliewe that all partios.
Hlmﬂmmm:mnm“mMum
inliownd. ™ your company s confemplating an applcation please contact Kioran
Dufty (0121 625 1480), wha B oo Projsct Maaager for intenm detesmination
dpplications. Your Ofwad Board leod condeot will Rlso ba imvobmd in cvedRneng Bha
Il proscosas and ssues fon pou Cormpany.

Crown copyright material is reproduced with the permission of the controller of HMSO and the Queen’s Printer for Scotland.
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MD 203
10 Mayy 2005
Pagn 2

A, PROCESS
Thepne fing o snporiant, genenal ponts

1. Inigre debammingliong Can only daal with ke enpact of relevant ilems
{relevant changes of ciourshnoe and nolified doms) S i
gl armination B rdl 5 een-panodic frdin,

1. The prooedurs B Mg saialle 12 ul - i 8, w% can decide, regardess of
whethar you have applied for an inkerim determination, that s cughl o ke
e Ly

T mainamuEn hmetablks for lenm Selemenatons & aet oul in Conditisn B of e
s wE toliomn:

o Foliowing the icance modifcation in Apnl this year, 19 changs prces in the
J00M-0F chaeging year either you or we musl ingger an inlenm d eisTrnancn

procnil By no lale than 15 Sapbsrmbar 2005

» Vihere this happens She olher party may Ssus a counter-notol wihin 14
s,

= Wi must maks an Slenm doiarmrateon ootk waihin thress meonihe of &

reprasaciations from tha redavant VWaser'Volcs CommBess. Eary dscuttion of a
piberlil appbcaticn with ul wil siiil this aks  We encourage companios o
rinrmﬂnrrlhﬂimmmmutwpﬂﬁtaimhﬂn

chiterinad i aje et

In recent years most comparies have involved thelr Reporiers from the stan of
the process. Their scnding and cpinion s very usefid to you and to us.
Consequenty, we encouage you to invie your Reporier to aflend any early
discutsions with us &nd rvohe hem in e subdaguenl develapment of the
Mm‘l

Ay applicaion for an intedm determination musl be subsmitied by Thursday 15

Saptembar 2005 Your suppcring dooumnaninbion and ReDomers fegsr dhoukd
e submilsd oo the sams dale. M this deadlineg i3 mal we will announce

trigger an inferim determinabon we will indorm the company by 15 Saptsmber
arsd pnnpance determinmtions by 15 December
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WD 203
10 Mary 2005
Pag= 3

W halenss el cugiomees inhivess ane bl served Dy opeTmbing am cEn and
tmnsparent appeoach to regoiation.  Tharsfons, we belees it would be beneficial
far a company Bhal neguesis an inleom detarmenabon of prce imils B anleem S
cushmers when i makes an applicagion. W will publicly announce any interim
detsmination we decide o nilials,

| attach at anrdx A the treiabies we inend b [olke this year. Pleass i us of
vy b you forasas with this.

Ir prénvesiss PEars Wi made Bhe socironc spreadshest thal uwadsmens our rdenm
detpmnination calculilions avalable & ol companies. The wargass hat wa will
id g 2005 B nday vmillabde o dowrioed fmm e OfwEl  wabdile
Cavewr. ofwl gov okl 1 wcledies ek femals thal e Se |G Sumimame our
inbarim deleemination. The spreadsheet automales the assessments of rvality
awl matenally #and cakiulabid e anripl alloeaEle ETound el the K
ded pustmand o ol

H & comparry belierses that thers has besn a changs in the sbiigations placed on
it since price limis wers last set. but &3 valuabon of the charges doss not
mocmed the malerality Sesdhold of 100, thesd wil not ba deal with by the
process sel down i this letler.  Companies have the opporuniy 1o use the
procedures sat down in MD1AT, ihe AMPY changs peoicenl, Whang compahies
uss these proosdures we will indicate e lema to be logeed up or down at the
naxl (hoe v, Wa e o fespond o & neguesd Tor approvaliconSrmalion
within s working weeks of receipl of all the relevant matenal from the company.

B, METHOD OF CALCULATION SET QUT IN CONDITION B

We wil ssun any counfer-notices o aber than 14 days after receipd of a
COMpam's afphcaton WWhene poiaibln we will indhoate cur infeniion o do 30
duxing amy early discussians that we have with indwidual companees.

We will examine each apphcalion agarmd e B o guettions el oul =
Condiion B paragraph 13714 . The determination will eiher be a revision Bo
price WTaEd, oF o idvilich B pnod Wit SRiauid T masennlsy thegahald Bas
recel Dy irmasd

C Wraew @ osatee apoeert et me UL Fa Bl corae o, e o mgp epks o B el ooy leeses o B peed e
carreae - B w0 o] e e T LR
ke
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Frage 4

1h Relevant change of circumatance and netified fame

Inkedin dotarminalicna iy ba amilable, provided thad each ol the mafiors ai
lsue is a rolevant Bem; that s sither a refevant changs of circuermtences (RCC)
of @ rotfied e,

The relevant changes of croumatancs and defined in Condiion B The standard

¥ HEGU].iMHWH:IWMHﬂMnmm:

¢ ROGME): dfpmgicgs i Ui prooeeds of bnd daposals from that assurmed
when price imels weie Bst sel, and

w RCCEN: falure by achieve some oulpul, funding for which was prosded al e
last price safting,

# few companies have a fourtfh = RCG(4) = changes in the (orslnesion price
ingigre {COHT) Prgem winal was aasumad of T Lih price gelting,

Molied dems are amything whech, o a8 prcin Saflem], wa i oedsided
afedificaly g8 having ol Do alloneid fod [Ethsid in part oc at all],

Thaem o curmendly e, A dilferancs trom e asimpions meds when price
firrsits warre last ol in:

0 hangds up of Simyr i e numbey oF melsd cplants:

i} increases in bad debt and the costs of managing dedi;

Wi} Increades in charges for abstacions and dRchamged o conticlisd walemns.

) changes for lane rental®rafi managemsnt; and

¥ Inomases in the taxation of infmstnucture expandilurn  AnRseng e (e
iirehucton of Intemaicns Frdandal Reporbng Slandands (IFRS)

T} Materiality

Trel madarialty theashold and ds arthmetic ane 36t oul n Condimsa B, This s
calhgated using e appropiiale discount rate (see bélow). The costs Savings
and changes in revenue used in the armetc will refect cur judigamants ol whal
i readanally STinhitakbs 0o e el anE femis) & quashon

3) Triviality

W well cndy ke non-imeal changes inle Bocoanl @ pricl hmide.  Followang o
mmdh'&ﬁﬁ)g}&ﬁﬂurﬂﬂﬂﬂﬂpﬁllﬁhﬂhﬂ-”ﬂ Framewaosrk and
approach’ (March 3} fo amrend the definiion of tridalny (81 para §.12) vl will
e e following approach.
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WD 203
10 Mary 2005
Paga 5

It i e prgaann vaka (NFY) o the change & Bas thaen 1% ol the relovant
serdce fumover (waber of sevweraga) (o which it, in our views, relabes eesdusaely,
e il womikd nd normally e carried forsacd mmmmmm
amy neasssssmant of price imigs. Whees it apoaas to us that & changs deses nal
ki sachmivaly B aithar the water sehvcn o the wewemmge sensop, Briviality wil
b aseessed with reference 1o 1% of the combined waldr and Sswersge
B IPiryial

Wit i iciairiciing Irevality, welr group logeter 8l schemes in response Iooa singla
redrvant changs of chrumsianoe meﬂ,ﬂﬂwﬁwwﬁw
with a criyploaporidium nold wil b consadered together (both monionng and
sddidional realrmant cosisk

A} Dincount rate

Foe e mapciity of companes, Condbicn D stales Fad the investmant allowad Tor
in thy inkenmi detesmrinabon should be MEmUNGTEW] uling P Gamenl e ol
Bimowmg, | il il b vl o wll B pra-lox cos! of deibl. For all
olhes companies the discourt m%e will be the pre-tax rafe of retum eflecting e
wghaed oreginge SoEt of Capinl

Trei Aciual valon w4l be aeensted dunng ihe inlenm damrenaeton penod. We
will Conifarm tha wakal wia &0 wsing for each company. In the meantime, you
should assumae e desoounl mbe will b i somee 05 Te wolieg o 5 ohe L
[ St

5} Amnual allowable smount and rvised prics limits

Conditicn B reguires the delemingion of &0 anncal aliwable amount and
precrisgs the maethod of Saiculating the revaad price imis.

Thassar ibirires will b calcubied in sccondance with Condition B using the dsoount
rate (see above) and our (UoQeMents on the Cost AN FEVERUE CESEs B uied
in fhe materialty calculaten. W wil proviie detsls of cur caculaton of thesa
Bems m the format and at The lessl of cetall which will B s o § e

spradahoet
8] Licemon matiers

Thae fumani BCormay o all comparais incorponides the changes sal out N
PADIEA, 5 Angust 2004 In MD18d we sald that we would oorsull b oo @
pRchpps of e moep conlenBous changes o e inledm  determinaSon
mechanism during 200508, o apply from 2040 onwasrds. We wall take ths
forwiaed Gunng o cureent year,

PAGE 255



Appendix 11

MD 203 Interim determinations

MO 203
10 May 2005
Page &

C. OPTIOMAL METERS
1) Dptart numbess

Im e final deterrnaSon our revenue forecasts for 200510 uwsed Assumpions
about optant numbers in 2004-05.  In assassing e impact of changes in the
uptake of oplional medaning an 2005-10 revenues, we will use us-hem fgunes. for
nesmbers of optants in 2004-05. in place of the Ssauimed figures usad for tha final

Tﬁmuwmmmdmmm axpciad By 200,
10, e il Corcladay COMpsany-apaolc pvidnnon and Ponds. (Howsower, we will ba
mmnummrmmthmmmﬂumm
first monthes fodiowing significant shifs in bills in April 2005,

&1 Mater location

Foor thel 200 Skl ditaeminalion, companiss’ Jsumplons on messr KeRlion, as
prosonted in the Final Business Plans, woro genomlly acoopied. e would
mapact yoin [0 conbinisd b adopl T Final Budineis Plan assumpbors on maier
location  urkess  you  provide  compeling  evidence  Supporing  changed
R L] gttt ey T

1) Optant charactherdiatics

For thes 2006 final dedesmination, company-specific assumphons wene appied
based on Final Business Plan information and other available evidence. Ve will

o 10 sl he appraach:

We will copeci ol companigs 1o prgsent uodsled evidenoe oo optant
charactenslics. This should be based on cutdum evidenca, for mmegle from
bdling data Whmmwmmmm-ﬁ

CEAARTE. Shawindg

#  prosd-seilching desnand (i S Tesl pean o opling and subsequeent yoars);
s e raeable walee of oplants nomes; and
S changs m waler oonsumphon assoCialed with the move B messured
ehpipng (G il wae hinee Hoimaly aiaesed a igure of 5%).

W will Bssess he robusiness of evidence provided by comparees in reaching
judgsmants about the Eosly charscharisbes of futune cptanis

Wa vl assume thall oplants have aveage chamcienshos o emms of suped

compeling evidence is presented o the contrary,
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MO 203
10 May 2005
Faga 7

Al Ciheier

in assessing incramertal Freeimn foquindmaents releleg i e dupshadamand
palancy, wa will taks acoownt of @y impact on demand expectalions arisng
from cul-tlum Tersds in cplisanll matining. Tha cobd reduch growih expereimung
nsieds OF CpRrating costs.

0. BaD DEBT

At the 2004 Parodic Revies, Ofwat relained the operalion of a cre-way Hotifed
it for inchadkiag i had dalbl and dobf management coslts whieds Bida rokada (S
prtvatn dwelings or 1o premises whess amy part constiluies. a privade dweeling

f5 Dompanies are nequined o show how costs have increased in aach full year
ol the curment paciod (2005-10) we corider it unkkely that this notfied tem wil
b rapgened in 2005

Hepeotromd, Tof informaton, the ok mehodology wihen caloulating the oneal
silcrambhy amount wall doliow 1he same princples as used in previous years'
Ifanm defommenalions.

Firstly, companes will be required to demonsirate that coals have moreased
alicrar T roporind i 2003-04. The et change bebwesn ha basa pear (2003
Oy mndd eoch bl yoar of B J00E5-10 pdind wall Do dadpimrardged for S ioial of

four components:

& FEhorg oopls sdaccinled wilh incriases in mvanue culsianding
o Oisslandieg revesue weitien-off.

« Opsrating costs mmvobeed in managing cutstanding fevenss

« Capkal expendihme dws o imestment in debt managemsal sysbenms

Sacondly, companies must shaw St

1|mmmlﬂﬁrﬂﬂﬁmmﬂﬂﬁmwm
Hﬂmﬂwu“mm#mmuﬂwmmﬂ.
a

Z) any incrabes axperencsd s in general termrs due 0 the dissdvamageous
oponditions uncder which waler and Sewarsge uvndeilagrs ane reguned o
sparaly @ compangd with ofher seraoe prowidens

I arry company would ke further detal on this Motifed Heme additional guidancs
wil bea avalable o Sally Insil in o Sersics and Perlcmmancs Taam.
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MO 203
10 Mg 2005
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E. ABSTRACTIONS AND DISCHARGES TO CONTROLLED WATERS

£ the 2004 Periodic Beview, Ofast asnamsed these would ba ne real increase in
wfiil rEies of Changeg fod @bitactions and dsSchargid 10 confiolsd walam abowe
those reporied in 200304,

The oosts assooaded with arg net inoease in the fotal chaeges. parabie for
axmling M achord Of dacharges, ansing from mal chandgos in ueit sates above
the charges reported for 203-04 is a nolifed tem

As ordy fes montts of 2005-08 wall haree elapsed by the date of any appication,
i Cordadil 1 i unbedy that This notfied nem will B trggannd

Wi woidd axpact companies by demonsirate Hhe real change inounil rales el
thas P-0 byl wlh il il endaed dind papnbly by i company

In pddlion, wa EXpect COmpanas 0 Semansinis thal thae final amoun pavable
hays bemen disterrmired Tolloedng o porkod of megolbation batwean the company and
tha coniroling authorfy and the amount pald by the company represenis bast
Vil b,

F. LAHE RENTAL AND TRAFFIC MANAGEMENT

Al thes 2004 Panodic Rersiew, Ofeml sel price limils assaeming that tresne will be oo
chargs i thin chaipis payablo b hepbveay sulhoniog Ior ooougning B Ragleay,
The Secretary of Siste for Trameport has nol approved any proposals o
iiredinsg chasgis payabks to gty nuther e for cooupyeny the higheary. As
g e, T nolified Bom ecull ngl e bl IoF Givy nibeden delenmination
applcations in 2005,

. INCREASES B THE TAXATION OF INFRASTRUCTURE EXFEMDNTURE
ARISING FROM THE INTRODUCTION OF IFRS

Wit da nof belmvr the rolifed dtem will e eelavand fos nbesen celarmesmion
applcatacs i Seplemser J005

& mombed of comparais have negueiied clanficabon on the inesimand of Ea for
the purposes. of calcubating materiality a3 the curment drafting in Condiion B of
this Bcance doas not spacifically address tha poind For materalty purpoass we
intend lo regand tax in a smilar wary %0 charges in opsating costs and revenue
i gt fiflods s Wi will make $w rbcossany boonco amondssnis ie
formally reflect this m Srra for 2008 Inlearm Delemmraticn decsions
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MID 203
10 Moy 2008
Page 8

H. CONSTRUCTION PRICE INDEX

3 fewe companees have clause ACCHE) in Condfon B of e Loence Thi alows
Tor @ inbedim delerminaon arding irem changss 1o T nolihed indas § dfemeni
froem that nasumesd a8 the las] penodas e, The nobiled sdex 9 s @dos ol
national consiruction cosls (COPI) ralative o thes retadl prico inclo

Howeser, by Sepiembar 3005, no complete chaeging yeae will hove olapsed
Sl price beds wecs 8l n Dessmbar 00, ok regquingd by Lkence Gomdion
B. fs @ resull, i will ot be possible o ingger RCG[4) in 200508

I EMHANCEMENT EXFENDITURE
1) M anbancoment oxpandiang

Wa mopact comparies and others o have used the AMPA change peotocol
(WDAAT) during thea yaar, Any changet b anhandaments inciaded o the formal
applicason for an 100K must already have been confinmed using Thi principles
and whens appeopriste (e procecunes sel down. I this process has not been
compleied by 15 September the enhancement will not be considered ot an Dok
thes. yean,

Z) Failure to deliver expectod quality cutputs on time

Thee D81 @aradl thae Efnaranimin] Agncy will iepd @ =3 W Jonae M5 an your
progress with delsmrng the quality oulputs included at the 1588 Poncdc
Raviire, A4 Amasnded by any fubasguenl mlenm debemmerabon lor e AMPI
pesriod

in each of the cases below whers changes ae non-tivisl we will Corsader
whether 1o Bsue 8 colamai-nolon of gl @n inbivim dplerminalicn undar
RCC(3)

» Thi Emeronment AQency reporls each yoar on progress on the fve—year
Mabonal Erironment Programmes (NEFL H you hawe failed 1o delwes ths
axpacied uipyis sel down in the NEF and have net agreed changed pnories
with the Envsironmend Agency, we will take acoount of any shortfalls

« 10 DA wall repodt on progress wilh eprcvements o ineatment works o
mrrmtywi.h mllﬁm-a. e vl taka wne sccoird ahoarriale o dabeary from
Thir ol of wins nssumed when we st sof pioe imits
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MDD 203
Tl May I005
Pags 10

s The DA will also reporl on progress. with delvarning the programms of maens
resavation staned o 1880 0 impaoye quaity af the mp. I the miggiones for
thiy lengths of mains o be rencvaded have nol bean delmered B0 the
aatrmiacton of thee DAV, veo 'will valun Ty nendvBilion reol Coaemesd cul. W will
traal this as & shortall

\'ﬂuﬁl;mﬁmﬂmﬂummmrﬂﬁln&hﬂhuﬂhﬂhhm
deleeny dabés fow expeciad. chmpaied wilh Thal assamad whan ves Bt sal
. Wie wall valur any changs using the assumptions made when 'aw last sat
price lmils,

4. LICEMCE TERMIS

Thy Salceing] eapadaaainng Snl oul i this il e hevma na defned in tha badnoi
(Conditicn B

PRSI ST

chasging wear

rakeyant miﬁwm
Matile®d Bam

appraprete disdouni tale

Pyl proveand vl

annie Mkewea by amgunt

—zanse @iwl_._k
' U

PHILIF FLETCHER

(1) Where a number appears such as 13/4, the first one is the paragraph in the water companies’
licences and the second is the number in the water and sewerage companies’ licences.
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ANHNEX A

INTERIM DETERMENATIONS 2005 — INDICATRVE TIMETARLE

10 June
Kay=Juiy

dunedfusnihugust

Mo later than
14 Sephamber

Mo later than
15 Septanbet

15 Sopfembar

15 Seprambar
2T Sapnimber

3 Horaeribir

J-24 Manvembast
17 Memmmiksng
48 Mew — 2 D

Ba Lalad than
Decambes 15

Jar retuirs. subresited b report year 2004-05.
Company i sulben® changs protocol requests 1o Ofeat for

fﬂmﬁm N G Tor inchaggn i il wpkai's

Company CreatTeporsr dialogue about scope and coniad
of potaniial inbeeen Jolanmsnglonitauseaing informalion.

Comnpany @woiies Hopcelor @ proparnbon i Subandaion
ki ;
Company waims YWals'Voics ol peltertial IDolK applcation

Company compleies change prolocol procedunes with Ofeat,
qisadity Megrdaiods and DelraWWhelsh Addaelly Chosinrmant

Company et riggerns an interim delermination process,
Supgting information prowided

FRaporiers repor submitind
Ofwalicompany BSueS any couniar-nobices

Cueres rased with ocompankes and Reporiers,
Winrsing enl maslings with companaa,

Draft mMenm determinabtion ssued 0 company  and
(BP0

Pl ool BBl Go iy indae o=y CiRldimninlidn,
Comparyy wiitlion régsra B edenm desormenaions

Final interen  deammenaton  ssusd bo company and
publehiad,
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