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About this document 

This document invites comments on the proposed modifications of the conditions of 

the Instruments of Appointment (‘licence’) of two water companies1, Severn Trent 

Water and Dee Valley Water. Although these are separate modifications, as they are 

closely interlinked we are consulting on them together. 

The modifications, if agreed with Severn Trent Water and Dee Valley Water, will give 

effect to the changes we consider necessary following our conditional decision to 

grant variations to the areas of appointment for both companies and to grant Dee 

Valley Water a new appointment in respect of wastewater services. This includes: 

 Modifications to the Dee Valley Water licence conditions to reflect Dee Valley 

Water becoming a sewerage appointee as well as a water appointee; 

 

 Modifications to both the Dee Valley Water and Severn Trent Water licences 

to allow the price controls set at PR14 and at PR16 to be reflected across the 

new areas of appointment – under the principle that customers should benefit 

from the same commitments as the companies agreed under that price 

review; 

 

 Modifications to the Dee Valley Water licence to reflect the addition of ‘in-

period ODIs’ – that is, to allow the outcome delivery incentives (ODIs) set at 

PR14 to apply to customers in the Powys region to continue to apply when 

this area is transferred to Dee Valley Water. This would allow Ofwat to make a 

determination in 2018 for in-period ODIs; and 

 

 Modifications to the Dee Valley Water and Severn Trent Water licences to 

insert the most recent set of financial ring-fencing conditions that the 

companies agreed to in principle in their NAV application. 

Under section 13 of the Water Industry Act 1991 (‘WIA91’), the Water Services 

Regulation Authority (‘Ofwat’) may modify the conditions of a water company’s 

licence if the company consents to the modifications. 

                                            

 

1 For the purpose of this document, a reference to a water company or company means a company 
holding an appointment as a water and/or sewerage undertaker under the Water Industry Act 1991. 

https://www.ofwat.gov.uk/publication/variation-severn-trent-water-limiteds-appointment-include-powys-site-variation-dee-valley-water-limiteds-appointment-include-chester-site/
https://www.ofwat.gov.uk/publication/variation-severn-trent-water-limiteds-appointment-include-powys-site-variation-dee-valley-water-limiteds-appointment-include-chester-site/
https://www.ofwat.gov.uk/regulated-companies/price-review/price-review-2014/final-determinations/
https://www.ofwat.gov.uk/regulated-companies/price-review/2016-non-household-retail-price-review/
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Before making modifications under section 13 of the WIA91, Ofwat must give notice 

in accordance with that section. This document (including attached appendix) is a 

Notice under section 13.  
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Responding to this consultation 

We invite stakeholders to comment on the proposed modifications by no later than 

25 April 2018. Each relevant company should also indicate its acceptance or 

otherwise of the proposed modification by this date. You can e-mail your response to 

FinanceAndGovernance@ofwat.gsi.gov.uk or post them to: 

Severn Trent Water and Dee Valley Water licence changes consultation 
Finance and Governance 
Ofwat 
Centre City Tower 
7 Hill Street 
Birmingham B5 4UA 

If you wish to discuss any aspect of this document, please direct your enquiry to 

Cheryl Steventon on 0121 644 7589 or by e-mail to 

Cheryl.steventon@ofwat.gsi.gov.uk. 

We will publish responses to this document on our website at www.ofwat.gov.uk, 

unless you indicate that you would like your response to remain unpublished. 

Information provided in response to this consultation, including personal information, 

may be published or disclosed in accordance with access to information legislation – 

primarily the Freedom of Information Act 2000 (FoIA), the Data Protection Act 1998 

and the Environmental Information Regulations 2004. 

If you would like the information that you provide to be treated as confidential, please 

be aware that, under the FoIA, there is a statutory ‘Code of Practice’ which deals, 

among other things, with obligations of confidence. In view of this, it would be helpful 

if you could explain to use why you regard the information you have provided as 

confidential. If we receive a request for disclosure of the information, we will take full 

account of your explanation, but we cannot give an assurance that we can maintain 

confidentiality in all circumstances. An automatic confidentiality disclaimer generated 

by your IT system will not, of itself, be regarded as binding on Ofwat. 

 

 

  

http://www.ofwat.gov.uk/
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1. Structure of this document 

This document invites comments on the proposed modifications of the conditions of 

the appointment (‘licence’) of two water companies, Severn Trent Water and Dee 

Valley Water. The modifications will put into effect all necessary changes to the 

licences following our decision to vary the areas of appointment for both companies. 

The document is structured as follows: 

 Section 2 provides the background to the proposed modifications, based on our 

decision to vary the areas of appointment for Severn Trent Water and Dee Valley 

Water from 1 July 2018. 

 

 Sections 3 to 6 describe the proposed modifications, their effect, and why they 

are needed. In summary, we are proposing licence modifications in relation to: 

 

o Modifications to the Dee Valley Water licence conditions to reflect Dee 

Valley Water becoming a sewerage appointee as well as a water 

appointee (Appendix 1); 

 

Modifications to both the Dee Valley Water (Appendix 2) and Severn 

Trent Water (Appendix 3) licences to allow the price controls set at 

PR14 and at PR16 to be reflected across the new areas of 

appointment –under the principle that customers should benefit from 

the same commitments as the companies agreed under that price 

review  

 

o Modifications to the Dee Valley Water licence to reflect the addition of 

‘in-period ODIs’ – that is, to allow the outcome delivery incentives 

(ODIs) set at PR14 to apply to customers in the Powys region to 

continue to apply when this area is transferred to Dee Valley Water 

(Appendix 4). This would allow Ofwat to make a determination in 2018 

for in-period ODIs; and 

 

o Modifications to both the Severn Trent Water (Appendix 5) and Dee 

Valley Water (Appendix 6) licences to reflect the most recent set of 

financial ring-fencing conditions to which the companies agreed in 

principle in their NAV application. 

 

https://www.ofwat.gov.uk/regulated-companies/price-review/price-review-2014/final-determinations/
https://www.ofwat.gov.uk/regulated-companies/price-review/price-review-2014/final-determinations/
https://www.ofwat.gov.uk/regulated-companies/price-review/2016-non-household-retail-price-review/


Consultation under section 13 of the Water Industry Act 1991 on proposed modification of Severn 
Trent Water Limited’s (Severn Trent Water) licence to include the Powys Site and proposed 

modification of Dee Valley Water Limited’s (Dee Valley Water) licence to include the Chester site 

7 

 Section 7 sets out the deadline for responses and next steps, following the 

publication of this Notice. 

 

 The proposed modifications to Conditions A, B, D, E, F, I, J, K, L and P are 
illustrated in the appendices.  



Consultation under section 13 of the Water Industry Act 1991 on proposed modification of Severn 
Trent Water Limited’s (Severn Trent Water) licence to include the Powys Site and proposed 

modification of Dee Valley Water Limited’s (Dee Valley Water) licence to include the Chester site 

8 

2. Background 

In December 2017, we consulted on applications from Severn Trent Water and Dee 

Valley Water to vary their areas of appointment – such that, in effect, the Chester 

area would transfer to Severn Trent Water and the Powys area would transfer to Dee 

Valley Water. This included granting a new wastewater appointment to Dee Valley 

Water. 

In March 2018, we published our decision to approve Severn Trent Water and Dee 

Valley Water’s NAV applications on condition that Severn Trent Water and Dee 

Valley Water consent to changes to the conditions of their licence which Ofwat 

considers to be necessary or desirable as a result of this decision. If these licence 

modifications are approved the variation to the companies areas of appointment will 

come into effect on 1 July 2018. 

We said in our consultation that: 

“A necessary consequence of Ofwat’s proposal in relation to the 

applications is that licence changes are required to make the relevant 

changes to price controls as well as making any relevant changes to 

allow Dee Valley Water to be a water and wastewater company. In 

addition, to support the finance, governance and operational 

arrangements, both Severn Trent Water and Dee Valley Water have 

agreed in principle to accepting the most recent set of financial ring 

fencing conditions (Licence Condition P).” 

We also said in our consultation that our proposal ‘would require Dee Valley Water’s 

licence to be amended to permit in-period adjustments’. We concluded that our 

decision on Severn Trent Water and Dee Valley Water’s NAV applications should be 

conditional upon those companies’ acceptance of appropriate licence modifications. 

We included sample licence conditions (B and P) in this consultation. This explained 

that: 

 We need to change Condition B to correct the price controls we set at PR14 

for the two companies for 2018-19 and 2019-20 to reflect the new areas and 

customer bases. This will not have any effect on the two companies taken 

together, but instead will reflect the new boundaries. The fact that we intend 

that the licence variations to take effect on 1 July, part way through a 

https://www.ofwat.gov.uk/consultation/proposal-vary-appointment-severn-trent-water-dee-valley-water/
https://www.ofwat.gov.uk/publication/variation-severn-trent-water-limiteds-appointment-include-powys-site-variation-dee-valley-water-limiteds-appointment-include-chester-site/
https://www.ofwat.gov.uk/publication/variation-severn-trent-water-limiteds-appointment-include-powys-site-variation-dee-valley-water-limiteds-appointment-include-chester-site/
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Charging Year, means that the allocation between the companies is complex 

but remains consistent with this principle. 

 

 We also intend to include the section which allows in-period determination of 

outcome delivery incentives (ODIs) for Severn Trent Water into Dee Valley 

Water’s licence. This allows the operation of in-period ODIs for customers in 

the Powys region, who agreed this as part of Severn Trent Water’s PR14 

business plan. 

This consultation under section 13 of the Water Industry Act 1991 seeks to bring 

these changes to licences into effect, including the relevant changes to allow Dee 

Valley Water to be a water and wastewater company and to include the most recent 

set of financial ring fencing conditions. 
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3. Dee Valley Water – granting a new wastewater 
appointment 

Our decision to grant a new wastewater appointment to Dee Valley Water was 

conditional on Dee Valley Water consenting to changes to their licence conditions 

which Ofwat considers to be necessary or desirable as a result of this decision.  The 

licence changes we are proposing to Dee Valley Water’s existing licence are to 

include the relevant obligations in relation to wastewater services by amending Dee 

Valley Water's existing conditions, rather than having standalone wastewater 

conditions for the new wastewater appointment. 

In making these changes, we propose to embed the relevant clauses from the 

current Severn Trent Water licence into the Dee Valley Water licence so that the 

relevant obligations are transferred from Severn Trent Water to Dee Valley Water. 

This is consistent with the principle that customers should be no worse off as 

discussed in our initial consultation regarding varying Severn Trent Water and Dee 

Valley Water’s licences. Customers should see the same protections in the licence 

through any transfers.   

This proposal entails making changes to Conditions A, B, D, E, I, J, L, and M1 of 

Dee Valley Water’s licence.  

These proposed changes only apply to Dee Valley Water’s licence, as Severn Trent 

Water is already a water and wastewater company. The proposed modifications are 

set out in Appendix 1. There may be other minor consequential changes, such as 

referencing.  

We note that Dee Valley Water has already accepted the changes to licences in 

relation to indexation of price controls by CPI or CPIH (instead of RPI), new separate 

price controls, market information databases in relation to water resources and 

bioresources; and in-period adjustments to price controls to reflect performance 

against performance commitments for future periods (in-period outcome delivery 

incentives) – following our consultation in 2016. This acceptance related just to those 

elements that applied to water undertakers. 

We propose that the Dee Valley Water licence should also now include the changes 

relating to sewerage undertakers (specifically, Network plus Wastewater price 

controls, and the bioresources information remedy). We have included this full text in 

Appendix 1. 

https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Proposal-to-vary-the-appointments-of-Severn-Trent-Water-and-Dee-Valley-Water-cons.pdf
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4. Dee Valley Water and Severn Trent Water - 
allocating price controls 

Condition B of the licence allows Ofwat to set price controls through making a 

determination. We set price controls for both companies in 2014 (PR14), which apply 

in the five years 2015-20. Our determinations are set out on our website. We 

additionally set price controls for non-household retail customers in 2016.  

As a consequence of varying the areas of appointment, some customers are 

transferred between the two water companies. Both companies have committed to 

no changes in bills and service levels until 2020 (when the current price controls 

expire). In order to put this into effect, we need to change the determinations we 

made at PR14 and PR16. 

In order to do this, we proposed in our consultation to vary the areas of appointment 

that we would amend Condition B in each of Severn Trent Water and Dee Valley 

Water’s licences to correct the price controls we set at PR14 for the two companies 

for 2018-19 and 2019-20 to reflect the new areas and customer bases. The 

proposals will not have any effect on the two companies taken together, but instead 

will reflect the new boundaries. This modifies the tables set in the determination 

letters at each of PR14 and PR16. We have included the proposed changes to 

Condition B in Appendix 2 (Severn Trent Water) and Appendix 3 (Dee Valley Water).  

Our proposed licence modifications, which replace tables within the price control 

determinations, would be sufficient to ensure that the price controls continue to apply 

to the right customers and the companies would be able to meet their commitment of 

no changes in bills. For 2018-19, this means setting a full year price control for each 

company which takes into account the different customer numbers and areas in the 

first three months and last nine months of the year. However, we do not consider 

that the replacement of modification factors are the only aspect of the PR14 final 

determinations that must be modified in light of the varied areas of appointment of 

Severn Trent Water and Dee Valley Water. There are also other commitments 

relating to our PR14 determinations that need to be restated which we set out in 

Appendix 7.  

https://www.ofwat.gov.uk/regulated-companies/price-review/price-review-2014/final-determinations/
https://www.ofwat.gov.uk/regulated-companies/price-review/2016-non-household-retail-price-review/
https://www.ofwat.gov.uk/wp-content/uploads/2017/12/Proposal-to-vary-the-appointments-of-Severn-Trent-Water-and-Dee-Valley-Water-cons.pdf
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5. Modifications to the Dee Valley Water licence to 
reflect the addition of ‘in-period ODIs’ 

At our last price review (PR14), three companies proposed the use of ‘in-period’ 

outcome delivery incentives (ODIs) – Anglian Water, Severn Trent Water, and South 

West Water. We modified the licences of these three companies to allow us to 

determine how much of their outperformance payment or underperformance penalty 

could be included in their price limits each year. We make these determinations in 

December each year. 

Dee Valley Water does not have this modification in its current licence. When the 

area of appointment of Dee Valley Water is modified to include customers in Powys, 

they will take on some of the outcome performance commitments previously made 

by Severn Trent Water. This should reasonably include the ability for in-period ODIs, 

under the principle that customers should experience the same bills and service as 

they would have without the changes in area. 

Dee Valley Water already has a licence condition that allows for in-period ODIs from 

2020, as they accepted this in 2016. We propose to make in-period ODI 

determinations in 2019 through our determination of price controls for 2020-25 (‘final 

determinations’). 

This means that we only expect to make in-period ODI determinations once under 

our proposed licence modification – in December 2018. This will relate to the year 

2017-18, and so would comprise the performance of Severn Trent Water in the 

Powys area only – but will apply to customers of Dee Valley Water. 

The licence as currently drafted for Severn Trent Water would not allow us to make 

the appropriate in-period ODI determination for Dee Valley Water, if we simply 

copied this into Dee Valley Water’s licence. This is because the current text requires 

the determination to be related to performance of the company in the previous year, 

not for a different company. 

We have proposed new text in Appendix 3 that allows Ofwat to make an in-period 

ODI determination for Dee Valley Water that only relates to the charging year 2017-

18, with the adjustment to apply in the charging year 2019-20. 
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6. Modifications to Severn Trent Water and Dee Valley 
Water licences to include ring fencing conditions 

In our consultation on the NAV applications, we said that: 

“A necessary consequence of Ofwat’s proposal in relation to the 

applications is that licence changes are required to make the relevant 

changes to price controls as well as making any relevant changes to 

allow Dee Valley Water to be a water and wastewater company. In 

addition, to support the finance, governance and operational 

arrangements, both Severn Trent Water and Dee Valley Water have 

agreed in principle to accepting the most recent set of financial ring 

fencing conditions (Licence Condition P).” 

The ‘ring fencing’ conditions help to protect customers by ring-fencing the regulated 

company to make sure that there are safeguards to allow the regulated company to 

operate independently and have corporate governance standards commensurate 

with those of companies listed on the London Stock Exchange. In part, these 

conditions protect the regulated company (and its customers) from any potential 

negative impact should failures occur elsewhere in the group. 

Since these obligations were originally introduced into company licences, standards 

that apply to corporate governance have been tightened and there is greater focus 

on the board leadership of individual companies. Customers expect companies that 

provide an essential public service to demonstrate high standards of governance and 

leadership. 

As part of the NAV application, both companies agreed to include updated and 

consolidated conditions on ring fencing to protect customers. 

This includes a requirement that the companies meet our corporate governance 

principles, which are the minimum board leadership, transparency and governance 

principles that we expect each company to apply. These principles have been the 

minimum standard in the sector since 2014. 

We have included full text of proposed modifications to Condition A and Condition P 

for each of Severn Trent Water (Appendix 5) and Dee Valley Water (Appendix 6). 

This includes the removal of some paragraphs in conditions F, K and P which 

duplicate the text included in the new Condition P. 

https://www.ofwat.gov.uk/regulated-companies/company-obligations/board-leadership/
https://www.ofwat.gov.uk/regulated-companies/company-obligations/board-leadership/
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7. Deadline for responses and next steps 

We are seeking feedback and comments on the proposals set out in this consultation, 
and invite comments no later than 25 April 2018. 

  
We will reflect on comments received and intend to notify our stakeholders of our 
decision in April 2018.  
 
If these licence modifications are agreed by the relevant companies and the NAV 
application is approved, the amended licences will take effect from 1 July 2018.  

If you would like to discuss any aspect of this consultation document, please use the 

contact details on page 2 of this document. 
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Appendix 1 – proposed changes to Dee Valley Water’s 
licence consequential to granting a wastewater 
appointment 

Both Condition A and Condition B have been substantially re-written. As a result 

Conditions A and B as they currently stand will be removed from Dee Valley Water’s 

licence and replaced with the text below. Condition B will also be replaced with some 

of the text in appendices 2 and 3 where relevant. We have highlighted the specific 

changes in red. 

Condition A 

“Condition A: Interpretation and Construction 

1 Unless the contrary intention appears: 

(1)  words and expressions used in these Conditions and references in 

these Conditions to enactments shall be construed as if they were in an 

Act of Parliament and the Interpretation Act 1978 applied to them; 

(2) references in these Conditions to enactments shall include any 

statutory modification thereof after the transfer date; 

(3) words and expressions used in these Conditions shall have the same 

meaning as in any provision of the Water Industry Act 1991; 

(4) references in these Conditions to sections and Schedules are 

references to sections of, and Schedules to, the Water Act 1989; and 

(5) references in these Conditions to paragraphs are references to 

paragraphs of the Condition in which the reference appears and 

references to sub-paragraphs are references to sub-paragraphs of the 

paragraph in which the reference appears. 
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2 In construing these Conditions: 

(1) the heading or title of any Condition or of any paragraph of any 

Condition shall be disregarded;  

(2) any description of the purposes of a Condition shall be construed 

subject to the provisions of the rest of the Condition in which that 

description appears; and 

(3)  the Conditions will so far as is consistent with other statutory duties and 

powers, be construed in accordance with relevant considerations 

specific to Wales, including the relevant legislative and regulatory 

frameworks applicable to Wales. 

3 Unless the context otherwise requires, in these Conditions: 

"the 1937 Act" means the Public Health (Drainage of Trade Premises) Act 

1937; 

"the 1945 Act" means the Water Act 1945; 

"the 1973 Act" means the Water Act 1973; 

"the 1985 Act" means the Companies Act 1985; 

“the 2014 Act” means the Water Act 2014; 

"the Appointed Business" means the business consisting of the carrying out 

by the Appointee of the Regulated Activities; 

"the Area" means the area for which for the time being the Appointee holds 

the appointment as water undertaker or, as the case may be, sewerage 

undertaker; 

"Associated Company" means any Group Company or Related Company;  
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"the Auditors" means the Appointee's auditors for the time being appointed in 

accordance with the Companies Act 2006; 

"books and records" means any and all books, records, files, maps, plans, 

documents, papers, accounts, estimates, returns and other data of 

whatsoever nature and whether or not created, recorded or maintained in a 

document; 

"Charging Year" means a year commencing on 1 April; 

"the Consumer Prices Index" means the all items Consumer Prices Index 

published by the Statistics Board; 

"the Consumer Prices Index (H) " means the all items Consumer Prices 

Index including owner occupiers’ housing costs published by the Statistics 

Board; 

"the Customer Service Committee" shall be read as a reference to the 

Consumer Council for Water; 

"domestic customer" means the occupier of domestic premises; 

"domestic premises" means any premises used wholly or partly as a 

dwelling or intended for such use; 

“Eligible Premises” shall have the meaning given in the Wholesale-Retail 

Code; 

"financial year" means a financial year of the Appointee beginning and 

ending on the respective dates referred to in section 390 of the Companies 

Act 2006; 
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"Group Company" means any subsidiary or holding company of the 

Appointee and any subsidiary of any holding company of the Appointee (other 

than the Appointee); 

"Information" means information which is in the possession of the person 

required to furnish it or which it can reasonably obtain or which it can 

reasonably prepare from information which is in its possession or which it can 

reasonably obtain, and information which is required to be furnished under 

any of these Conditions shall be furnished, subject to the provisions of the 

Condition under which that information is required to be furnished, in such 

form and manner as the Water Services Regulation Authority may reasonably 

require;  

“Licensee” means the holder of a water supply licence and/or a sewerage 

licence granted by the Water Services Regulation Authority under section 17H 

and/or under section 17HA of the Water Industry Act 1991; 

“Natural Resources Wales” means the Natural Resources Body for Wales; 

"Periodic Review" means a review conducted by the Water Services 

Regulation Authority for the purpose of determining one or more Price 

Controls in accordance with Part III of Condition B, but so that references in 

Part IV of Condition B to a Periodic Review shall exclude any review carried 

out under paragraph 10 of that Condition and shall include the determination 

by the Competition and Markets Authority of the relevant questions or, as the 

case may be, the disputed determination referred to it under paragraph 15 of 

Condition B; 

"Prior Year" means the year commencing 1 April immediately prior to the 

relevant Charging Year; 

"Reference Notice" means a notice given to the Water Services Regulation 

Authority under paragraph 10 or 13 of Condition B; 
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"the Regulated Activities" means the functions of the Appointee as a water 

undertaker or, as the case may be, a sewerage undertaker and, for the 

avoidance of doubt, references to the functions of the Appointee as a water 

undertaker or, as the case may be, a sewerage undertaker shall include 

references to the duties imposed on a water undertaker or, as the case may 

be, a sewerage undertaker; 

"Related Company" means any company in relation to which the Appointee 

or any Group Company has a participating interest within the meaning of 

paragraph 11 of Schedule 10 to the Large and Medium-sized Companies and 

Groups (Accounts and Reports) Regulations 2008 or which has such a 

participating interest in relation to the Appointee or any Group Company and 

for this purpose references in that paragraph to a "company" shall be deemed 

to include references to any body corporate;;  

“the Relevant Index” means — 

 
(a) for any period before 1 April 2020, the Retail Prices Index, 

 
(b) for any period including, or after, 1 April 2020, the Consumer Prices Index 

(H); 

 

(c) in any year where the Statistics Board has not published the index to be 

applied by 31 December, such index for such month as the Water 

Services Regulation Authority may not later than the following 7 January 

determine to be appropriate in all the circumstances after such 

consultation with the Appointee as is reasonably practicable; 

"Relevant Premises" means any office premises occupied by the Appointee 

in relation to the Appointed Business and to which members of the public 

have access; 

“Retail Market Opening Date” means the date determined by the Authority 

as the date when the retail water and sewerage market for Eligible Premises 

opens; 



Consultation under section 13 of the Water Industry Act 1991 on proposed modification of Severn 
Trent Water Limited’s (Severn Trent Water) licence to include the Powys Site and proposed 

modification of Dee Valley Water Limited’s (Dee Valley Water) licence to include the Chester site 

20 

"the Retail Prices Index" means the Retail Prices Index published by the 

Statistics Board each month in respect of all items or, if the said index for the 

month of November is not published by 31 December next following, such 

index for such month as the Water Services Regulation Authority may not 

later than 7 January next following determine to be appropriate in the 

circumstances, after such consultation with the Appointee as is reasonably 

practicable, and in such a case references to the Retail Prices Index shall be 

construed for the purpose of all subsequent calculations for which the value of 

the Retail Prices Index for that year is relevant as references to that other 

index; 

"Review Charging Year" means the first of the Charging Years in respect of 

which any Periodic Review is carried out;  

"the Review Notice Date" means the first day of January which is fifteen 

months before the first day of the Review Charging Year; 

"Sewerage Infrastructure Charge" means such a charge as is described in 

section 146(2)(b) of the Water Industry Act 1991; 

"Statistics Board" has the same meaning as in the Statistics and Registration 

Service Act 2007; 

"trade effluent" has the same meaning as in section 141 of the Water 

Industry Act 1991; 

"the transfer date" means 1 September 1989; 

"the Water Authority" means the Water Authority of which the Appointee is 

the successor company; 

"Water Infrastructure Charge" means such a charge as is described in 

section 146(2)(a) of the Water Industry Act 1991; 
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“Wholesale-Retail Code” means the code issued by the Water Services 

Regulation Authority pursuant to sections 66DA and 117F of the Water 

Industry Act 1991. 

4 In the definition of "Excluded Charges" and "Standard Charges" in Condition B 

and in Condition E, references to the Water Authority shall include references 

to the Water Authority's predecessors in title.  

5 Any notification required or permitted to be given under any Condition shall be 

given in writing and cognate expressions shall be construed accordingly.  

6 Where one only of the Appointments is terminated, so much of the provisions 

of these Conditions as applies or is relevant exclusively to the Appointment 

which has been so terminated or to the activities of an undertaker holding an 

appointment of the kind which has been so terminated shall cease to have effect 

as from the date on which the termination of that Appointment takes effect. 

7 The Appointee may refer to the Water Services Regulation Authority for 

determination by it (having considered any representations by the Appointee 

and any other water undertaker or, as the case may be, sewerage undertaker) 

any question arising as to whether any area, island, premises or installation is, 

or, as the case may be, are, comprised within the Water Supply Area or, as the 

case may be, the Sewerage Services Area, as those expressions are defined 

in Schedule 1 to this instrument. 
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Condition B 

Condition B: Charges 

Part I.  Explanatory Provisions 

1 Introduction 

The purposes of this Condition are set out in the following sub-paragraphs. 

1.1 To empower the Water Services Regulation Authority to make determinations 

setting controls in respect of the charges to be levied by and/or revenue allowed 

to the Appointee or to any part of the Appointee’s business (having regard to its 

costs) for the supply of water and sewerage services. 

1.2 To provide for reviews of the Appointed Business to be carried out by the Water 

Services Regulation Authority, so that the Water Services Regulation Authority 

can determine whether one or more Price Controls should be changed. This is 

dealt with in Part III under the heading "Periodic Reviews". 

1.3 To enable the Appointee: 

(1) … 

(2) to refer to the Water Services Regulation Authority for determination 

from time to time the question of changing the Price Control or Price 

Controls to allow for Notified Items and Relevant Changes of 

Circumstance; 

(3) to refer to the Water Services Regulation Authority for determination at 

any time the question of changing the Price Control or Price Controls 

where circumstances have a substantial adverse effect on the 

Appointed Business; and 
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(4)  where notice to terminate either or both of the Appointments has been 

given, to refer to the Water Services Regulation Authority for 

determination the question what the Price Control or Price Controls 

should be in the future, on the assumption that the relevant 

Appointment or, as the case may be, the Appointments were to 

continue in force, for the purpose of facilitating consideration of the 

terms on which a new appointee could accept transfers of property, 

rights and liabilities from the Appointee, as provided in section 9(4) of 

the Water Industry Act 1991. 

These matters are dealt with in Part IV under the heading "Interim 

Determinations". 

1.4 To provide for the Water Services Regulation Authority to initiate changes to 

the Price Control or Price Controls to allow for Notified Items and Relevant 

Changes of Circumstance. This is also dealt with in Part IV. 

1.5 To enable the Appointee to require the Water Services Regulation Authority to 

refer to the Competition and Markets Authority matters arising out of 

determinations by the Water Services Regulation Authority referred to in sub-

paragraphs 1.2 and 1.4 and references referred to in sub-paragraph 1.3. These 

matters are dealt with in Part V under the heading "References to the 

Competition and Markets Authority". 

1.6 To require the Appointee to give Information to the Water Services Regulation 

Authority to enable it to make determinations under this Condition. This is dealt 

with in Part VI under the heading "Provision of Information to the Water Services 

Regulation Authority”. 

2 Defined terms which apply for the purposes of all Parts of this Condition 

In this Condition: 
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references to "the Appointed Business" shall be construed as if the 

Appointed Business included the management and holding by the Appointee 

of any protected land; 

"Bioresources Activities" means - 

(a) such activities carried out by the Appointee in performance of its 

functions as a sewerage undertaker in connection with sludge transport, 

sludge treatment, sludge disposal and Network+ – Sludge liquor 

treatment, and such ancillary activities, as may be so designated from 

time to time (which designation, for the avoidance of doubt, shall be 

reversible) by the Water Services Regulation Authority; 

EXCEPT THAT: 

(a) Bioresources Activities shall not include sewage collection, sewage 

treatment and sewage disposal; 

"End-User" means a person who, otherwise than as a person holding an 

appointment or a licence under the Water Industry Act 1991 or under other 

legislation in respect of the supply of water or sewerage services enacted 

from time to time, is a customer of the Appointee or a user of the goods or 

services concerned; 

"Excluded Charges" unless and until otherwise agreed between the Water 

Services Regulation Authority and the Appointee, are 

(1)  amounts payable in respect of an unmeasured supply of water by 

means of stand-pipes or water tanks and in respect of the erection or 

maintenance of stand-pipes or water tanks; 

(2)  charges for a supply of water provided by the Appointee under section 

59 of the Water Industry Act 1991; 
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(3)  charges for the reception and disposal by the Appointee, or other 

person specified by the Appointee or, as the case may be, the Water 

Authority, of matter delivered to the Appointee or such other person by 

a collection authority in pursuance of section 14(9) of the Control of 

Pollution Act 1974; 

(4)  charges for unmeasured supplies of water to cattle troughs; 

(5)  charges for unmeasured building water supplies; 

(6)  amounts payable in respect of an unmeasured supply of water by 

means of bowsers or water tankers;  

(7) charges for unmeasured supplies of water to farm taps and other 

agricultural water points; and 

(7A) at any time before (but not including) 1 April 2015, charges in any 

Charging Year for supplies of water (or for the provision of sewerage 

services or for the reception, treatment and disposal of trade effluent) 

to premises where the premises were supplied in the relevant Prior 

Year with not less than such quantity of water as is specified from time 

to time under section 7(5)(a) of the Water Industry Act 1991 

AND, for the avoidance of doubt, but without prejudice to the meaning of 

Standard Charges in respect of water supply, sewerage services and 

the reception, treatment and disposal of trade effluent, shall also include 

(8)  at any time before (but not including) 1 April 2015, charges payable for 

any such connection as is described in section 146(2) of the Water 

Industry Act 1991; 

(9)  charges for a supply of water in bulk to another water undertaker; 
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(10)  amounts payable under any such agreement as is described in section 

20(1)(b) of the Water Resources Act 1991 (including any such 

agreement entered into by the Water Authority under section 81 of the 

Water Resources Act 1963 with respect to any of the matters referred 

to in sections 81(1)(b) and 81(1)(d) of that Act as, by virtue of 

paragraph 29(1) of Schedule 26, has effect on and after the transfer 

date as a thing done by the Appointee); and 

(11)  charges payable under any agreement for any unmeasured supply of 

water or unmeasured sewerage services which are calculated by 

reference to the rateable value of hereditaments, occupied by the 

person to whom the supply or services are provided, fixed in 

accordance with section 32, 33 or, as the case may be, 34 of the 

General Rate Act 1967 or, as the case may be, fixed in accordance 

with section 54 of the Local Government Finance Act 1988 

but so that where this Condition requires reference to be made to Excluded 

Charges in a Charging Year prior to that starting on 1 April 1990 the 

expression "Excluded Charges" shall be read and construed as though: 

(a)  there were added to sub-paragraph (2) of this definition the words "and 

charges for a supply of water provided by the Appointee or, as the case 

be may, the Water Authority under section 37 of Schedule 3 to the 

1945 Act"; 

(b)  there were added to sub-paragraph (3) of this definition the words "and 

charges for the reception and disposal by the Water Authority, or other 

person specified by the Water Authority, of matter delivered to the 

Water Authority or such other person by a collection authority in 

pursuance of section 14(9) of the Control of Pollution Act 1974"; and 

(c) there were added to sub-paragraph (10) of this definition the words "and 

any agreement entered into by the Appointee, or as the case may be, 
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the Water Authority under section 81 of the Water Resources Act 1963 

with respect to any of the matters referred to in sections 81(1)(b) and 

81(1)(d) of that Act"; 

"Interim Determination" means a determination by the Water Services 

Regulation Authority of the relevant questions pursuant to a reference by the 

Appointee under paragraph 14 or pursuant to paragraph 15 or, as the case 

may be, a determination by the Competition and Markets Authority of the 

relevant questions or of a disputed determination subject to a reference to it 

pursuant to paragraph 16 that relates to a reference by the Appointee under 

paragraph 14 or a determination pursuant to paragraph 15; 

"Network Plus Activities" means Network Plus Water Activities and Network 

Plus Wastewater Activities; 

"Network Plus Water Activities" means all activities carried out by the 

Appointee in performance of its functions as a water undertaker other than 

Water Resources Activities and Retail Activities; 

"Network Plus Wastewater Activities" means all activities carried out by the 

Appointee in performance of its functions as a sewerage undertaker other than 

Bioresources Activities and Retail Activities; 

"Price Control" means a control set by the Water Services Regulation 

Authority, pursuant to a Periodic Review or Interim Determination, or deemed 

to be so set by virtue of sub-paragraph 16.2, in respect of the charges to be 

levied by and/or revenue allowed to an Appointed Business or any part 

thereof (having regard to its costs) and such matters ancillary to the said 

control, by way of a determination pursuant to this Condition. The appropriate 

nature and form of each control for Water Resources Activities, Bioresources 

Activities and Retail Activities will depend on the circumstances of each case; 

"Retail Activities" means such activities that constitute the provision of goods 

or services by the Appointee directly to one or more End-Users, and such 
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activities ancillary to such provision including ownership of meters, and that 

are so designated from time to time (which designation, for the avoidance of 

doubt, shall be reversible) by the Water Services Regulation Authority, but for 

the avoidance of doubt shall not include the following:  

(a) water resources, raw water distribution, water treatment, treated water 

distribution, sewage collection, sewage treatment, sludge treatment or 

sludge disposal (as each of those is defined in the Water Services 

Regulation Authority’s Regulatory Accounting Guideline (RAG) 4.06); 

or 

(b) in so far as the ownership of meters is so designated, the ownership of 

meters that were installed at, or in order to measure supplies to, End-

Users’ premises on or before the date of such designation; 

"Standard Charges" means 

(1)  charges fixed under any such charges scheme as is referred to in 

section 143 of the Water Industry Act 1991; 

(2)  charges fixed by the Appointee in respect of its Water Resources 

Activities, Bioresources Activities and Network Plus Activities; 

(3)  charges payable under any such agreement as is referred to in section 

142 of the Water Industry Act 1991 (including any such agreement 

made or entered into by the Water Authority under section 30 of the 

1973 Act as, in accordance with a scheme under Schedule 2, is 

transferred to the Appointee) under or for which all the charges payable 

are in accordance with standard charges published or fixed by the 

Appointee or, as the case may be, the Water Authority; 

(4)  charges payable where a discharge is made in pursuance of a consent 

given by the Appointee for the purposes of Chapter III of Part IV of the 
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Water Industry Act 1991 under or for which all the charges payable are 

in accordance with standard charges published or fixed by the 

Appointee; 

(5)  charges determined by agreement in respect of a supply of water 

provided by the Appointee for non-domestic purposes where all the 

charges so determined in respect of that supply are in accordance with 

standard charges published or fixed by the Appointee; 

(6)  charges fixed under any such charges scheme made by the Appointee, 

or as the case may be, the Water Authority under section 31 of the 

1973 Act as, by virtue of paragraph 16(1) of Schedule 26 of the Water 

Act 1989, had effect on and after the transfer date as if it were a 

charges scheme made under section 76 of the Water Act 1989 by the 

Appointee; 

(7)  charges payable under any such consent or agreement under the 1937 

Act as, by virtue of paragraph 13 of Schedule 26 of the Water Act 

1989, has effect on and after the transfer date as if it were given or 

entered into by the Appointee under which all the charges payable are 

in accordance with standard charges published or fixed by the Water 

Authority or, as the case may be, the Appointee;  

(8)  charges in respect of any such supply which the Water Authority was 

under a duty to make under section 27 of the 1945 Act as, by virtue of 

paragraph 8 of Schedule 26 of the Water Act 1989, is a supply which 

the Appointee is under a duty to make on and after the transfer date 

where all charges in respect of such supply are in accordance with 

standard charges published or fixed by the Water Authority or, as the 

case may be, the Appointee; and 

(7) charges payable under any agreement made or entered into by the 

Appointee under any local statutory provision or under any other power 
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conferred on the Appointee otherwise than by virtue of the Act, under 

which all the charges payable are in accordance with standard charges 

published or fixed by the Appointee  

provided that no part of this definition shall apply to any charge which is for 

the time being an Excluded Charge by virtue of (7A) of the definition of 

Excluded Charges; 

but so that where this Condition requires reference to be made to Standard 

Charges in a Charging Year prior to that starting on 1 April 1990 the 

expression "Standard Charges" shall be read and construed as though: 

 

(a) there were added to sub-paragraph (6) of this definition the words "and 

any charges scheme made by the Water Authority under section 31 of 

the 1973 Act"; 

 

(b) there were added to sub-paragraph (7) of this definition the words "and 

any consent or agreement given or entered into by the Water Authority 

under the 1937 Act under which all the charges payable were in 

accordance with standard charges published or fixed by the Water 

Authority"; 

(c)  there were added to sub-paragraph (8) of this definition the words "and 

any such supply which the Appointee or, as the case may be, the 

Water Authority was under a duty to make under section 27 of the 1945 

Act, where all the charges in respect of such supply were in 

accordance with standard charges published or fixed by the Appointee 

or, as the case may be, the Water Authority"; and 

(d)  there were added a further sub-paragraph, (9), as follows: "charges 

payable under any consent, agreement, scheme or other instrument 
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given, made or entered into by the Water Authority under any 

enactment or subordinate legislation under which it is empowered to 

make charges under which all the charges payable were in accordance 

with standard charges published or fixed by the Water Authority". 

In this definition references to standard charges published or fixed by the 

Appointee or the Water Authority are to such charges, whether published or 

fixed under a charges scheme or otherwise; 

"Termination Notice" means a notice given in accordance with Condition O; 

an "unmeasured supply" is one where none of the charges for that supply is 

based on measured quantities of volume; 

"Water Resources Activities" means – 

(a) such activities carried out by the Appointee in performance of its 

functions as a water undertaker in connection with abstraction licences, 

raw water abstraction, raw water transport and raw water storage, and 

such ancillary activities, as may be so designated from time to time 

(which designation, for the avoidance of doubt, shall be reversible) by 

the Water Services Regulation Authority; 

EXCEPT THAT: 

(b) Water Resources Activities shall not include water treatment and 

treated water distribution. 

3 Interpretation 

Where the context so requires, terms used in the definitions in this Part of 

Bioresources Activities and Water Resources Activities shall have the 

meanings assigned to them in the Water Services Regulation Authority’s 

Regulatory Accounting Guideline (RAG) 4.06. 
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4 [Not used] 

5 [Not used] 

6 [Not used] 

7 [Not used] 

Part III.  Periodic Reviews 

8 [Not used] 

9 Periodic Reviews of the Appointed Business 

9.1 The Appointee shall levy charges in a way best calculated to comply with the 

Price Control or Price Controls determined by the Water Services Regulation 

Authority pursuant to sub-paragraph 9.3 or sub-paragraph 9.4.  

9.2 The Appointee shall furnish to the Water Services Regulation Authority such 

Information as the Water Services Regulation Authority may reasonably require 

to enable it to carry out a Periodic Review pursuant to sub-paragraph 9.3 or 

sub-paragraph 9.4. 

9.3 In respect of the Appointed Business’s Retail Activities, the Water Services 

Regulation Authority shall determine (having regard to all the circumstances 

which are relevant in the light of the principles which apply by virtue of Part I of 

the Water Industry Act 1991 in relation to the Water Services Regulation 

Authority's determinations, including, without limitation, any change in 

circumstance which has occurred since the last Periodic Review or which is to 

occur): 

(1) what is the appropriate nature, form and level of one or more Price 

Controls in respect of the relevant part or parts of the Appointed 

Business;  
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(2)how the Appointee shall, in respect of each such Price Control applicable to 

it, demonstrate the compliance referred to in sub-paragraph 9.1; and 

(3) for how long each such Price Control in respect of the Appointee shall 

last (being a period of consecutive Charging Years). 

 

9.4 (1) In respect of the Appointed Business’s Water Resources Activities, 

Bioresources Activities, Network Plus Water Activities and Network Plus 

Wastewater Activities except for those activities for which there are 

Excluded Charges, the Water Services Regulation Authority shall 

determine separate Price Controls in accordance with this sub-

paragraph (having regard to all the circumstances which are relevant in 

the light of the principles which apply by virtue of Part I of the Water 

Industry Act 1991 in relation to the Water Services Regulation Authority’s 

determinations including, without limitation, any change in circumstance 

which has occurred since the last Periodic Review or which is to occur). 

(2) In relation to Network Plus Activities, the Water Services 

Regulation Authority shall determine: 

(a) one single Price Control in respect of the Appointed Business's 

Network Plus Water Activities and one single Price Control in 

respect of the Appointed Business’s Network Plus Wastewater 

Activities, each such Price Control consisting of, in each Charging 

Year: 

(i) the percentage change (expressed, in the case of an 

increase, as a positive number, in the case of a decrease, 

as a negative number, and in the case of no change, as 

zero) in the Relevant Index between that published for the 

month of November in the Prior Year and that published for 

the immediately preceding November; and 
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(ii) a number, "K" which may be a positive number or a 

negative number or zero 

which shall together be expressed as a percentage, and which 

shall limit the change in the charges to be levied by and/or 

revenue allowed to the Appointed Business in each Charging 

Year in respect of the activities concerned; and 

(b) how the Appointee shall, in respect of each Network Plus 

Activities Price Control applicable to it, demonstrate the 

compliance referred to in sub-paragraph 9.1). 

(3)  In relation to Water Resources Activities, the Water Services Regulation 

Authority shall determine: 

(a) what is the appropriate nature, form and level of the Price Control 

in respect of Water Resources Activities; and 

(b) how the Appointee shall demonstrate the compliance referred to 

in sub-paragraph 9.1 in respect of Water Resources Activities, 

and in making any such determination will include an annual 

adjustment to reflect any percentage change in the Relevant Index 

between that published for the month of November in the Prior Year 

and that published for the immediately preceding November. 

(4)  In relation to Bioresources Activities, the Water Services Regulation 

Authority shall determine: 

(a) what is the appropriate nature, form and level of the Price 

Control in respect of Bioresources Activities; and 

(b) how the Appointee shall demonstrate the compliance referred to 

in sub-paragraph 9.1 in respect of Bioresources Activities, 
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and in making any such determination will include an annual 

adjustment to reflect any percentage change in the Relevant Index 

between that published for the month of November in the Prior Year 

and that published for the immediately preceding November. 

9.5 Each Price Control determined under sub-paragraph 9.3 pursuant to a Periodic 

Review shall be set for a period which shall be a number of Charging Years to 

be determined by the Water Services Regulation Authority, in conjunction with 

its determination pursuant to sub-paragraph 9.3, in each case starting on 1 

April, with the first such period starting on 1 April 2015, provided that no such 

period shall exceed five consecutive Charging Years. 

9.6 Each Price Control determined under sub-paragraph 9.4 pursuant to a 

Periodic Review shall be set: 

(1) for the five consecutive Charging Years starting on 1 April 2020; and 

(2) thereafter for each period of five consecutive Charging Years starting 

on the fifth anniversary of the first day of the period in respect of which 

the immediately preceding Periodic Review was carried out. 

9.7 If, at any time after 1 April 2020, the Water Services Regulation Authority is 

unable to conduct a Periodic Review by 31 December in the Charging Year 

before the Review Charging Year, then: 

(1) in respect of Retail Activities, the previous determination pursuant to sub-

paragraph 9.3 – in so far as that determination includes the matters 

decided under sub-paragraphs 9.3(1) and (2) – in respect of the final 

Charging Year of the period that was set in that previous determination 

pursuant to sub-paragraph 9.3(3), shall continue to apply for consecutive 

Charging Years until the next relevant determination under sub-

paragraph 9.3 (or equivalent determination by the Competition and 

Markets Authority pursuant to paragraph 16) or the next relevant Interim 

Determination becomes effective; 
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(2) in respect of Water Resources Activities, Bioresources Activities or 

Network Plus Activities, the previous determination pursuant to sub-

paragraph 9.4 in respect of the final Charging Year of the period that was 

set in that previous determination shall continue to apply for consecutive 

Charging Years until the next relevant determination under sub-

paragraph 9.4 (or equivalent determination by the Competition and 

Markets Authority pursuant to paragraph 16) or the next relevant Interim 

Determination becomes effective; 

(3) the Water Services Regulation Authority shall conduct a Periodic Review 

as soon as reasonably practicable thereafter, provided that the Appointee 

has not given a relevant notice under paragraph 16.  

9.8 Where there is a material change to the basis of compiling the Relevant Index, 

this Condition, in so far as it relates to that part of the calculation of any Price 

Control to which the Relevant Index is relevant, shall be modified in such a 

manner as the Water Services Regulation Authority, after prior consultation with 

the Appointee, may determine to be appropriate to take account of such 

change. 

9.9 The Water Services Regulation Authority may, at its discretion, from time to 

time (whether pursuant to a Periodic Review in connection with a determination 

pursuant to sub-paragraph 9.3 or sub-paragraph 9.4, or at other times) 

designate any activity carried out as part of the Appointed Business as falling 

within: 

(i)  Retail Activities (subject to the definition of “Retail Activities” in 

paragraph 2); 

(ii) Water Resources Activities (subject to the definition of “Water 

Resources Activities” in paragraph 2); 

(iii)  Bioresources Activities (subject to the definition of “Bioresources 

Activities” in paragraph 2); 
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(iv) Network Plus Water Activities (subject to the definition of “Network Plus 

Water Activities” in paragraph 2); or 

(v) Network Plus Wastewater Activities (subject to the definition of 

“Network Plus Wastewater Activities” in paragraph 2). 

9.10 Where a designation is made under sub-paragraph 9.9 pursuant to a Periodic 

Review in conjunction with a determination pursuant to sub-paragraph 9.3 or 

sub-paragraph 9.4, that designation shall be treated for the purposes of sub-

paragraph 16.1 as part of the determination. 

9.11 Where a designation is made under sub-paragraph 9.9 otherwise than pursuant 

to a Periodic Review in conjunction with a determination pursuant to sub-

paragraph 9.3 or sub-paragraph 9.4, that designation shall be treated for the 

purposes of sub-paragraph 16.1 as part of the next following determination in 

respect of the activity concerned. 

10 Non Retail Charges Publication 

10.5 The Appointee may from time to time be required to publish charges fixed for 

the purposes of demonstrating compliance with the Price Controls determined 

in respect of its Water Resources Activities, Bioresources Activities and 

Network Plus Activities. Such requirement shall be made by way of a notice 

from the Water Services Regulation Authority to the Appointee specifying the 

information to be provided, the method of publication, the time by which 

publication is required (being a reasonable period of time) and the period for 

which the published charges are to be effective. The Appointee shall comply 

with the said requirement by notice and adhere to the charges accordingly 

published.  

11 Periodic Reviews relating to the Appointed Business where a Termination 

Notice has been given 

11.1 Where a Termination Notice has been given by the Welsh Ministers to the 

Appointee, the Appointee may refer to the Water Services Regulation Authority 
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for determination by it the question whether, on the assumption that such a 

Termination Notice had not been given, (but subject thereto, having regard to 

all the circumstances which are relevant in the light of the principles which apply 

by virtue of Part I of the Water Industry Act 1991 in relation to the Water 

Services Regulation Authority’s determination or determinations, including, 

without limitation, any change in circumstance which has occurred since the 

most recent one or more Periodic Reviews or which is to occur), the Price 

Controls, and in the case of Retail Activities, Water Resources Activities and 

Bioresources Activities the nature, form and level of one or more Price Controls 

should be changed (and if so what change should be made to the relevant Price 

Control or Price Controls and, in the case of Retail Activities, Water Resources 

Activities and Bioresources Activities, to the nature, form and level of the 

relevant Price Control or Price Controls) for one or more periods (as decided 

by the Water Services Regulation Authority) of consecutive Charging Years 

starting with the Charging Year starting 1 April last before the Termination 

Notice is to expire. 

11.2 A reference to the Water Services Regulation Authority under this paragraph 

11 shall be made by notice given to the Water Services Regulation Authority 

not earlier than 1 July and not later than 14 July in the Charging Year next but 

one before that commencing on the said 1 April. 

Part 3A  Performance Measure Adjustments 

12.1 This Part 3A applies where the Water Services Regulation Authority has 

notified the Appointee by 31 December in the Charging Year before the 

Review Charging Year that a Price Control determined under sub-paragraph 

9.3 in respect of the Appointee’s Retail Activities or sub-paragraph 9.4 in 

respect of the Appointee’s Water Resources Activities, Bioresources Activities 

or Network Plus Activities may be adjusted to reflect the Appointee’s 

performance in relation to a specific Performance Commitment. 
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12.2 The Appointee may by notice to the Water Services Regulation Authority refer 

for a determination under this Part the question set out in sub-paragraph 12.5 

or the Water Services Regulation Authority may make a determination under 

this Part of the question set out in sub-paragraph 12.5 on its own initiative. 

12.3 Any such reference by the Appointee must be made no later than 15 August 

in the year before the first Charging Year for which any adjustment to a Price 

Control is sought. 

12.4 Any such determination by the Water Services Regulation Authority must be 

made no later than 15 November in the year before the first Charging Year for 

which any adjustment to a Price Control would take effect. 

12.5 Under this Part the Water Services Regulation Authority may determine the 

question of whether there should be a change to the revenue allowed under, 

or, as the case may be, the level of, any Price Control determined under sub-

paragraph 9.3 in respect of the Appointee’s Retail Activities or sub-paragraph 

9.4 in respect of its Water Resources Activities, Bioresources Activities or 

Network Plus Activities for the following and any subsequent Charging Year 

and, if so, the amount of such change. 

12.6 The Appointee shall furnish to the Water Services Regulation Authority such 

Information as the Water Services Regulation Authority may reasonably 

require for the purpose of making a determination pursuant to this Part. 

12.7 In making a determination pursuant to this Part, the Water Services 

Regulation Authority shall: 

(a) consider the Appointee’s performance in relation to each relevant 

Performance Commitment in the period for which performance is being 

assessed and, in deciding for which Charging Year or Charging Years 

an adjustment to a Price Control should be made, shall consider both 

that and the Appointee’s expected performance in the current year or 
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one or more future years up to, but not including, the next Review 

Charging Year; and 

(b) take account of the adjustments to the relevant Price Control which the 

Water Services Regulation Authority notified to the Appointee under 

sub-paragraph 12.1 above in relation to each relevant Performance 

Commitment in question. 

12.8 In this Part “Performance Commitment” means a target or other measure of 

the performance of the Appointee in relation to the carrying out of the 

Regulated Activities that the Water Services Regulation Authority has notified 

to the Appointee by 31 December in the Charging Year before the Review 

Charging Year or which is set by the Competition and Markets Authority 

following a determination under paragraph 16. 

12.9 In this Condition references to a “Price Control” include a Price Control that 

has been changed in accordance with a determination made under this Part. 

12.10 Where a notification of a Performance Commitment is made for the purposes 

of sub-paragraph 12.1, that notification shall be treated for the purposes of 

sub-paragraph 16.1 (regarding references to the Competition and Markets 

Authority) as part of the relevant determination made under sub-paragraph 9.3 

or sub-paragraph 9.4.  

Part IV.  Interim Determinations 

13 Matters of interpretation and construction which apply for the purposes of this 

Part IV 

13.1 In this Part of this Condition: 

"the Appropriate Discount Rate" means such rate of return upon borrowing 

as, at the time at which the Appropriate Discount Rate falls to be applied from 

time to time under this Condition, investors and creditors would reasonably 
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expect of a properly managed company holding the Appointments whose sole 

business consists of being a water undertaker and a sewerage undertaker 

and, without excluding other considerations which may also be relevant, 

having its equity share capital listed on The London Stock Exchange, and the 

same Appropriate Discount Rate shall be applied for all purposes in 

determining questions the subject of the same reference (including questions 

determined by the Water Services Regulation Authority under paragraph 15 

when it determines questions referred to it by the Appointee under paragraph 

14); 

"equity share capital" has the same meaning as in the Companies Act 2006; 

"making a Relevant Determination" means, as regards each Price Control 

to which an Interim Determination relates or is to relate, making one or more 

determinations pursuant to sub-paragraph 9.3 or sub-paragraph 9.4, pursuant 

to a Periodic Review, as to that Price Control, or making any subsequent 

Interim Determination as to whether the level of that Price Control should be 

changed (and if so, what change should be made to the level of the Price 

Control or Price Controls), and "Relevant Determination" shall be construed 

accordingly; 

"Net Present Value" means the net present value calculated as at 30 

September in the year in which the relevant Reference Notice is given or, 

where in any year no Reference Notice is given under paragraph 14 but the 

Water Services Regulation Authority gives a notice to the Appointee under 

paragraph 15, as at 30 September in the year in which the Water Services 

Regulation Authority gives that notice, by discounting subsequent cash flows 

and inflating earlier cash flows at the Appropriate Discount Rate, assuming all 

cash flows in any Charging Year occur on 30 September in that Charging 

Year; 

a "Notified Item" is  
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any item notified by the Water Services Regulation Authority to the Appointee 

as not having been allowed for (either in full or at all) in making a Relevant 

Determination; and for the purpose of this definition: 

(a)  where any such item was not allowed for in full then it shall only 

be a Notified Item to the extent that it was not allowed for; and 

(b)  where, in determining whether the Relevant Determination 

should be changed (and if so what change should be made to 

it), the Water Services Regulation Authority, or, as the case may 

be, the Competition and Markets Authority, allows for any such 

item as was previously so notified by the Water Services 

Regulation Authority then references in this Condition to Notified 

Items and Relevant Items shall be taken, for the purposes of any 

subsequent Interim Determination, to exclude such item to the 

extent that the Water Services Regulation Authority, or, as the 

case may be, the Competition and Markets Authority, allowed 

for it as aforesaid; 

a "Relevant Change of Circumstance" is any of the following: 

(1) (a)  the application to the Appointee of any legal requirement; and 

(b)  any change to any legal requirement which applies to the 

Appointee (including any legal requirement ceasing to apply, 

being withdrawn or not being renewed); 

(2) either of the following circumstances for any Charging Year in respect 

of which the Secretary of State, or, as the case may be, the Water 

Services Regulation Authority, notified the Appointee that variations in 

value received or expected to be received from Relevant Disposals of 

Land shall constitute a Relevant Change of Circumstance: 
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(a) where for any Charging Year the value received or expected to 

be received from a Relevant Disposal of any Identified Land is, 

or is expected to be, different from the value which the Secretary 

of State, or, as the case may be, the Water Services Regulation 

Authority, notified the Appointee was the value attributable to a 

Relevant Disposal of that Identified Land for that Charging Year 

which had been allowed for in making a Relevant Determination; 

or 

(b) where for any Charging Year, and to the extent not taken into 

account under (a) above, the aggregate value received or 

expected to be received from Relevant Disposals of Non-

identified Land is, or is expected to be, different from the value 

which the Secretary of State, or, as the case may be, the Water 

Services Regulation Authority, notified the Appointee was the 

value attributable to Relevant Disposals of Non-identified Land 

for that Charging Year which had been allowed for in making a 

Relevant Determination; 

and so that any notification by the Water Services Regulation Authority 

for the purposes of this sub-paragraph (2) shall be relevant for the 

purposes of this sub-paragraph (2) to the exclusion of any earlier 

notification by the Secretary of State or the Water Services Regulation 

Authority for the purposes of this sub-paragraph (2) to the extent that 

the first-mentioned notification is made in respect of matters in respect 

of which that earlier notification was made. 

For the purposes of this sub-paragraph (2): 

(i) "Identified Land" means any piece or parcel of protected land 

identified in any such notification referred to in (a) above as is 

relevant for the time being for the purposes of this sub-

paragraph (2) as being included in that notification, not being, or 
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being part of, a piece or parcel of land which has previously 

been the subject of a transfer under paragraph 7 of Condition K; 

(ii) "land" includes any interest or right in or over land; 

(iii)  "Non-identified Land" means any piece or parcel of protected 

land, not being, or being part of: 

(A)  a piece or parcel of protected land identified in any such 

notification referred to in (a) above as is relevant for the 

time being for the purposes of this sub-paragraph (2); or 

(B) a piece or parcel of protected land which has previously 

been the subject of a transfer under paragraph 7 of 

Condition K; 

(iv) "protected land" and "disposal" have the meanings 

respectively given to them in section 219 of the Water Industry 

Act 1991; 

(v) a "Relevant Disposal" means and includes any disposal by the 

Appointee; 

(vi) a "Relevant Disposal of Land" means and includes a Relevant 

Disposal of Identified Land and a Relevant Disposal of Non-

identified Land; 

(vii)  "value" includes value of any kind including, without limitation, 

cash, the value of real or personal property or any interest in 

such property, the value of any right or benefit (actual or 

prospective) and the value of any release, in whole or in part, of 

any obligation or claim, provided that to the extent that any 

property, right or benefit shall consist of a right to receive cash 

or any other asset then no value shall be attributed to that 
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property, right or benefit but the cash or other asset the subject 

thereof shall be included and treated as value received or 

expected to be received in the Charging Year in which it is 

received or expected to be received; 

(viii)  references to "value received or expected to be received" 

shall be construed so as to include receipts by, and grants to, 

the Appointee, any Associated Company or any other business 

in which either the Appointee or any Associated Company has a 

material direct or indirect interest; 

(ix) in the case of a right or benefit, but subject to the proviso to (vii) 

above, value shall be deemed to have been received at the time 

the right is granted or the benefit arises; 

(3) where: 

(i) in making a Relevant Determination, an amount has been 

allowed for on account of steps taken or to be taken for the 

purpose of securing or facilitating compliance with a legal 

requirement (not being one to comply with which the Appointee 

has determined to make a change to the basis on which it 

charges customers for water supply services) or achieving a 

service standard adopted or to be adopted by the Appointee; 

and 

(ii) in any such case: 

(A) the Appointee has not taken (by the date by which it was 

assumed for the purposes of assessing the amount 

allowed for as aforesaid it would take those steps) any or 

all of those steps which, for the purpose of assessing the 
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amount allowed for as aforesaid, it was assumed it would 

take; and 

(B) as a result, the amount allowed for as aforesaid is 

substantially greater than the sum of (a) the costs (if any) 

actually incurred by the Appointee for the relevant 

purpose specified in (i) above and (b) so much (if any) of 

that amount as has been otherwise offset by prudent 

management of the capital programme; and 

(C) that purpose has not been otherwise achieved; 

a "Relevant Item" is any of the following: 

(1) A Relevant Change of Circumstance (other than a Relevant Change of 

Circumstance falling within sub-paragraph (2) of the definition); 

(2) A Notified Item; 

(3) A Relevant Disposal of Land and references to a Relevant Item are to 

a Relevant Change of Circumstance (other than a Relevant Change of 

Circumstance falling within sub-paragraph (2) of the definition), a 

Notified Item or a Relevant Disposal of Land as the context may 

require. 

13.2 In the definition of a "Relevant Change of Circumstance" and for the purpose of 

that definition: 

(1)  a "legal requirement" is any of the following: 

(a)  any enactment or subordinate legislation to the extent that it 

applies to the Appointee in its capacity as a water undertaker or 

sewerage undertaker (and for this purpose, but without prejudice 

to the generality of the foregoing, "subordinate legislation" 
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includes any order made under section 18 of the Water Industry 

Act 1991 and any authorisation granted, approval given, or 

prohibition imposed, by the Welsh Ministers under The Water 

Supply (Water Quality) Regulations 2010); 

(b)  any regulation made by the Council or the Commission of the 

European Union to the extent that it applies to the Appointee in 

its capacity as a water undertaker or sewerage undertaker, or 

decision taken by the said Commission which is binding on the 

Appointee in its capacity as a water undertaker or sewerage 

undertaker and to the extent that it is so binding; 

(c)  any licence, consent or authorisation given or to be given by the 

Secretary of State, the Welsh Ministers, the Environment 

Agency, Natural Resources Wales or other body of competent 

jurisdiction to the Appointee for the purpose of carrying on any 

of the functions of a water undertaker or sewerage undertaker; 

(d) any undertaking given by the Appointee to, and accepted by, the 

Welsh Ministers or, as the case may be, the Water Services 

Regulation Authority for the purposes of section 19(1)(b) of the 

Water Industry Act 1991; 

(e)  other than any such undertaking as is referred to in (d), any 

undertaking given by the Appointee to any enforcement 

authority, and accepted by that enforcement authority, to take all 

such steps: 

(i)  as are specified by that enforcement authority to be 

necessary or appropriate for the Appointee to take for the 

purpose of securing or facilitating compliance with any 

legal requirement in, relation to which that enforcement 

authority is the enforcement authority; or 
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(ii)  the taking of which is specified by that enforcement 

authority to be a condition or requirement of granting or 

renewing any such licence, consent or authorisation as is 

referred to in (c) or agreeing not to withdraw the same; 

(f)  the Conditions of these Appointments; and 

(g)  any interpretation of law, or finding, contained in any judgment 

given by a court or tribunal of competent jurisdiction in respect of 

which the period for making an appeal has expired which 

requires any legal requirement falling within (a) to (f) above to 

have effect in a way: 

(i) different to that in which it previously had effect; or 

(ii)  different to that in which it was taken to have effect: 

(A)  for the purpose of making a Relevant 

Determination; or, as the case may be, 

(B) in determining whether a Relevant Determination 

should be changed 

but so that nothing in sub-paragraphs (a) to (g) above shall apply so as 

to include: 

(i) any such legal requirement as is referred to in section 41 

of the Environment Act 1995 or any such legal requirement that 

is equivalent to those referred to in section 113 of the Water Act 

1989 (as originally enacted); or 

(ii)  those sections 
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to the extent in either case that they require the Appointee to pay fees 

or charges to the relevant enforcement authority; and 

(2) "enforcement authority" means any person or body having 

jurisdiction to enforce or to take action under or in respect of the 

relevant legal requirement. 

13.3 In paragraph 14 and in the definition of a "Relevant Change of Circumstance": 

(1)  references to costs include references to expenditure and loss of 

revenue and references to costs being incurred include references to 

expenditure being made and loss of revenue being suffered;  

(2)  references to receipts include references to receipts, cash or other 

assets of any sort, whether of a capital or revenue nature and including 

receipts of grants, contributions, gifts and loans; and 

(3)  without prejudice to sub-paragraph (1) above, "Operating Expenditure" 

in sub-paragraph 14.2(6) includes third party services as defined in pro 

forma A7 and A8 of the Water Services Regulation Authority’s 

Regulatory Accounting Guideline 3.07. For the avoidance of doubt, 

depreciation, the write-down/off of assets, the profits/loss on disposal 

of assets and infrastructure renewals expenditure or charges are 

excluded. 

12.1  (1) For the purposes of sub-paragraph 13.2(1) costs, receipts and savings 

shall be ascertained at the general price level prevailing, or expected to 

prevail, on 30 September in the year in which the Appointee gives notice 

under sub-paragraph 13.1, or the Water Services Regulation Authority 

gives notice under sub-paragraph 14.1. 

(2) In sub-paragraphs 13.2(8) and 13.2(9) and sub-paragraph (3) below "at 

Outturn Prices", in relation to the amount of any Base Cash Flow or 

depreciation, means that amount as adjusted to take account of the 
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actual or expected cumulative percentage change in the Relevant 

Index from that prevailing, or expected to prevail, on 30 September in 

the year in which the Appointee gives notice under sub-paragraph 

13.1, or the Water Services Regulation Authority gives notice under 

sub-paragraph 14.1, up to and including that prevailing, or expected to 

prevail, on 30 September in the year in which the Base Cash Flow or 

depreciation occurred, or is expected to occur. 

(3) In sub-paragraph 13.2(8) "Current Value", in relation to any Base 

Cash Flow or depreciation at Outturn Prices, means that amount, as 

adjusted to take account of the actual or expected cumulative 

percentage change in the Relevant Index from 30 September in the 

year in which that Base Cash Flow or depreciation occurred or is 

expected to occur, up to and including 30 September in the relevant 

year.  

13.4 For the purpose of section 13(5)(b) of the Water Industry Act 1991, the 

provisions of this Condition, to the extent that they relate to a Relevant Change 

of Circumstance falling within sub-paragraph (2) of that definition, are 

provisions of the Appointments which cannot be modified. This sub-paragraph 

shall cease to have effect if, but only if, this Condition ceases to contain any 

provision relating to changes to the Relevant Determination to allow for Notified 

Items and Relevant Changes of Circumstance. 

14 References to the Water Services Regulation Authority relating to Notified Items 

and Relevant Changes of Circumstance and circumstances having a 

substantial effect on the Appointed Business 

14.1 The Appointee may from time to time refer to the Water Services Regulation 

Authority for determination by it (having considered the proposals of the 

Appointee) the questions set out in sub-paragraph 14.2 or, as the case may be, 

sub-paragraph 14.3. Such reference shall be made by notice given to the Water 

Services Regulation Authority, which, in the case of the questions set out in 
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sub-paragraph 14.2, shall be given in accordance with sub-paragraph 14.4. For 

the purposes of sub-paragraph 14.2 a single reference may be made in respect 

of any number of Notified Items and Relevant Changes of Circumstance and 

sub-paragraph 14.2 shall be construed accordingly. 

14.2 In the case of a Notified Item or where there has been or is to be a Relevant 

Change of Circumstance all of the following:  

(1) what are, or are likely to be, the costs, receipts and savings reasonably 

attributable to the Relevant Item and also, in the case of a Relevant 

Change of Circumstance falling within sub-paragraph (2) of the 

definition, the costs, receipts and savings reasonably connected with 

the Relevant Disposal of Land; 

(2)  except in the case of a Relevant Change of Circumstance falling within 

sub-paragraph (2) of the definition, to what extent: 

(a) are the costs determined under (1) reasonably recoverable 

through charges for services provided, functions carried out by, 

and other activities of, the Appointee in its capacity as a water 

undertaker or sewerage undertaker which are not Standard 

Charges for water supply, sewerage services and the reception, 

treatment and disposal of trade effluent (not being Excluded 

Charges); 

(b) in the case of receipts and savings, is the Relevant Item relevant 

to services provided, functions carried out by, and other 

activities of, the Appointee as a water undertaker or sewerage 

undertaker which are not water supply, sewerage services and 

the reception, treatment and disposal of trade effluent in respect 

of which the Appointee makes Standard Charges (not being 

Excluded Charges)  
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and where it is determined that such costs are reasonably recoverable 

as aforesaid or, as the case may be, that the Relevant Item is relevant 

as aforesaid, either in full or to an extent, then references hereafter to 

costs, receipts and savings reasonably attributable to a Relevant Item 

are to those costs, receipts and savings except to that extent; 

(3) both of the following: 

(a) what costs reasonably attributable to, or connected with, the 

Relevant Item as determined under (1) and what timing of 

incurring of such costs are appropriate and reasonable for the 

Appointee in all the circumstances to incur and programme, or, 

as the case may be, to have incurred and programmed, by 

reason of the Relevant Item; and 

(b) what receipts and savings reasonably attributable to, or 

connected with, the Relevant Item as determined under (1) and 

what timing of such receipts and savings is appropriate and 

reasonable for the Appointee in all the circumstances to achieve 

and programme or, as the case may be, to have achieved and 

programmed, by reason of the Relevant Item  

and for the purpose of determining the separate amounts under (a) and 

(b), but without prejudice to the generality of the foregoing: 

(i) no account shall be taken of: 

(A) any trivial amounts; 

(B) any costs, to the extent that they would have been, 

or would be, avoided by prudent management 

action taken since the transfer date (and for this 

purpose what constitutes "prudent management 
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action" shall be assessed by reference to the 

circumstances which were known or which ought 

reasonably to have been known to the Appointee 

at the relevant time); 

(C) any savings achieved by management action 

taken since the transfer date over and above those 

which would have been achieved by prudent 

management action (and for this purpose what 

constitutes "prudent management action" shall be 

assessed by reference to the circumstances at the 

relevant time); or 

(D) any amounts attributable to matters allowed for in 

making a Relevant Determination, except to the 

extent that such amounts otherwise fall to be taken 

into account as amounts reasonably attributable 

to, or connected with, the Relevant Item under this 

sub-paragraph (3) and sub-paragraph (1) by virtue 

of the definition of a Notified Item and a Relevant 

Change of Circumstance; and  

(ii)  in the case of a Relevant Change of Circumstance falling 

within sub-paragraph (1) of the definition, regard shall be 

had to whether either: 

(a) the Welsh Ministers have notified the Water 

Services Regulation Authority of any change of 

policy, concerning any environmental or water-

quality standard, which has been made since the 

last Relevant Determination; or 
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(b) the Appointee has itself given notice to the Water 

Services Regulation Authority of the application to 

it of, or any change to, any legal requirement, 

before referring that legal requirement to the Water 

Services Regulation Authority under sub-

paragraph 14.1; 

(4)  having determined under (3) the separate amounts of costs and of 

receipts and savings in respect of each Relevant Item, what are the 

annual cash flows thereof (costs being netted off against the amount of 

receipts and savings for this purpose) over each Charging Year 

included in the timing determined under (3) (those annual cash flows 

being hereinafter referred to as "the Base Cash Flows"); 

(5) what is the annual aggregate of: 

(a) one half of the Base Cash Flows in respect of Relevant 

Changes of Circumstance falling within sub-paragraph (2) of that 

definition; and 

(b) the Base Cash Flows in respect of all other Relevant Changes 

of Circumstance and Notified Items 

in both cases the subject of the notice or notices under sub-paragraph 

14.4 or paragraph 15; 

(6) (a)  where any part of an annual aggregate derived under sub-

paragraph (5) consists of items to which (b) below does not 

apply, what is the Net Present Value of that part of the annual 

aggregate, calculated up to the start of the first of the Charging 

Years for which the next Periodic Review falls to be carried out; 
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(b)  where any part of the annual aggregate derived under sub-

paragraph (5) consists of revenue and/or Operating 

Expenditure, what is the Net Present Value of that part of the 

annual aggregate, calculated over 15 years; and  

(c)  what is the aggregate of the Net Present Values calculated 

under (a) and (b) ("the Materiality Amount"); 

(7) is the Materiality Amount equal to or does it exceed ten per cent of the 

turnover attributable to the Appointed Business in the latest financial 

year for which accounting statements have been prepared and 

delivered to the Water Services Regulation Authority under Condition 

F, as shown by those accounting statements, and for this purpose 

where the Materiality Amount is a negative figure it shall be treated as 

though it were a positive figure; 

(8) if so, for each year ("the relevant year") until the first of the Charging 

Years for which the next Periodic Review falls to be carried out (having 

regard to any Review Notice or Reference Notice which has been 

given at the time when the reference is made), 

(a) what are the following amounts: 

(i) all Base Cash Flows at Outturn Prices attributable to the 

creation or acquisition of depreciable assets ("Allowable 

Capital Expenditure"); 

(ii) all the Base Cash Flows at Outturn Prices (save in 

respect of Relevant Changes of Circumstance falling 

within sub-paragraph (2) of that definition, where one half 

of the Base Cash Flow at Outturn Prices shall be used) 

attributable to the creation, acquisition or disposal of non-
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depreciable assets ("Allowable Infrastructure Asset 

Expenditure"); 

(iii) all other Base Cash Flows at Outturn Prices ("Other 

Allowable Expenditure"); 

(iv) the sum of the Current Value of all Allowable Capital 

Expenditure occurring up to and including the relevant 

year, divided by the weighted average expected life of the 

assets attributable to that Allowable Capital Expenditure 

at the time those assets were or are expected to be 

created or acquired ("Allowable Depreciation"); 

(v)  the sum of the Current Value of all Allowable Capital 

Expenditure occurring up to and including the relevant 

year less the sum of the Current Value of all Allowable 

Depreciation occurring up to and including the relevant 

year ("Allowable Net Asset Value"); 

(vi)  the sum of the Current Value of all Allowable 

Infrastructure Asset Expenditure occurring up to and 

including the relevant year ("Allowable Infrastructure 

Asset Value"); 

(vii) the Appropriate Discount Rate, adjusted so as to exclude 

any allowance for changes in the Relevant Index, 

multiplied by the sum of: 

A.  the Allowable Net Asset Value for the relevant 

year; and 

B. the Allowable Infrastructure Asset Value for the 

relevant year; 
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(the "Allowable Return"); and 

(b) what is the sum of: 

(i)  Other Allowable Expenditure; 

(ii)  Allowable Depreciation; and 

(iii) the Allowable Return; 

(the "Annual Allowable Amount"); 

(9) what changes to the level of Price Control or Price Controls over the 

period beginning from the first of the Charging Years referred to in sub-

paragraph 14.4(1) (in any case where a Reference Notice has been 

given in respect of sub-paragraph 14.2) or sub-paragraph 15.1(1) (in 

any other case) until the first of the Charging Years for which the next 

Periodic Review falls to be carried out (having regard to any Review 

Notice or Reference Notice which has been given at the time when the 

reference is made) (the "Relevant Period") is most likely to allow, or, 

as the case may be, require, the Appointee to make such charges over 

the Relevant Period ("Adjusted Charges"), in such a manner as to 

secure that the increase, or, as the case may be, decrease, in revenue 

attributable to the making of Adjusted Charges would, in each year of 

the Relevant Period, be equal to: 

 (i) the Annual Allowable Amount for that year, plus  

(ii), where Base Cash Flows at Outturn Prices have occurred prior to the 

first year of the Relevant Period, the amount which, calculated as a 

constant annual amount over the Relevant Period, would result in the 

sum of the Net Present Values of these amounts equalling the sum of 

the Net Present Values of the Annual Allowable Amounts for each of 

the years prior to the Relevant Period. 
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Provided that - 

(a) where costs have been allowed for in determining the Annual 

Allowable Amount, it shall be assumed that those costs will be 

financed other than by the proceeds of an issue of equity share 

capital and 

(b) the revenue attributable to the making of Adjusted Charges over 

the Relevant Period shall not result in interest cover which, 

measured both by its level in any one year and by trends in that 

level over time, is less than that appropriate to the financial 

position and performance which investors and creditors would 

reasonably expect of a properly managed company holding the 

Appointment, whose sole business consists of being a water 

undertaker and having its equity share capital listed on the 

London Stock Exchange. 

14.3 All of the following: 

(1) whether any circumstance (other than a Relevant Change of 

Circumstance) has occurred which has or will have:  

(a)  a substantial adverse effect on the Appointed Business or on its 

assets, liabilities, financial position, or profits or losses, not being 

one which would have been avoided by prudent management 

action taken since the transfer date; or 

(b)  a substantial favourable effect on the Appointed Business, or on 

its assets, liabilities, financial position, or profits or losses, being 

one which is (i) fortuitous and (ii) not attributable to prudent 

management action; and 

(2) if so, what change should be made to the level of Price Control or Price 

Controls. 



Consultation under section 13 of the Water Industry Act 1991 on proposed modification of Severn 
Trent Water Limited’s (Severn Trent Water) licence to include the Powys Site and proposed 

modification of Dee Valley Water Limited’s (Dee Valley Water) licence to include the Chester site 

59 

For this purpose: 

(i)  what constitutes "prudent management action" shall be assessed by 

reference to the circumstances which were known or which ought 

reasonably to have been known to the Appointee at the relevant time; 

(ii) an effect shall not be regarded as a substantial adverse effect or a 

substantial favourable effect in any case unless, if the questions set out 

in sub-paragraph 14.2 were to be asked in relation to the circumstance 

giving rise to it, the answer to that in 14.2(7) (taking the reference in it 

to ten per cent as a reference to twenty per cent) would be in the 

affirmative. 

14.4 A Reference Notice given to the Water Services Regulation Authority in respect 

of sub-paragraph 14.2 shall contain or be accompanied by reasonable details 

of the Relevant Item in respect of which the Reference Notice is given and, 

unless the Water Services Regulation Authority otherwise consents, shall be 

given not later than:  

(1)  the fifteenth day of September immediately preceding the first of the 

Charging Years in respect of which the Appointee wishes the change 

to the level of Price Control or Price Controls to take effect; or 

(2)  if later, where the Water Services Regulation Authority has given a 

notice to the Appointee under sub-paragraph 15.1 in respect of the 

same Charging Year, within fourteen days from the receipt by the 

Appointee of that notice. 

15 Changes to the level of a Price Control or Price Controls initiated by the Water 

Services Regulation Authority relating to Notified Items and Relevant Changes 

of Circumstance and circumstances within sub-paragraph 14.3(1)(b) 

15.1 In the case of a Notified Item or where any Relevant Change of Circumstance 

has occurred or is to occur, the Water Services Regulation Authority may, 
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having given notice to the Appointee specifying the Notified Item or, as the case 

may be, the Relevant Change of Circumstance, of its intention so to do not later 

than:  

(1) the fifteenth day of September immediately preceding the first of the 

Charging Years in respect of which it proposes the change to the level 

of a Price Control or Price Controls to take effect; or  

(2) if later, where the Appointee has given a Reference Notice to the Water 

Services Regulation Authority in respect of sub-paragraph 14.2 and 

falling within sub-paragraph 14.4(1) in respect of the same Charging 

Year, within fourteen days from the receipt by the Water Services 

Regulation Authority of that Reference Notice  

determine the questions set out in sub-paragraph 14.2 in respect of that 

Notified Item or, as the case may be, that Relevant Change of Circumstance. 

A single notice may be given under this sub-paragraph 15.1 in respect of any 

number of Notified Items and Relevant Changes of Circumstance and sub-

paragraph 14.2 shall be construed accordingly.  

15.2 Where sub-paragraph 14.4(2) or 15.1(2) applies, the questions set out in (5) to 

(9) inclusive of sub-paragraph 14.2 shall be determined in respect of all Notified 

Items and Relevant Changes of Circumstance in respect of which the Appointee 

and the Water Services Regulation Authority have given notice, taken as a 

whole.  

15.3 In the case of sub-paragraph 14.3, the Water Services Regulation Authority 

shall give notice to the Appointee of its intention to determine the questions set 

out in sub-paragraph 14.3(1)(b) and (2). 

Part V. References to the Competition and Markets Authority  

16 References to the Competition and Markets Authority  
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16.1  Where: 

(1)  pursuant to paragraph 9 or following a reference under paragraph 11, 

the Water Services Regulation Authority has not given notice to the 

Appointee of its determination or determinations within one year from 

the Review Notice Date(s) or, in the case of a reference under 

paragraph 11, within one year from the date of the relevant Reference 

Notice; 

(2)  following a reference under paragraph 14, the Water Services 

Regulation Authority has not given notice to the Appointee of its 

determinations (including any determinations under paragraph 15 

which fall to be taken into account in determining the questions the 

subject of the reference under paragraph 14) within 3 months from the 

date of the relevant Reference Notice; or  

(3) the Appointee disputes any determination made by the Water Services 

Regulation Authority under sub-paragraph 9.3 or sub-paragraph 9.4 or 

any Interim Determination made by the Water Services Regulation 

Authority under Part IV of this Condition, 

the Appointee may, by notice given to the Water Services Regulation 

Authority within: 

(a)  13 months from the Review Notice Date or, in the case of a reference 

under paragraph 11, from the date of the relevant Reference Notice (in 

the cases referred to in sub-paragraph (1)); 

(b)  4 months from the date of the relevant Reference Notice (in the case 

referred to in sub-paragraph (2)); or 
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(c)  2 months from the date on which the Water Services Regulation 

Authority gives notice of its determination or determinations to the 

Appointee (in the case referred to in sub-paragraph (3)) 

require the Water Services Regulation Authority to refer to the Competition 

and Markets Authority for determination (such determination to be effective as 

if made by the Water Services Regulation Authority) by it: 

(i)  in any case referred to in sub-paragraph (1) or (2), the relevant 

question or questions (including, where relevant, the questions in 

respect of any Notified Item or Relevant Change of Circumstance the 

subject of a notice under paragraph 15); or 

(ii) in any case referred to in sub-paragraph (3), the disputed 

determination. 

16.2 Where the Appointee requires the Water Services Regulation Authority to make 

a reference to the Competition and Markets Authority under sub-paragraph 16.1 

in the case referred to in section (3) of that sub-paragraph, the Appointee shall 

levy charges in a way best calculated to comply with the Price Control or Price 

Controls determined by the Water Services Regulation Authority as if a 

reference had not been made until the Competition and Markets Authority 

makes its determination following such reference. The determination made by 

the Competition and Markets Authority shall then take effect as if it had been 

made by the Water Services Regulation Authority.  

16.3 Where after 1 April 2019 the Appointee requests the Water Services Regulation 

Authority to make a reference to the Competition and Markets Authority in 

respect of any determination under sub-paragraph 9.3 concerning Retail 

Activities, or under sub-paragraph 9.4 concerning Water Resources Activities, 

Bioresources Activities or Network Plus Activities, such reference must 

comprise all such determinations made under sub-paragraphs 9.3 or 9.4 at the 

same time relating to the Appointee. 
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17 [Not used] 

Part VI. Provision of Information to the Water Services Regulation Authority  

18  

18.1 The Appointee shall furnish to the Water Services Regulation Authority : 

(1)  … 

(2)  not later than 30 September immediately following the date of the 

Reference Notice (in the case of a reference under paragraph 11); 

(3)  at the time when it gives the relevant Reference Notice to the Water 

Services Regulation Authority (in the case of a reference under 

paragraph 14); 

(4)  as soon as reasonably practicable and in any event not later than the 

expiry of one month from the date of the Water Services Regulation 

Authority's notice to the Appointee under paragraph 15 (in the case of 

such a notice, including the case of a reference under paragraph 14 

falling within sub-paragraph 14.4(2)) 

such Information as the Appointee reasonably believes is necessary or, as the 

case may be, as the Water Services Regulation Authority may reasonably 

require in its said notice, to enable the Water Services Regulation Authority to 

make its determination. The Appointee shall also furnish to the Water 

Services Regulation Authority as soon as reasonably practicable such further 

Information as the Water Services Regulation Authority may from time to time 

by notice to the Appointee reasonably require to make its determination. 

18.2 The Appointee shall also furnish to the Water Services Regulation Authority 

from time to time when so requested by the Water Services Regulation 

Authority such Information as the Water Services Regulation Authority may 
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reasonably require to decide whether or not to make determinations under 

paragraph 15.  

18.3 Any Information furnished to the Water Services Regulation Authority under this 

paragraph 18 or under paragraph 9 shall, if the Water Services Regulation 

Authority so requires to make its determination, be reported on by a person 

appointed by the Appointee and approved by the Water Services Regulation 

Authority (such approval not to be unreasonably withheld) ("the Reporter"). 

18.4 The Appointee shall enter into a written contract of engagement with the 

Reporter which shall: 

(1)  where such a report is required by the Water Services Regulation 

Authority under sub-paragraph 18.3, require the Reporter to prepare 

and furnish to the Water Services Regulation Authority , and separately 

to the Appointee, a written report addressed jointly to the Water 

Services Regulation Authority and the Appointee in form and 

substance such as may be specified by, or consistent with any 

guidelines specified by, the Water Services Regulation Authority at the 

time when it requires the report to be furnished, the matters so 

specified being reasonably appropriate to enable the Water Services 

Regulation Authority to make its determination (to the extent that the 

Information in respect of which that report is required to be prepared 

and furnished is relevant to that determination); and 

(2)  include a term that the Reporter will provide such further explanation or 

clarification of his report as the Water Services Regulation Authority 

may reasonably require and such further Information in respect of, or 

verification of, the matters which are the subject of his report as the 

Water Services Regulation Authority may reasonably require. 

The contract of engagement may also include provisions requiring the 

Reporter, his employees and agents to keep confidential and not to disclose, 
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except to the Water Services Regulation Authority or as required by law, any 

Information which the Reporter obtains in the course of preparing his report.  

18.5 The Appointee shall co-operate fully with the Reporter to enable him to prepare 

his report, including without limitation, so far as is necessary for that purpose: 

(1)  subject to reasonable prior notice to the Appointee, giving to the 

Reporter access at reasonable hours to any Relevant Plant and to any 

premises occupied by the Appointee in relation to the Appointed 

Business; and 

(2)  subject to reasonable prior notice to the Appointee, allowing the 

Reporter at reasonable hours: 

(a)  to inspect and make photocopies of, and take extracts from, any 

books and records of the Appointee maintained in relation to the 

Appointed Business; 

(b)  to carry out inspections, measurements and tests on or in 

relation to any such premises or Relevant Plant; and 

(c)  to take on to such premises or on to or in to any Relevant Plant 

such other persons and such equipment as may be necessary 

for the purposes of preparing and completing his report. 

18.6 Nothing in sub-paragraph 18.5 shall require the Appointee: 

(1)  to do anything which is outside its reasonable control; or 

(2)  to do, or to allow the Reporter to do, anything which would materially 

disrupt the Appointee's business (unless it is essential that that thing be 

done to enable the Reporter to prepare his report). 

18.7 In sub-paragraphs 18.4 and 18.5: 
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(1)  references to the Reporter include references to his employees and 

agents; and 

(2)  "Relevant Plant" means any plant used by the Appointee for the 

purpose of carrying out the Regulated Activities including, without 

limitation, water mains, sewers and other pipes and their accessories. 

Part VII.  Developing the Price Controls 

19   

19.1 The Appointee will use all reasonable endeavours to work with the Water 

Services Regulation Authority, subject to the Appointee’s legal duties and 

obligations, in a constructive and cooperative manner on the development of 

the Price Controls so that they might be appropriately targeted or operated more 

effectively in respect of specific activities undertaken as part of the Appointed 

Business. 

Part VIII.  Price Controls in effect before 1 April 2020 

20   

20.1 The provisions of Condition B of this instrument in the form that had effect 

immediately prior to 15 April 2017 shall continue to have effect in respect of the 

Price Controls set for a period ending before 1 April 2020 and in respect of the 

making of any Interim Determinations to set any such Price Controls. 

20.2 In the event that the Water Services Regulation Authority is, in respect of the 

Appointed Business, unable to determine Price Controls, for the period or 

periods starting on 1 April 2020, under sub-paragraph 9.3 and sub-paragraph 

9.4 of this Condition B by 31 December 2019, the provisions of Condition B in 

the form that had effect immediately prior to 15 April 2017 shall continue to have 

effect in respect of the Price Controls until such time as a determination under 

sub-paragraph 9.3 and sub-paragraph 9.4 of the current Condition B is made 

and takes effect.” 
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Condition D 

Condition D 1 is amended to: 

In this Condition: 

"the Instalment Amount" means the aggregate amount which would fall to be paid in 

the relevant year by way of payments of interest and repayments of capital if an 

amount equal to the Water Infrastructure Charge or, as the case may be, the 

Sewerage Infrastructure Charge payable for the relevant connection had been 

borrowed by the Appointee on terms: 

(1) requiring interest to be paid and capital to be repaid in twelve equal annual 

instalments; and 

(2) providing for the amount of the interest to be calculated at such rate, and in 

accordance with such other provision, as may have been determined either by the 

Appointee with the approval of the Water Services Regulation Authority or, in default 

of such a determination, by the Water Services Regulation Authority. 

Condition D 2.1 is amended to: 

2.1 It shall be the duty of the Appointee to ensure that at all times on and after the 

relevant date specified in sub-paragraph 2.2 there is in effect a charges scheme in 

accordance with section 143 of the Water Industry Act 1991 by which: 

(1) it fixes the charges to be paid for supplies of water for domestic purposes and for 

the drainage of domestic purposes of premises except where such charges are 

determined by or in accordance with such an agreement as is referred to in section 

142 of the Water Industry Act 1991 (including any such agreement made or entered 

into by the Water Authority under section 30 of the 1973 Act as, in accordance with a 

scheme under Schedule 2, is transferred to the Appointee); and 

(2) it fixes the charges to be paid for such connections as are described in section 

146(2) of the Water Industry Act 1991. 
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Condition D 4 is amended to: 

4 Any such charges scheme as is required to be in effect by virtue of sub-paragraph 

2.1(2) shall provide that in the case of a connection to a water supply or, as the case 

may be, to a public sewer of a building or part of a building which is occupied as a 

dwelling house immediately before the connection is made: 

(1) the relevant charges shall be paid in full, within a reasonable period specified by 

the Appointee after the connection in respect of which those charges are payable is 

made; or, at the option of the person liable to pay the relevant charges 

(2) an amount equal to the Instalment Amount shall be paid in each of the twelve 

years following the relevant connection being made, subject only to that person 

giving such undertakings to that effect as the Appointee may reasonably require. 
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Condition E 

Condition E 1 is amended to: 

1 This Condition applies in relation to charges: 

(1) fixed by the Appointee under any such charges scheme as is referred to in 

section 143 of the Water Industry Act 1991 by which the Appointee fixes the charges 

to be paid: 

(a) for any water supply or sewerage services provided by the Appointee in the 

course of carrying out its functions; or 

(b) in any of the cases described in section 143(1)(b) of the Water Industry Act 1991; 

(2) for any water supply or sewerage services provided by the Appointee in the 

course of carrying out its functions or in connection with the carrying out of the 

Appointee’s trade effluent functions payable under any such agreement as is 

referred to in section 75 [142 of the Water Industry Act 1991] (including any such 

agreement made or entered into by the Water Authority under section 30 of the 1973 

Act as, in accordance with a scheme under Schedule 2, is transferred to the 

Appointee) which are in accordance with standard charges published or fixed by the 

Appointee; 

(3) payable where a discharge is made in pursuance of a consent given by the 

Appointee, or as the case may be, the Water Authority for the purposes of the 

Chapter III of Part IV of the Water Industry Act 1991 which are in accordance with 

standard charges published or fixed by the Appointee; 

(4) determined by agreement in respect of a supply of water for non-domestic 

purposes which are in accordance with standard charges published or fixed by the 

Appointee; 
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(5) for any water supply or sewerage services provided by the Appointee fixed under 

any such charges scheme made by the Appointee under section 31 of the 1973 Act 

as by virtue of paragraph 16(1) of Schedule 26 has effect on and after the transfer 

date as if it were a charges scheme made under section 143 of the Water Industry 

Act 1991 by the Appointee; 

(6) for any water supply or sewerage services provided by the Appointee in the 

course of carrying out its functions or in connection with the carrying out of the 

Appointee’s trade effluent functions payable under any such agreement as is 

referred to in section 142 of the Water Industry Act 1991 which are not in accordance 

with standard charges published or fixed by the Appointee; 

(7) payable where a discharge is made in pursuance of a consent given by the 

Appointee or, as the case may be, the Water Authority for the purposes of Chapter III 

of Part IV of the Water Industry Act 1991 which are not in accordance with standard 

charges published or fixed by the Appointee; and 

(8) determined by agreement in respect of a supply of water for non-domestic 

purposes which are not in accordance with standard charges published or fixed by 

the Appointee. 

In this paragraph references to standard charges published or fixed by the Appointee 

are to such charges, whether published or fixed under a charges scheme or 

otherwise. 

Condition E (2) is amended to: 

1 It shall be the duty of the Appointee in fixing or agreeing charges falling within 

any of sub-paragraphs 1(1) to 1(5) inclusive to ensure that no undue preference 

is shown to, and that there is no undue discrimination against, any class of 

customers or potential customers. 

Condition E (3) is amended to: 
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3 It shall be the duty of the Appointee in fixing or agreeing charges falling within any 

of sub-paragraphs 1(6) to 1(8) inclusive to ensure that no undue preference is shown 

to, and that there is no undue discrimination against, any customer or potential 

customer, but so that nothing in this paragraph shall require the Appointee to have 

regard to any charges fixed or agreed by it or, as the case may be, the Water 

Authority prior to the transfer date. 

Condition E (5) is amended to: 

5 The Appointee shall provide to the Water Services Regulation Authority such 

Information as the Water Services Regulation Authority may from time to time 

reasonably request about the nature of any supply, service or trade effluent function 

made, provided or carried out under any such agreement or consent as is referred to 

in sub-paragraphs 1(6) to 1(8) inclusive and the terms and conditions on which that 

supply or service is made or provided. 

Condition E 6 (5) is amended to: 

 (5) to any Water Infrastructure Charge or Sewerage Infrastructure Charge the 

amount of which does not exceed the relevant amount specified in Condition C 

which applies from time to time for the purposes of Condition C; or 

Condition I 

Condition I 8.5 is amended to: 

8.5 Where the Appointee is required to make an adjustment to a customer's 

measured charges for water supply under this paragraph it shall make a similar 

adjustment to the customer’s measured charges for sewerage services, provided 

that where sewerage services are provided in relation to the same premises by a 

different undertaker then the Appointee shall inform that undertaker as soon as 

reasonably practicable that the Appointee is required to make such an adjustment to 

the customer’s measured charges for water supply and of the basis on which the 

adjustment has been, or will be, made.  
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A new paragraph 8.6 is inserted as follows: 

8.6 Where the Appointee is informed by any water undertaker that it is required to 

make an adjustment to a customer's measured charges for a supply of water to any 

premises in relation to which the Appointee provides sewerage services the 

Appointee shall make an adjustment to the customer's measured charges for 

sewerage services on a basis similar to that made by that water undertaker. 

Condition J 

Condition J is removed from the Dee Valley Water licence and replaced with the text 

below: 

“Condition J:  Levels of Service Information and Service Targets  

Part I. Levels of Service Information 

1 Provision of Information 

1.1 The Appointee shall in respect of each Charging Year, starting with the 

Charging Year commencing on 1st April 1990, furnish Information to the 

Water Services Regulation Authority once in each Charging Year in respect of 

the matters specified in, and otherwise in accordance with, Appendix A to the 

letter entitled "Levels of Service" dated 11th21st August 1989 from the 

Secretary of State to the Appointee Water Authority ("the Levels of Service 

Letter"). 

1.2 Where the Water Services Regulation Authority is satisfied that the provision 

of Information in respect of the matters specified in Appendix A to the Levels 

of Service Letter is inadequate to enable it properly to keep the quality of the 

services provided by the Appointee in the course of the Appointed Business 

("Services") under review the Water Services Regulation Authority may, 

subject to prior consultation with the Appointee, by notice to the Appointee 

vary the matters specified in that Appendix in respect of which Information is 
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to be furnished under sub-paragraph 1.1 in a manner which is reasonable 

having regard to the Water Services Regulation Authority’s duties under sub-

sections (1) and (2) of section 27 of the Water Industry Act 1991 and 

thereafter the Appointee shall in respect of each Charging Year furnish 

Information to the Water Services Regulation Authority in respect of those 

matters as so varied. The Water Services Regulation Authority may, subject 

as aforesaid, make variations from time to time under this sub-paragraph and 

references in this sub-paragraph to the matters specified in Appendix A to the 

Levels of Service Letter shall be read and construed as though they were 

references to the matters specified in Appendix A as varied from time to time.  

1.3 Where the Water Services Regulation Authority considers it requisite or 

expedient for the purpose of deciding whether to make an application to the 

Welsh Ministers under section 39 or 96 of the Water Industry Act 1991 (and, if 

so, what provisions should be set out in the application) or to require the 

Appointee to notify a Service Target under sub-paragraph 3.2 the Appointee 

shall furnish to the Water Services Regulation Authority:  

(1) such further Information as the Water Services Regulation Authority 

reasonably requires in respect of the quality of Services; and 

(2) Information in respect of the quality of Services in respect of any 

reasonable period other than a Charging Year and/or more frequently 

than once in a Charging Year (but not more frequently than is 

reasonable) as may be specified by the Water Services Regulation 

Authority. Such Information, at the Appointee's option, may consist of 

updating Information previously furnished to the Water Services 

Regulation Authority under sub-paragraph 1.1, 1.2 or 1.3(1). 

1.4 In this Condition references to the quality of Services shall include references 

to the manner in which the Appointee carries out the Regulated Activities.  
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2 Reports, certificates etc 

Information furnished to the Water Services Regulation Authority by the Appointee 

under paragraph 1 (other than under sub-paragraph 1.3) and, where the Water 

Services Regulation Authority so requires, Information furnished to it by the 

Appointee under that sub-paragraph, ("Levels of Service Information") shall be 

accompanied by:  

(1) a report, signed by or on behalf of the Appointee, containing such information 

as the Water Services Regulation Authority may reasonably specify as to the 

methods used, and the steps taken, by the Appointee for the purpose of 

monitoring, assessing and reporting on the matters in respect of which Levels 

of Service Information has been furnished; and 

(2) a statement, signed by or on behalf of the Appointee, of the reasons why, and 

the extent to which, (if such be the case) the quality of any Services shall have 

been such that any standard by reference to which Levels of Service 

Information has been furnished shall not have been met. The statement shall 

include, without limitation, information as to the categories of persons to whom 

those Services have been so provided or who have been affected by the 

carrying on of the Appointed Business in that manner and their geographical 

distribution.  

Part II.  Service Targets 

3 Setting of Service Targets by the Appointee 

3.1 The Appointee shall once in each Charging Year, starting with the Charging 

Year commencing on 1st April 1990, notify the Water Services Regulation 

Authority of its intentions as to the quality of such Services as are specified in 

Appendix B to the Levels of Service Letter in respect of each Charging Year 

falling within the period beginning at the start of the Charging Year in which the 

notification falls to be given and ending on the expiry of such number of 
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Charging Years as is specified in that Appendix and otherwise in accordance 

with the procedures specified in that Appendix. 

3.2 Where the Water Services Regulation Authority considers it requisite or 

expedient for the purpose of enabling it properly to keep the quality of Services 

under review the Water Services Regulation Authority may require the 

Appointee to notify it of its intentions as to the quality of such other Services in 

accordance with such requirements as the Water Services Regulation Authority 

may reasonably specify.  

3.3 The Appointee's intentions shall be expressed in any notification under sub-

paragraph 3.1 or 3.2 as a target (a "Service Target") for achievement by such 

date or over such period or at such times during such period as may be 

specified in Appendix B to the Levels of Service Letter or, as the case may be, 

as the Water Services Regulation Authority may have specified when it requires 

the Appointee to notify it of its intentions under sub-paragraph 3.2 and in 

respect of the whole or such part of the Area as may be specified in the said 

Appendix B or, as the case may be, as the Water Services Regulation Authority 

may have so specified and so as to be capable of verification in accordance 

with this Condition. 

4 Monitoring of Service Targets 

The Appointee shall keep under review during each Charging Year the quality of 

Services as compared with any relevant Service Target notified by it to the Water 

Services Regulation Authority under paragraph 3 as a target for achievement during 

that Charging Year or by a date or at a time during that Charging Year or over a 

period including that Charging Year. For this purpose the Appointee shall take such 

steps to monitor and assess the quality of Services as may be necessary to enable 

such comparison to be made and to enable the Appointee to make the report 

referred to in paragraph 5. 
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5 Reporting on Service Targets 

5.1 The Appointee shall furnish to the Water Services Regulation Authority a 

written report (a "Service Target Report") as to the quality of Services as compared 

with any relevant Service Target. 

5.2 A Service Target Report shall include: 

(1)  all such Information as in the opinion of the Appointee is necessary to provide 

a proper explanation of the Report and of the quality of Services as compared 

with any relevant Service Target; and  

(2)  a statement of the methods used by the Appointee to keep the quality of 

Services under review in accordance with paragraph 4 and the steps taken by 

it to monitor and assess the quality of Services in accordance with that 

paragraph; and 

(3)  if a Service Target in respect of foul flooding has been notified by the 

Appointee to the Water Services Regulation Authority relating to the Charging 

Year in respect of which the relevant Service Target Report is furnished, a 

statement as to the Appointee's practice in dealing with claims arising out of 

loss or damage alleged to have been caused by foul flooding. 

5.3 Without prejudice to the generality of sub-paragraph 5.2, a Service Target 

Report may include a statement of: 

(1)  any matters which, in the opinion of the Appointee, will or may result in the 

Appointee being unable to achieve any Service Target or which have resulted 

in the Appointee being unable to achieve any Service Target to the extent that 

it was expressed in the notification to the Water Services Regulation Authority 

under paragraph 4 to be a target for achievement during the relevant 

Charging Year or by a date or at a time during that Charging Year; 
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(2)  any matters which have made it impossible for the Appointee to ascertain, 

either at all or with reasonable accuracy, whether or not any Service Target 

has been, or is likely to be, achieved; and 

(3)  any exceptional matters or matters out of the ordinary course and in each 

case outside the reasonable control of the Appointee which have affected the 

quality of any Services and which could fairly be said to render or to have 

rendered the achievement of any Service Target substantially more onerous. 

5.4 The Appointee may also specify in a Service Target Report any revision of 

any Service Target which the Appointee has determined to make having 

regard to any matters included in that Service Target Report, including, 

without limitation, such matters as are referred to in sub-paragraph 5.3. Such 

revision may be, without limitation, as to the date by, or the period over, or the 

times at, which during any period the relevant Service Target was intended to 

be achieved, or the part of the Area in respect of which the relevant Service 

Target was intended to be achieved. Any such revised Service Target is 

hereinafter referred to as a "Revised Service Target". Paragraphs 4, 5 

(including this sub-paragraph) and 6 to 13 inclusive shall apply mutatis 

mutandis to any Revised Service Target. 

5.5 The Appointee shall once in each Charging Year furnish a Service Target 

Report to the Water Services Regulation Authority in respect of that Charging 

Year, provided that, if the Water Services Regulation Authority considers it 

requisite or expedient for the purpose of deciding whether to make an 

application to the Welsh Ministers under section 39 or 96 of the Water 

Industry Act 1991 (and, if so, what provisions should be set out in the 

application) the Appointee shall furnish a Service Target Report more 

frequently (but not more frequently than is reasonable). 
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6 Measures to achieve Service Targets 

Where, following receipt by the Water Services Regulation Authority of any Service 

Target Report, it considers it requisite or expedient for the purpose of deciding 

whether to make an application to the Welsh Ministers under section 39 or 96 of the 

Water Industry Act 1991 (and, if so, what provisions should be set out in the 

application), the Appointee shall furnish to the Water Services Regulation Authority 

in writing within such reasonable period as the Water Services Regulation Authority 

may specify such further Information as the Water Services Regulation Authority 

may reasonably require, including, but not limited to, Information as to:  

(1)  the respective measures required to be taken to achieve any Service  

Target and the respective costs of such measures (and, where more than one 

measure is available, whether or not subject to the expenditure of money, the 

Appointee shall give details of the alternative measures); and  

(2)  the measures being taken or proposed to be taken to achieve any Service 

Target. 

Part III. Certification and Verification of Information 

7 Levels of Service Information and Service Target Reports required to be 

furnished once in each Charging Year shall be accompanied by a certificate, 

signed by the Auditors (or by such other person as the Water Services 

Regulation Authority may approve, such approval not to be unreasonably 

withheld) stating whether, in their opinion, the relevant Levels of Service 

Information and Information contained in the relevant Service Target Report 

has been ascertained by the use of the methods and the taking of the steps 

which the Appointee has informed the Water Services Regulation Authority it 

has used and taken and whether, in their opinion, the methods used and the 

steps taken are adequate for the purpose of ascertaining that Levels of Service 

Information and the Information contained in that Service Target Report. To the 

extent that Levels of Service Information and a Service Target Report contain 
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the same Information and are furnished at the same time only one certificate 

need be provided under this paragraph. Levels of Service Information and 

Service Target Reports furnished in accordance with any requirement of the 

Water Services Regulation Authority under sub-paragraph 1.3 or sub-

paragraph 5.5 shall also be accompanied by a like certificate if the Water 

Services Regulation Authority so requires. 

8 The Appointee shall co-operate fully with the Water Services Regulation 

Authority in any investigation of: 

(1)  the accuracy and sufficiency of any Information furnished by the Appointee to 

the Water Services Regulation Authority under this Condition;  

(2)  the methods used and steps taken by the Appointee to ascertain any such 

Information; and 

(3)  whether any Service Target has been achieved  

which the Water Services Regulation Authority may carry out for the purpose of 

deciding whether to make an application to the Welsh Ministers under section 39 or 

96 of the Water Industry Act 1991. 

9 Such co-operation shall include, without limitation: 

(1) subject to reasonable prior notice to the Appointee, giving to the Water 

Services Regulation Authority access at reasonable hours to any Relevant 

Plant and to any premises occupied by the Appointee in relation to carrying out 

the Regulated Activities; and 

(2) subject to reasonable prior notice to the Appointee, allowing the Water Services 

Regulation Authority at reasonable hours: 

(a) to inspect and make photocopies of, and take extracts from, any books and 

records of the Appointee maintained in relation to the Appointed Business; 
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(b) to carry out inspections, measurements and tests on or in relation to any such 

premises or Relevant Plant; and  

(c) to take on to or in to any such premises or Relevant Plant such other persons 

and such equipment as may be necessary for the purpose of such 

investigation. 

10 Nothing in paragraphs 8 and 9 shall require the Appointee: 

(1) to do anything which is outside its reasonable control; or 

(2) to do, or to allow the Water Services Regulation Authority to do, anything 

which would materially disrupt the Appointee's business (unless it is essential 

for the purposes of the investigation that that thing be done). 

11 The Appointee shall not be liable to the Water Services Regulation Authority 

for any loss or damage to persons or property which arises out of the Water 

Services Regulation Authority having such access or doing any such thing as 

is mentioned in paragraphs 8 and 9 except to the extent that such loss or 

damage is caused by the Appointee's negligence or wilful default.  

12 In paragraphs 9, 10 and 11: 

(1) references to the Water Services Regulation Authority include references to 

its employees and agents; and 

(2)  "Relevant Plant" means any plant used by the Appointee for the purpose of 

the Appointed Business including, without limitation, water mains, sewers and 

other pipes and their accessories.  

Part IV.  Publication of Information 

13 Unless the Water Services Regulation Authority otherwise consents in writing 

(such consent not to be unreasonably withheld) pursuant to an application to it 
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in that behalf by the Appointee when the relevant Information and Reports are 

furnished to the Water Services Regulation Authority under this Condition the 

Appointee shall:  

(1) draw the attention of customers to the existence of Levels of Service 

Information (excluding any report or statement furnished under paragraph 2) 

and Service Target Reports furnished to the Water Services Regulation 

Authority under this Condition in respect of a Charging Year; 

(2) make a copy of the most recent Levels of Service Information (excluding any 

report or statement furnished under paragraph 2) and Service Target Report 

available for inspection at each Relevant Premises; and 

(3) send a copy of the most recent Levels of Service Information (excluding any 

report or statement furnished under paragraph 2) and Service Target Report 

to any person requesting it. 

Condition L 

Condition L is removed from the Dee Valley Water licence and replaced with the text 

below: 

“Condition L:  Underground Asset Management Plans 

1 Interpretation and Construction 

In this Condition: 

"the Appointment Obligations" means the Appointee's obligations under the 

Appointment Appointments and for this purpose and for this purpose only the 

Appointee shall be deemed to be subject to an obligation under the Appointment 

Appointments to achieve any Service Target or Revised Service Target notified to 

the Water Services Regulation Authority by the Appointee under Condition J; 
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"Network Assets" means 

(1) in respect of a water undertaker: 

(a) water mains and trunk mains (other than any pumps, valves and hydrants); 

(b) resource mains and discharge pipes; and 

(c)  so much of any service pipe as is vested in the Appointee water undertaker; 

and 

(2) in respect of a sewerage undertaker: 

(a) public sewers (other than any pumps); 

(b) any outfall pipe or other pipe for the conveyance of effluent from any sewage 

disposal works of the sewerage undertaker; and 

(c) any pipe vested in the sewerage undertaker and used for the drainage of one 

building or of any buildings or yards appurtenant to buildings within the same 

curtilage  

but excluding any pipe which discharges directly into the sea or coastal waters; 

"Network Expenditure" means expenditure in relation to any Network Assets 

(whether, having regard to the respective purposes referred to in sub-paragraph 2.1, 

such expenditure is to be made or incurred in or in relation to creating, acquiring, 

renewing, repairing, maintaining or improving any Network Assets or executing 

works or procuring the execution of works by other persons in relation to any 

Network Assets or otherwise); 

"the Plan Period" means such period as the Appointee shall specify, being a period 

of not less than fifteen years commencing on: 
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(1) in the case of the Underground Asset Management Plan required to be 

furnished under sub-paragraph 2.1, 1st April 1990; 

(2) in the case of any revised Underground Asset Management Plan required to 

be furnished under sub-paragraph 2.4, the date of such revised Underground 

Asset Management Plan or, in the case of a revised Underground Asset 

Management Plan prepared for the purposes of a Periodic Review, the start of 

the relevant Review Charging Year; 

a "Review Date" means the first date specified in the relevant paragraphs of 

Condition B by which the Appointee is required to furnish Information to the Water 

Services Regulation Authority for the purpose of any Periodic Review. 

2 Duty to furnish information 

2.1 The Appointee shall prepare and furnish to the Secretary of State Water 

Services Regulation Authority an underground asset management plan (an 

"Underground Asset Management Plan") showing separately: 

(1) an estimate and other Information in respect of Network Expenditure required 

to be made or incurred by the Appointee in each year during the Plan Period 

for the purposes of ensuring: 

(a) that Network Assets used by the Appointee as at the transfer date (or, in the 

case of a revised Underground Asset Management Plan, as at the date of that 

revised Underground Asset Management Plan) are, and will throughout the 

Plan Period be, maintained in such a state or condition as is necessary for the 

purposes described in sub-paragraph 2.2 ("the Relevant Purposes"), in so far 

as Network Assets are necessary for, or relevant to, the Relevant Purposes; 

and  

(b) that the capacity of the system of water supply or, as the case may be, of 

public sewers comprising solely those Network Assets (but not including any 
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other part of the Appointee's system of water supply or, as the case may be, 

of public sewers) is maintained  

and the estimate and other Information shall show expenditure to be 

capitalised and, separately, expenditure to be expensed; and 

(2) an estimate and other Information in respect of Network Expenditure required 

to be made or incurred by the Appointee in each year during the Plan Period 

for the purpose of ensuring that, taking into account the expenditure to be 

made or incurred for the purposes referred to in sub-paragraph 2.1(1):  

(a) the Appointee will at all times and from time to time have available to it for use 

all Network Assets (and in such a state or condition) as are necessary for the 

Relevant Purposes, in so far as Network Assets are necessary for, or relevant 

to, the Relevant Purposes; and 

(b) that the capacity of the system of water supply or, as the case may be, of 

public sewers comprising solely those Network Assets (but not including any 

other part of the Appointee's system of water supply or, as the case may be, 

of public sewers) is and will be such as is necessary for the Relevant 

Purposes. 

2.2 The Relevant Purposes referred to in sub-paragraph 2.1 are: 

(1) to enable the Appointee to carry out the Regulated Activities in respect of the 

whole of the Area in accordance with the provisions of the Water Industry Act 

1991 and of any other enactment or subordinate legislation relating to the 

Regulated Activities and in accordance with any service objectives which the 

Appointee has set itself in preparing the Underground Asset Management 

Plan and to carry out the Regulated Activities in such manner economically 

and efficiently; and  
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(2) to enable the Appointee to perform the Appointment Obligations in respect of 

the whole of the Area (or, in the case of a Service Target or a Revised Service 

Target which applies only to part of the Area, then in respect of that part)  

but so that, unless the context otherwise requires, references in this Condition 

to the Relevant Purposes shall be read and construed subject to any 

assumptions as may be specified by the Appointee in the Underground Asset 

Management Plan as to the nature and scope of the Regulated Activities or, 

as the case may be, the Appointment Obligations and as to the effect of any 

provision of the Water Industry Act 1991 or any other enactment or 

subordinate legislation relating to the Regulated Activities. 

2.3 Where the Appointee has specified any such assumptions as are referred to 

in sub-paragraph 2.2, the Appointee shall also furnish an estimate and other 

Information as described in sub-paragraphs 2.1(1) and (2) on the basis of 

such other assumptions as to the matters referred to in sub-paragraph 2.2 as 

may be specified by the Secretary of State Water Services Regulation 

Authority. 

2.4 The Appointee shall keep the Underground Asset Management Plan prepared 

under sub-paragraph 2.1 under review and shall prepare a revised 

Underground Asset Management Plan in respect of the Plan Period from time 

to time and in any event by each Review Date, to the extent that such revision 

is necessary having regard to the Relevant Purposes, this Condition and 

Condition B and shall furnish to the Water Services Regulation Authority any 

such revised Underground Asset Management Plan. Sub-paragraph 2.3 shall 

apply to any such revised Underground Asset Management Plan (and so that 

for this purpose the reference in that sub-paragraph to the Secretary of State 

shall be taken to be a reference to the Water Services Regulation Authority) 

and references in this Condition to a revised Underground Asset Management 

Plan shall include references to any estimate and other Information which the 
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Appointee is required to furnish under sub-paragraph 2.3 in respect of that 

revised Underground Asset Management Plan. 

2.5 For the purposes of sub-paragraphs 2.1 and 2.4: 

(1) due allowance shall be made for Network Assets ceasing to be required for 

the Relevant Purposes during the Plan Period; 

(2) the Appointee shall include in any Underground Asset Management Plan 

furnished to the Secretary of State under sub-paragraph 2.1 or, as the case 

may be, to the Water Services Regulation Authority under sub-this paragraph 

2.4 a description of any agreement or arrangement under which the Appointee 

uses Network Assets which are owned by, or used in conjunction with, 

another water undertaker or sewerage undertaker (including, without 

limitation, a description of any arrangements, as between the Appointee and 

the other undertaker, for the repair, renewal, maintenance and improvement 

of any such Network Assets) and an estimate and other Information in respect 

of any expenditure required to be made or incurred by the Appointee during 

the Plan Period in respect of such Network Assets for the Relevant Purposes; 

and  

(3) there shall be taken into account any changes in the nature of the Regulated 

Activities and the Appointment Obligations which the Appointee knows have 

occurred or will occur or which the Appointee reasonably believes will, or are 

likely to, occur (including, without limitation, any change in demand for the 

provision by the Appointee of any services provided by it in the course of 

carrying out the Regulated Activities). 

3 Information Systems 

3.1 The Appointee shall establish and maintain methods and procedures for the 

purposes of:  
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(1) keeping under review, collecting Information in respect of, and carrying out 

surveys of, the state, condition, capacity and performance of Network Assets; 

and 

(2) preparing, keeping under review and revising from time to time the 

Underground Asset Management Plan for the purposes of: 

(a) providing Information to the Water Services Regulation Authority in 

accordance with Condition B to enable it to carry out Periodic Reviews; and 

(b) providing Information to the Water Services Regulation Authority in 

accordance with paragraph 1718 of Condition B. 

3.2 The Appointee shall furnish to the Secretary of State Water Services 

Regulation Authority a written description of such methods and procedures. 

The Appointee shall keep under review and shall revise such methods and 

procedures from time to time to the extent necessary having regard to the 

purposes for which such systems and procedures are intended to be used, 

this Condition and Condition B and shall furnish to the Water Services 

Regulation Authority a written description of any revision of such methods and 

procedures.  

4 Reports 

4.1 Any revised Underground Asset Management Plan and any revision of the 

methods and procedures referred to in paragraph 3 (which in the reasonable 

opinion of the Water Services Regulation Authority is material having regard 

to the purposes for which the Underground Asset Management Plan and such 

methods and procedures are intended, to this Condition and to Condition B) 

shall, if so required by the Water Services Regulation Authority, be reported 

on by a person appointed by the Appointee and approved by the Water 

Services Regulation Authority (such approval not to be unreasonably 

withheld) ("the Assessor").  
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4.2 The Appointee shall enter into a written contract of engagement with the 

Assessor which shall:  

(1) where such a report is required by the Water Services Regulation Authority 

under sub-paragraph 4.1, require the Assessor to prepare and furnish to the 

Water Services Regulation Authority, and separately to the Appointee, a 

written report addressed jointly to the Water Services Regulation Authority 

and the Appointee: 

(a) in the case of a revised Underground Asset Management Plan, stating 

whether, in his opinion, the estimate included in the revised Underground 

Asset Management Plan has been prepared in accordance with the methods 

and procedures established and maintained by the Appointee under sub-

paragraph 3.1 at the date at which the revised Underground Asset 

Management Plan has been prepared and if the action to be taken as 

described in the other Information included in the Underground Asset 

Management Plan were taken it would be sufficient for the Relevant 

Purposes, in so far as Network Assets are necessary for, or relevant to, the 

Relevant Purposes, (both on the basis of any assumptions specified by the 

Appointee and on the basis of any assumptions specified by the Water 

Services Regulation Authority) and, if not, what other action would need to be 

taken; and 

(b) in the case of a revision of the methods and procedures referred to in 

paragraph 3, stating whether, in his opinion, the methods and procedures (as 

so revised) are sufficient for the purposes described in sub-paragraph 3.1 and 

if not, what changes would need to be made to those methods and 

procedures so that they were sufficient for those purposes; and  

(2)  include a term that the Assessor will provide such further explanation or 

clarification of his report as the Water Services Regulation Authority may 

reasonably require and that where, by reason of anything in the Assessor's 

report, it appears to the Water Services Regulation Authority: 
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(a) that the state or condition or capacity of Network Assets is such that they are 

or may be materially inadequate for the Relevant Purposes, in so far as 

Network Assets are necessary for, or relevant to, the Relevant Purposes, 

(either on the basis of the assumptions specified by the Appointee or on the 

basis of the assumptions specified by the Water Services Regulation 

Authority, if any); or  

(b) that the methods and procedures are insufficient for the purposes described in 

sub-paragraph 3.1 and that as a result information as to the state, condition, 

capacity or performance of Network Assets is or may be materially inaccurate 

or incomplete  

the Assessor will provide such further Information in respect of, or verification of, the 

matters which are the subject of his report as the Water Services Regulation 

Authority may reasonably require. 

The contract of engagement may also include provisions requiring the Assessor, his 

employees and agents to keep confidential and not to disclose, except to the Water 

Services Regulation Authority or as required by law, any Information which the 

Assessor obtains in the course of preparing his report. 

4.3 The Appointee shall co-operate fully with the Assessor to enable him to 

prepare his report, including without limitation, so far as is necessary for that 

purpose: 

(1) subject to reasonable prior notice to the Appointee, giving to the Assessor 

access at reasonable hours to any Network Assets used by the Appointee and 

to any premises occupied by the Appointee in relation to the carrying out of 

the Regulated Activities; and 

(2) subject to reasonable prior notice to the Appointee, allowing the Assessor at 

reasonable hours: 
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(a) to inspect and make photocopies of, and take extracts from, any books and 

records of the Appointee maintained in relation to the carrying out of the 

Regulated Activities; 

(b) to carry out inspections, measurements and tests on or in relation to any such 

premises or Network Assets; and 

(c) to take on to such premises or on to or in to any Network Assets such other 

persons and such equipment as may be necessary for the purposes of 

preparing and completing his report. 

4.4 Nothing in sub-paragraph 4.3 shall require the Appointee: 

(1) to do anything which is outside its reasonable control; or 

(2) to do, or to allow the Assessor to do, anything which would materially disrupt 

the Appointee's business (unless it is essential that that thing be done to 

enable the Assessor to prepare his report). 

4.5 In sub-paragraphs 4.3 and 4.4 references to the Assessor include references 

to his employees and agents. 

5 General 

5.1 The provision by the Water Authority to the Secretary of State of the estimate 

and other information enclosed with the letter entitled "Underground Asset 

Management Plan" dated 11th August 1989 and the written description in the 

Underground Asset Management Plan of the Appointee's relevant methods 

and procedures required shall be deemed to be have been furnished to the 

Secretary of State Water Services Regulation Authority by the Appointee 

under sub-paragraphs 2.1 and 3.2 shall be so furnished not later than 31st 

January 1990 and if accepted by him shall be deemed and to satisfy the 

obligations of the Appointee under those sub-paragraphs (insofar as sub-
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paragraph 3.2 requires the Appointee to furnish a written description of the 

methods and procedures established by it).  

5.2 Any other Information required to be furnished by the Appointee to the Water 

Services Regulation Authority under this Condition shall be furnished within 

three months of the revision which gives rise to the requirement to furnish 

Information.  

5.3 The Appointee shall deliver to the Water Services Regulation Authority, at the 

same time as it delivers to it accounting statements in respect of a financial 

year prepared under paragraph 4 of Condition F, a statement of the 

expenditure made or incurred in relation to Network Assets during that 

financial year, distinguishing between amounts which have been expensed 

and amounts which have been capitalised, together with the details necessary 

to explain any difference between that expenditure and the expenditure which 

the Appointee had informed the Secretary of State or, as the case may be, the 

Water Services Regulation Authority under this Condition it intended to make 

or incur in relation to Network Assets during that financial year. 

Condition M1 

Condition M1 is removed from the licence and replaced with the text below: 

“Condition M1: Information Remedies 

1. For the purposes of this Condition:  

“Bioresources” means – activities connected with the transport, treatment 

and disposal of sludge produced by sewage disposal works. 

“Demand Management” means activities connected with the promotion of the 

efficient use of water and the reduction of demand for water. 

“Direction” includes any material revision thereof. 
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“Leakage Services” means activities connected with the discovery and repair 

of unplanned or unintended leaks of water from pipes. 

2. Subject to paragraphs 3 to 6 below, the Water Services Regulation Authority 

may make a Direction to the Appointee – 

(a) to provide specified Information about the Appointed Business – 

(i) to the Water Services Regulation Authority; 

(ii) to such person or class of persons as the Water Services 

Regulation Authority may specify in the Direction; or 

(b) to publish specified Information about the Appointed Business, 

and the Appointee shall comply with the Direction and shall permit reasonable 

re-use of such Information by any recipient. 

3. The purpose for which any Direction under paragraph 2 may be given shall be 

to support the development and operation of a market in one or more of the 

provision, management and development of water resources, Demand 

Management, Leakage Services, or, as the case may be, Bioresources, 

through the promotion of effective competition or monitoring the progress or 

development of such markets. 

4. Any Direction under paragraph 2 may only be given where the Water Services 

Regulation Authority – 

(a) considers it to be reasonable and appropriate for the purpose referred to 

in paragraph 3 above; 

(b) has consulted with the Appointee; and 

(c) reasonably considers that the Direction would not –  

(i) be contrary to the interests of national security; or 



Consultation under section 13 of the Water Industry Act 1991 on proposed modification of Severn 
Trent Water Limited’s (Severn Trent Water) licence to include the Powys Site and proposed 

modification of Dee Valley Water Limited’s (Dee Valley Water) licence to include the Chester site 

93 

(ii) seriously and prejudicially affect the interests of any person.  

5. The Appointee may within one month of the date of any such Direction require 

the Water Services Regulation Authority to refer to the Competition and Markets 

Authority for determination by it the question whether the Direction is 

reasonable and appropriate for the purpose referred to in paragraph 3. 

6. Where the Appointee requires the Water Services Regulation Authority to make 

a reference to the Competition and Markets Authority under paragraph 5 the 

Direction which is the subject of that reference shall not apply to the Appointee 

unless and until the Competition and Markets Authority determines that it shall 

apply.” 
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Appendix 2 - price controls, Severn Trent Water 

In Condition B, a new section 21 is inserted: 

Part IX.  Price controls in effect from the Charging Year starting on 1 April 2018 

21 

21.1 From 1 July 2018 this Condition B and the determination of the Price Controls 

notified to the Appointee on 12 December 2014 (“the PR14 Determination 

Letter”) shall have effect in respect of the period ending on 31 March 2020, and 

in respect of the making of any Interim Determinations, subject to the 

amendments to the Determination Letter listed in Schedule 1 which shall take 

effect in relation to the period from 1 July 2018. 

Schedule 1 – Part A 

Replacement provisions inserted into the determination of Price Controls notified to 

the Appointee on 12 December 2014 (“the PR14 Determination Letter”) 

1 In respect of the Appointed Business’s water services, the starting point for 

the calculation of the change in the revenue allowed to the Appointed 

Business in the Charging Year starting on 1 April 2018 (the wholesale 

water revenue allowance) is £ 695.807 million. 

 

2 Table 1 shall be amended as follows: 

Table 1 Water services “K” numbers 

Charging Year beginning 1 April K 

2018 0.00 

2019 -0.05 

 

3 In respect of the Appointed Business’s sewerage services, the starting 

point for the calculation of the change in the revenue allowed to the 
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Appointed Business in the Charging Year starting on 1 April 2018 (the 

wholesale water revenue allowance) is £ 741.562 million. 

 

4 Table 2 shall be amended as follows: 

Table 2 Sewerage services “K” numbers 

Charging Year beginning 1 April K 

2018 0.00 

2019 -0.03 

 

5 In respect of The Price Control for Household Retail Activities the formulae 

for calculating Revenue modification for charging year y is amended as 

follows:  

 

6 The definition of value 'c' in the formula above is amended as follows: 

"c = customer type (unmetered water only (areas excluding Chester), 

unmetered water only (Chester area), unmetered wastewater only, 

unmetered water and wastewater, metered water only (areas excluding 

Chester), metered water only (Chester area), metered wastewater only, 

metered water and wastewater." 

 

7 Table 3 shall be amended as follows: 

Table 3 Household retail allowed revenue 

Charging Year beginning 1 April £million 

2018 123.710 

2019 125.794 
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8 Table 4 shall be amended as follows: 

Table 4 Household retail allowed revenue modification factors by class of 

customer (£/customer) 

 

Revenue modification per: 2018-19 2019-20 

1 Unmetered water only 
customer (areas excluding 
Chester) 

23.41 23.59 

2 Unmetered water only 
customer (Chester area) 22.90 22.93 

3 Unmetered wastewater only 
customer (all areas) 

23.41 23.59 

4 Unmetered water and 
wastewater customer (all 
areas) 

30.43 30.67 

5 Metered water only customer 
(areas excluding Chester) 

29.84 30.04 

6 Metered water only 
customers (Chester area)  26.15 26.21 

7 Metered wastewater only 
customer (all areas) 

24.11 24.29 

8 Metered water and 
wastewater customer (all 
areas) 

37.49 37.74 

 

9 Table 5 shall be amended as follows: 

Table 5 Forecast customer numbers for household retail allowed revenue 

(thousands) 
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Number of customers 2018-19 2019-20 

1 Unmetered water only 
customer (areas excluding 
Chester) 137.447 133.778 

2 Unmetered water only 
customer (Chester area) 12.865 16.603 

3 Unmetered wastewater only 
customer (all areas) 

428.940 419.347 

4 Unmetered water and 
wastewater customer (all 
areas) 

1,574.630 1,537.279 

5 Metered water only customer 
(areas excluding Chester) 

126.050 130.274 

6 Metered water only 
customers (Chester area)  

25.846 35.511 

7 Metered wastewater only 
customer (all areas) 

276.336 283.789 

8 Metered water and 
wastewater customer (all 
areas) 

1,364.014 1,415.035 

 

10 The Annex to the PR14 Determination Letter shall be amended so that: 

i. From 1 July 2018, references to the Appointed Business in the original 

Notified Item become references to the Appointed Business of the 

Appointee as a water undertaker in relation to the areas excluding 

Chester; and 

ii. it also includes the Notified Item specified in the Annex to the 

determination of Price Controls notified to Dee Valley Water on 12 
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December 2014 (subject to references to the Appointed Business in that 

Notified Item becoming references to the Appointed Business of the 

Appointee in relation to the Chester area). 

21.2 From 1 July 2018 this condition B and the determination of the Price Controls 

notified to the Appointee on 15 December 2016 (“the PR16 Determination Letter”) 

shall have effect in respect of the period ending on 31 March 2020, and in respect 

of the making of any Interim Determinations, subject to the amendments to the 

Determination Letter listed in Schedule 1 below which shall take effect in relation 

to the period from 1 July 2018. 

Schedule 1 – Part B 

Replacement provisions inserted into the determination of Price Controls notified to 

the Appointee on 15 December 2016 (“the PR16 Determination Letter”) 

1 The definitions of “customer group 1” and “customer group 2” are amended 

as follows: 

 

 “Customer group 1” relates to premises to which a water undertaker 

supplies less than 5 megalitres of water a year (areas excluding Chester) 

or less than 50 megalitres of water a year (Chester only); 

 “Customer group 2” relates to premises to which a water undertaker 

supplies at least 5 megalitres of water a year (areas excluding Chester) or 

at least 50 megalitres of water a year (Chester only). 

 

2 Table 1 shall be amended as follows: 

 

Customer type Units 2018-19 2019-20 

Water: Unmeasured and 

0-5 Ml/a (areas excluding 

Chester) 

Rc (£) 43.80 45.24 

m % 3.86% 3.73% 

Waste Water: 

Unmeasured and 0-5 

Ml/a (all areas) 

Rc (£) 44.03 45.39 

m % 2.82% 2.85% 

Rc (£) 29.07 29.45 
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Water - Tariff band 01: 

Unmeasured (Chester 

only) 

m % 1.0% 1.0% 

Water – Tariff band 02 – 

Measured less than 50Ml 

(Chester only) 

Rc (£) 31.75 32.11 

m % 1.0% 1.0% 

Water – Tariff band 03 – 

Untreated measured less 

than 50Ml (Chester only) 

Rc (£) 29.90 29.90 

m % 1.0% 1.0% 

 

3 Table 2 shall be amended as follows: 

 

Customer type Units 2018-19 2019-20 

Water supplies 5 to 50 Ml 

(areas excluding Chester) 

gm % 5.0% 5.0% 

Wastewater services 5 to 

50 Ml (all areas) 

gm % 5.3% 5.3% 

Water supplies 50 Ml and 

over (all areas) 

gm % 3.3% 3.3% 

Wastewater services 50 

Ml and over (all areas) 

gm % 2.8% 2.8% 
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Appendix 3 - price controls, Dee Valley Water 

In Condition B, a new section 21 is inserted: 

Part IX.  Price controls in effect from the Charging Year starting on 1 April 2018 

21 

21.1 From 1 July 2018 this Condition B and the determination of the Price Controls 

notified to the Appointee on 12 December 2014 (“the PR14 Determination 

Letter”) shall have effect in respect of the period ending on 31 March 2020, and 

in respect of the making of any Interim Determinations, subject to the 

amendments to the Determination Letter listed in Schedule 1 which shall take 

effect in relation to the period from 1 July 2018. 

Schedule 1 – Part A 

Replacement provisions inserted into the determination of Price Controls notified to 

the Appointee on 12 December 2014 (“the PR14 Determination Letter”) 

1 In respect of the Appointed Business’s Wholesale Activities, except those 

activities for which there are Excluded Charges, Ofwat has decided that for 

the two consecutive Charging Years starting on 1 April 2018 there shall 

be: 

 

o One single Price Control in respect of the Appointed Business’s water 

services; and  

o One single Price Control in respect of the Appointed Business’s 

sewerage services. 

Each such Price Control shall consist of, in each Charging Year: 

 the percentage change (expressed, in the case of an increase, as a 

positive number, in the case of a decrease, as a negative number, 

and, in the case of no change, as zero) in the Retail Prices Index 

between the published for the month of November in the Prior Year 

and that published for the immediately preceding November; and 

 a number, “K”, which may be a positive number or a negative 

number or zero 
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which together shall be expressed as a percentage, and which shall 

limit the change in the revenue allowed to the Appointed Business in 

each Charging Year in respect of the Wholesale Activities concerned. 

 

2 In respect of the Appointed Business’s water services, the starting point for 

the calculation of the change in the revenue allowed to the Appointed 

Business in the Charging Year starting on 1 April 2018 (the wholesale 

water revenue allowance) is £ 19.326 million. 

 

3 Table 1 shall be amended as follows: 

Table 1 Water services “K” numbers 

Charging Year beginning 1 April K 

2018 0.00  

2019 -6.45 

 

4 In respect of the Appointed Business’s sewerage services, the starting 

point for the calculation of the change in the revenue allowed to the 

Appointed Business in the Charging Year starting on 1 April 2018 (the 

wholesale water revenue allowance) is £ 2.453 million. The “K” numbers 

for each Charging Year are set out in Table 2. 

 

5 Table 2 shall be inserted as follows: 

Table 2 Sewerage services “K” numbers 

Charging Year beginning 1 April K 

2018 0.00 

2019 33.44 
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6 In respect of The Price Control for Household Retail Activities the formulae 

for calculating Revenue modification for charging year y is amended as 

follows:  

 

7 The definition of value 'c' in the formula above is amended as follows: 

"c = customer type (unmetered water only (Wrexham), unmetered water 

only (Powys), unmetered wastewater only, unmetered water and 

wastewater, metered water only (Wrexham), metered water only (Powys), 

metered wastewater only, metered water and wastewater." 

 

8 Table 3 shall be amended as follows: 

Table 3 Household retail allowed revenue 

Charging Year beginning 1 April £million 

2018 2.705 

2019 2.645 

 

9 Table 4 shall be amended as follows: 

Table 4 Household retail allowed revenue modification factors by class of 

customer (£/customer) 

 

Revenue modification per: 2018-19 2019-20 

1 Unmetered water only 
customer (All areas excluding 
Powys) 

22.90 22.93 
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Revenue modification per: 2018-19 2019-20 

2 Unmetered water only 
customer (Powys) 23.41 23.59 

3 Unmetered wastewater only 
customer (all areas) 

23.41 23.59 

4 Unmetered water and 
wastewater customer (all 
areas) 

30.43 30.67 

5 Metered water only customer 
(All areas excluding Powys) 

26.15 26.21 

6 Metered water only 
customers (Powys)  29.84 30.04 

7 Metered wastewater only 
customer (all areas) 

24.11 24.29 

8 Metered water and 
wastewater customer (all 
areas) 

37.49 37.74 

 

10 Table 5 shall be amended as follows: 

Table 5 Forecast customer numbers for household retail allowed revenue 

(thousands) 

 

Number of customers 2018-19 2019-20 

1 Unmetered water only 
customer (areas excluding 
Powys) 30.521 25.390 

2 Unmetered water only 
customer (Powys) 1.851 2.413 
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Number of customers 2018-19 2019-20 

3 Unmetered wastewater only 
customer (all areas) 

0.672 0.876 

4 Unmetered water and 
wastewater customer (all 
areas) 

6.870 8.955 

5 Metered water only customer 
(All areas excluding Powys) 

50.881 43.552 

6 Metered water only 
customers (Powys)  

1.996 2.765 

7 Metered wastewater only 
customer (all areas) 

4.676 6.504 

8 Metered water and 
wastewater customer (all 
areas) 

6.268 8.684 

 

11 The Annex to the PR14 Determination Letter shall be amended so that: 

i. From 1 July 2018, references to the Appointed Business in the original 

Notified Item become references to the Appointed Business of the 

Appointee as a water undertaker in relation to the Wrexham area; and 

ii. it also includes the Notified Item specified in the Annex to the 

determination of Price Controls notified to Severn Trent Water on 12 

December 2014 (subject to references to the Appointed Business in that 

Notified Item becoming references to the Appointed Business of the 

Appointee in relation to the Powys area). 

12 For the purposes of the Determination: 
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 “Household Retail Activities” means Retail Activities relating to the 

supply of water and the provision of sewerage services to households; 

 “Non-household Retail Activities” means Retail Activities relating to 

the supply of water, the provision of sewerage services or the carrying 

out of trade effluent functions in relation to premises other than 

households; 

 “metered” means that all or some of the charges for a supply of water 

or the provision of sewerage services are based on measured quantities 

of volume; 

 “unmetered” means that none of the charges for a supply of water or 

the provision of sewerage services are based on measured quantities of 

volume; and 

 in relation to households served by the Appointee in its capacity as a 

sewerage undertaker, “wastewater” means sewerage services. 

21.2 From 1 July 2018 this condition B and the determination of the Price Controls 

notified to the Appointee on 15 December 2016 (“the PR16 Determination 

Letter”) shall have effect in respect of the period ending on 31 March 2020, and in 

respect of the making of any Interim Determinations, subject to the amendments 

to the Determination Letter listed in Schedule 1 below which shall take effect in 

relation to the period from 1 July 2018. 

Schedule 1 – Part B 

Replacement provisions inserted into the determination of Price Controls notified to 

the Appointee on 15 December 2016 (“the PR16 Determination Letter”) 

1 For the purposes of the determination: 

 

 “Business Retail Activities” means Retail Activities relating to the 

supply of water, the provision of sewerage services or the carrying out 

of trade effluent functions in relation to premises other than household 

premises; 
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 The Price Control for Business Retail Activities does not impose any 

limit on any revenue in respect of Business Retail Activities from 

Excluded Charges, charges (including charges for developer services) 

that are not Standard Charges or any miscellaneous charges that are 

not directly related to the supply of water, the provision of sewerage 

services, or the carrying out of trade effluent functions. 

 

2 The definitions of “customer group 1” and “customer group 2” are amended 

as follows: 

 

 “Customer group 1” relates to premises to which a water undertaker 

supplies less than 5 megalitres of water a year (Powys area) or less than 

50 megalitres of water a year (areas excluding Powys); 

 “Customer group 2” relates to premises to which a water undertaker 

supplies at least 5 megalitres of water a year (Powys area) or at least 50 

megalitres of water a year (areas excluding Powys). 

 

3 For the purposes of the element of the Price Control for Business Retail 

Activities in relation to customer group 1: 

 

 A “customer type” is a class of customers described in Table 1 by 

reference to the type of charge (known as a default tariff), fixed by or in 

accordance with a charges scheme under section 143 of the Water 

Industry Act 1991 or agreements with the persons to be charged, that is 

payable by them for any water supply or sewerage services provided by 

the Appointee or in connection with the carrying out of the Appointee’s 

trade effluent functions; 

 “wholesale revenue” means the revenue that the Appointee recovers in a 

Charging Year in respect of Wholesale Activities relating to the supply of 

water, the provision of sewerage services or the carrying out of trade 

effluent functions in relation to premises other than household premises 

(assuming for these purposes that the Appointee offered itself no more 

favourable terms in relation to payment than would be offered to any other 

person in respect of Wholesale Activities). 
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4 Table 1 shall be amended as follows: 

 

Customer type Units 2018-19 2019-20 

Water: Unmeasured and 

0-5 Ml/a (Powys only) 

Rc (£) 43.80 45.24 

m % 3.86% 3.73% 

Waste Water: 

Unmeasured and 0-5 

Ml/a (Powys only) 

Rc (£) 44.03 45.39 

m % 2.82% 2.85% 

Water - Tariff band 01: 

Unmeasured (areas 

excluding Powys) 

Rc (£) 29.07 29.45 

m % 1.0% 1.0% 

Water – Tariff band 02 – 

Measured less than 50Ml 

(Areas excluding Powys) 

Rc (£) 31.75 32.11 

m % 1.0% 1.0% 

Water – Tariff band 03 – 

Untreated measured less 

than 50Ml (Areas 

excluding Powys) 

Rc (£) 29.90 29.90 

m % 1.0% 1.0% 

5 For the purposes of the element of the Price Control for Business Retail 

Activities in relation to customer group 2: 

 

 A “customer type” is a class of customers described in Table 1 by 

reference to the type of charge (known as a default tariff), fixed by or in 

accordance with a charges scheme under section 143 of the Water 

Industry Act 1991 or agreements with the persons to be charged, that is 

payable by them for any water supply or sewerage services provided by 

the Appointee or in connection with the carrying out of the Appointee’s 

trade effluent functions; 

 “wholesale revenue” means the revenue that the Appointee recovers in a 

Charging Year in respect of Wholesale Activities relating to the supply of 

water, the provision of sewerage services or the carrying out of trade 

effluent functions in relation to premises other than household premises 

(assuming for these purposes that the Appointee offered itself no more 
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favourable terms in relation to payment than would be offered to any other 

person in respect of Wholesale Activities). 

 

6 Table 2 shall be amended as follows: 

 

Customer type Units 2018-19 2019-20 

Water supplies 5 to 50 Ml 

(Powys only) 

gm % 5.0% 5.0% 

Wastewater services 5 to 

50 Ml (all areas) 

gm % 5.3% 5.3% 

Water supplies 50 Ml and 

over (all areas) 

gm % 3.3% 3.3% 

Wastewater services 50 

Ml and over (all areas) 

gm % 2.8% 2.8% 
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Appendix 4 - modifications to the Dee Valley Water 
licence to reflect the addition of ‘in-period ODIs’ 

Condition B, section 11 is modified as follows: 

11. Performance Measure Adjustments 

11 A Price Control determined under sub-paragraph 8.4 in respect of the Appointee's 

Wholesale Activities may be adjusted to reflect performance in relation to a specific 

Outcome or Outcomes as follows. 

11.1 In respect of performance in the Charging Year from 1 April 2017 to 31 March 

2018: 

(a)  the Water Services Regulation Authority may determine, and the Appointee may 

by notice given no later than 15 September 2018 refer to the Water Services 

Regulation Authority for determination, the question whether, in accordance with and 

subject to sub-paragraph 11.1 (c) below, the level of the Price Control  or one of the 

Price Controls determined under subparagraph 8.4 in respect of the Appointee's 

Wholesale Activities should be changed for the Charging Year from 1 April 2019 to 

31 March 2020 and, if so, the amount of such change; 

(b)  the Appointee shall furnish to the Water Services Regulation Authority such 

Information as the Water Services Regulation Authority may reasonably require for 

the purpose of making a determination pursuant to this paragraph; 

(c)  in making a determination pursuant to this paragraph, the Water Services 

Regulation Authority shall: 

(i) consider the performance of Severn Trent Water Limited in relation to the 

Outcome or Outcomes in the Charging Year from 1 April 2017 to 31 March 

2018 and, if relevant, the Appointee's expected performance in the current 

year or one or more future years up to but not including the next Review 

Charging Year; and 

(ii) have regard to the proposed adjustments to the level of the relevant Price 

Control or Price Controls which the Water Services Regulation Authority 

notified to the Appointee when the Appointee's [area of appointment was 

varied to include the Powys Area on 1 July 2018;  
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(d)  no determination shall be made by the Water Services Regulation Authority 

under this paragraph later than 15 December 2018. 

For the purposes of this section 11: 

(1)  "Outcome" means a target or other measure of the performance of Severn Trent 

Water Limited and/or the Appointee in relation to the carrying out of the Regulated 

Activities in the Powys Area; 

(2)  references to a "Price Control" include a Price Control whose level has been 

changed in accordance with a determination made under this paragraph; and 

(3)  references to the "Powys Area" are to the area which was included in the 

Appointee's area of appointment with effect from 1 July 2018. 
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Appendix 5 – ring fencing conditions, Severn Trent Water 

Condition A 

We propose adding the following to Condition A: 

1 In construing these Conditions: 

… 

(3) references to a liability shall be taken to include the creation of any 

mortgage, charge, pledge, lien or other form of security of encumbrance, 

the making of a loan and the taking on of a debt; and 

a. references to a loan shall be taken to include the transfer or lending, by 

any means, of any sum of money or rights in respect of that sum. 

2 Unless the context otherwise requires, in these Conditions: 

“Credit Rating Agency” means: 

(a) Standard and Poor’s Ratings Group (or any of its subsidiaries); 

(b) Moody’s Investors Services Incorporated (or any of its subsidiaries); 

(c) Fitch Ratings Limited; or 

(d) any reputable credit rating agency which has been notified to the 

Appointee by the Water Services Regulation Authority as having 

comparable standing to Standard & Poor’s Ratings Group, Moody’s 

Investors Services Incorporated and Fitch Ratings Limited in both the 

United Kingdom and the United States of America; 

“Cross-Default Obligation” means a legal obligation contained in an 

agreement or arrangement where the Appointee’s liability to pay or repay any 
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debt or other sum arises or is increased or accelerated due to the default of 

any person other than the Appointee;    

“Financing Subsidiary” means a subsidiary company of the Appointee: 

(1) (a) which is wholly owned by the Appointee; and 

(b) the sole purpose of which, as reflected in the company’s articles of 

association, is to raise finance on behalf of the Appointee for the 

purposes of the Regulated Activities; 

or 

(2) Which the Water Services Regulation Authority has agreed in writing will 

be considered a Financing Subsidiary. 

 “Holding Company” has the meaning set out in section 1159 of the 

Companies Act 2006; 

“Investment Grade Rating” means an Issuer Credit Rating recognised as 

investment grade by a Credit Rating Agency; 

“Issuer Credit Rating” means a credit rating assigned to an issuer of 

corporate debt by a Credit Rating Agency;  

“Lowest Investment Grade Rating” means: 

(a) an Issuer Credit Rating of BBB- by Standard & Poor’s Ratings Group or 

Fitch Ratings Limited or an Issuer Credit Rating of Baa3 by Moody’s 

Investors Services Incorporated or such Issuer Credit Rating as may be 

specified from time to time by any of these credit rating agencies as the 

lowest Investment Grade Rating; or    

(b) an equivalent rating from any other Credit Rating Agency;  
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 “Ring-fencing Certificate” means a certificate, submitted to the Water 

Services Regulation Authority by the Appointee, which states that, in the 

opinion of the Board of the Appointee: 

(a) the Appointee will have available to it sufficient financial resources and 

facilities to enable it to carry out the Regulated Activities, for at least the 

twelve month period following the date on which the certificate is 

submitted; 

(b) the Appointee will have available to it sufficient management resources 

and systems of planning and internal control to enable it to carry out the 

Regulated Activities, for at least the twelve month period following the 

date on which the certificate is submitted; and 

(c) all contracts entered into between the Appointee and any Associated 

Company include the necessary provisions and requirements in respect 

of the standard of service to be supplied to the Appointee, to ensure that 

it is able to carry out the Regulated Activities; 

“subsidiary” has the meaning set out in section 1159 of the Companies Act 

2006; 

“Ultimate Controller” means any person which, whether alone or jointly and 

whether directly or indirectly is, in the reasonable determination of the Water 

Services Regulation Authority, in a position to control or in a position to 

materially influence the policy or affairs of the Appointee or any Holding 

Company of the Appointee;  

“United Kingdom Holding Company” means a Holding Company which is 

registered in the United Kingdom and which is not a subsidiary of any 

company registered in the United Kingdom;  
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Condition P 

We propose to modify Condition P – which is currently not used – as follows: 

Condition P: Regulatory ring-fence 

1 Introduction 

1.1 The purpose of this Condition is to ensure that: 

(a) the Appointed Business is conducted as if it is substantially the 

Appointee’s sole business and it is a public limited company separate 

from any other business carried out by the Appointee; 

(b) the Appointee retains sufficient rights and assets and has in place 

adequate financial resources and facilities, management resources and 

systems of planning and internal controls; 

(c) any transfers or transactions entered into by the Appointee do not 

adversely affect the Appointee’s ability to carry out the Regulated 

Activities;  

and 

(d) the Appointee demonstrates that it is complying with the requirements of 

this Condition. 

2 Conduct of the Appointed Business 

2.1 The Appointee must, at all times, conduct the Appointed Business as if the 

Appointed Business were: 

(a) substantially the Appointee’s sole business; and 

(b) a public limited company separate from any other business carried out 

by the Appointee. 
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2.2 The Appointee must meet the corporate governance principles issued by the 

Water Services Regulation Authority and revised from time to time.  

2.3 The Appointee will demonstrate, in an appropriate manner, how it is meeting 

the principles referred to in paragraph 2.2.  

 

3 The Role of the company’s Ultimate Controller and United Kingdom Holding 

Company 

3.1 The Appointee must ensure that, at all times:  

(a) there is an undertaking in place which is given by the Ultimate 

Controller of the Appointee in favour of the Appointee; and 

(b) where the United Kingdom Holding Company of the Appointee is not 

the Ultimate Controller of the Appointee, there is an undertaking in 

place which is given by the United Kingdom Holding Company of the 

Appointee in favour of the Appointee. 

3.2 The Appointee must ensure that any undertaking given pursuant to paragraph 

3.1 provides: 

(a) that the person giving the undertaking must, and must procure that 

each of its subsidiaries other than the Appointee and its subsidiaries: 

(i) provides to the Appointee such information as is necessary to 

enable the Appointee to comply with; and 

(ii) does not take any action which may cause the Appointee to 

breach any of, 

its obligations under the Water Industry Act 1991 or under these Conditions; 

and 
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3.3 Where: 

(a) an undertaking required to be given by a person in accordance with 

paragraph 3.1 is not in place; or  

(b) there has been a breach of the terms of such an undertaking by the 

person that gave it and that breach has not been remedied, 

the Appointee must not enter into any new contract or arrangement with such 

a person or the subsidiaries of such a person other than subsidiaries of the 

Appointee, without the prior written approval of the Water Services Regulation 

Authority. 

3.4 The Appointee must provide to the Water Services Regulation Authority such 

certified copies of any undertaking given pursuant to paragraph 3.1 as are 

requested by the Water Services Regulation Authority. 

3.5 The Appointee must immediately inform the Water Services Regulation 

Authority in writing if the Appointee becomes aware that: 

(a) an undertaking given by a person pursuant to paragraph 3.1 has 

ceased to be legally enforceable; or  

(b) there has been a breach of the terms of such an undertaking by the 

person that gave it. 

4 Assets, rights and resources 

4.1 The Appointee must, at all times, act in a manner which is best calculated to 

ensure that it has in place adequate: 

(a) financial resources and facilities; 

(b) management resources; and 
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(c) systems of planning and internal control, 

to enable it to carry out the Regulated Activities. The above requirements 

must not be dependent upon the discharge by any other person of any 

obligation under, or arising from, any agreement or arrangement under which 

that other person has agreed to provide any services to the Appointee in its 

capacity as a Relevant Undertaker. 

4.2 The Appointee must ensure that, as far as reasonably practicable, it has 

available to it sufficient rights and resources other than financial resources so 

that if, at any time, a special administration order were to be made in relation to 

it, the special administrator would be able to manage the affairs, business and 

property of the Appointee in accordance with the purposes of the special 

administration order. 

4.3 For the purposes of paragraph 4.2, the Appointee is not required to amend the 

terms of any legal obligation which has been transferred to it in accordance with 

a scheme made under Schedule 2 to the Water Industry Act 1991. 

4.4 Where rights and resources which are required to be made available pursuant 

to paragraph 4.2 are made available by a Group Company, the Appointee must 

ensure that if, at any time, a special administration order were to be made in 

relation to it, the rights and resources would be available to the special 

administrator for the purpose set out in paragraph 4.2. 

5 Listing of financial instruments 

5.1 If the Ultimate Controller of the Appointee is not listed on the London Stock 

Exchange or on another exchange that the Water Services Regulation Authority 

agrees is of similar standing the Appointee must comply with paragraph 5.2. 

5.2 The Appointee must use all reasonable endeavours to maintain the listing of a 

financial instrument, whose market price should reflect the financial position of 

the Appointed Business, on: 
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(a) the London Stock Exchange; or 

(b) with prior agreement of the Water Services Regulation Authority, 

another exchange of similar standing, 

unless the Water Services Regulation Authority, following an application by 

the Appointee, determines that market conditions are such that it would be 

inappropriate for the Appointee to maintain the listing of such a financial 

instrument. 

6 Transfer Pricing and Cross-Default Obligations 

6.1 The Appointee must ensure that: 

(a) every transaction between the Appointed Business and any Associated 

Company is at arm’s length, so that neither the Appointed Business nor 

the Associated Company gives a cross-subsidy to the other; and 

(b) the Appointed Business neither gives nor receives any cross-subsidy 

from any other business or activity of the Appointee. 

in accordance with Regulatory Accounting Guideline 5 (Transfer Pricing in the 

Water and Sewerage Industry) published by the Water Services Regulation 

Authority and revised from time to time. 

6.2 The Appointee must provide the Water Services Regulation Authority with any 

information about the costs of an Associated Company which provides services 

to the Appointee which the Water Services Regulation Authority reasonably 

requires. 

6.3 The Appointee must not, without the prior approval of the Water Services 

Regulation Authority: 

(a) give a guarantee in relation to any liability of an Associated Company; 
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(b) make a loan to an Associated Company; or 

(c) enter into an agreement or other legal instrument incorporating a Cross-

Default Obligation. 

6.4 The Appointee must not continue or permit to remain in effect an agreement or 

other legal instrument incorporating a Cross-Default Obligation unless: 

(a) prior approval has been given by the Water Services Regulation 

Authority; or 

(b) the Cross-Default Obligation would only arise on a default by a 

subsidiary of the Appointee and the Appointee ensures that:    

(i) the period for which the Cross-Default Obligation is in effect is 

not extended;  

(ii) liability under the Cross-Default Obligation is not increased; and 

(iii) no change is made to the circumstances in which liability under 

the Cross-Default Obligation may arise. 

6.5   The Appointee shall not, without the consent of the Water Services 

Regulation Authority and otherwise than in compliance with its directions concerning 

the valuation of the asset and the treatment of the consideration in the Appointee's 

accounts, transfer to any Associated Company to which paragraph 6.1 applies any 

right or asset to which paragraph 4.2 applies. 

7 Credit Ratings and “Cash Lock-Up” 

7.1 The Appointee must demonstrate its ability to service its debt obligations by 

complying with paragraph 7.2  
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7.2 The Appointee must ensure that it and any Associated Company which issues 

corporate debt on its behalf maintains, at all times, an Issuer Credit Rating 

which is an Investment Grade Rating. 

7.3 The “Cash Lock-Up” provisions set out in paragraph 7.4 apply in any 

circumstances where: 

(a) the Appointee does not hold an Issuer Credit Rating which is an 

Investment Grade Rating; 

(b) the Appointee holds more than one Issuer Credit Rating and one or 

more Issuer Credit Ratings held by it is not an Investment Grade 

Rating; or 

(c) any Issuer Credit Rating held by the Appointee is the Lowest 

Investment Grade Rating and: 

(i) the rating is on review for possible downgrade or is on “Credit 

Watch” or “Rating Watch” with a negative designation; or 

(ii) otherwise where the rating outlook of the Appointee as specified 

by the Credit Rating Agency which has assigned the Lowest 

Investment Grade Rating has been changed from stable or 

positive to negative. 

7.4 Where paragraph 7.3 applies, the Appointee must not, without the prior 

approval of the Water Services Regulation Authority, transfer, lease, licence or 

lend any sum, asset, right or benefit to any Associated Company, other than 

where: 

(a) the Appointee makes a payment to an Associated Company which is: 

(i) pursuant to an agreement entered into prior to the 

circumstances referred to in paragraph 7.3 arising, which 
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provides for the goods, services or assets to be provided on an 

arm’s length basis and on normal commercial terms; and   

(ii) properly due in respect of the goods, services or assets;  

(b) the Appointee transfers, leases, licenses or lends any sum, asset, right 

or benefit to any Associated Company (excluding a dividend payment, 

a distribution out of distributable reserves or a repayment of capital), 

where: 

(i) the transaction is on an arm’s length basis on normal 

commercial terms; and 

(ii) the value due in respect of the transaction is payable wholly in 

cash and is paid in full when the transaction is entered into; 

(c) the Appointee makes a repayment of, a payment of interest on or 

payments in respect of fees, costs or other amounts incurred in respect 

of: 

(i) a loan made from a Financing Subsidiary to the Appointee, 

provided that the Financing Subsidiary continues to be an 

Associated Company of the Appointee; or 

(ii) a loan made prior to the circumstances referred to in paragraph 

7.3 arising which is otherwise in accordance with these 

Conditions, provided that payment in respect of such a loan is 

not made earlier than provided for in accordance with its terms; 

or 

(d) the Appointee makes a payment for group corporation tax relief or for 

the surrender of Advance Corporation Tax, calculated on a basis not 

exceeding the value of the benefit received, provided that the payment 
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is not made before the date on which the amounts of tax subject to the 

relied would have become due. 

8 Dividend Policy 

8.1 The Appointee must, at all times, have in place a dividend policy which 

effectively embodies: 

(a) the principle that dividends declared or paid should not impair the ability 

of the Appointee to finance the Appointed Business; and 

(b) the principle that dividends should be an incentive which is expected to 

reward efficiency and the management of economic risk, 

and has been approved by the Board of the Appointee. 

8.2 The Appointee must ensure that any dividends are declared or paid in 

accordance with the current dividend policy made in accordance with paragraph 

8.1.  

9 Ring-fencing Statement and Certificate 

9.1 The Appointee must publish with its audited accounts for each twelve month 

period a statement as to whether or not (as at the end of the period) the 

Appointee has available to it sufficient rights and resources other than financial 

resources, as required by paragraph 4.2 

9.2 No later than the date on which the Appointee is required to deliver to the Water 

Services Regulation Authority a copy of each set of accounting statements 

prepared under Condition F, the Appointee must submit a Ring-fencing 

Certificate to the Water Services Regulation Authority. 

9.3 Where the Board of the Appointee becomes aware of any activity of the 

Appointee or any Group Company which does not form part of the Regulated 
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Activities, and which may be material in relation to the Appointee’s ability to 

finance the Regulated Activities, the Appointee must: 

(a) inform the Water Services Regulation Authority; and  

(b) within fourteen days of becoming aware of the activity, submit a new 

Ring-fencing Certificate to the Water Services Regulation Authority.  

9.4 Where the Board of the Appointee becomes aware of any circumstances which 

would change its opinion such that it would not give the opinion contained in 

the Ring-fencing Certificate, the Appointee must inform the Water Services 

Regulation Authority of this in writing. 

9.5 Whenever the Appointee submits a Ring-fencing Certificate to the Water 

Services Regulation Authority, the Appointee must submit a statement of the 

main factors which the Board of the Appointee has taken into account in giving 

its opinion for the Ring-fencing Certificate. 

9.6 A Ring-fencing Certificate must be: 

(a) signed by all directors of the Appointee on the date of submission; or 

(b) approved at a meeting of the Board of the Appointee, convened in 

accordance with the Appointee’s articles of association, in which case 

the Ring-fencing Certificate must: 

(i) be signed by a director of the Appointee or the Appointee’s 

company secretary; and 

(ii) have appended to it a certified copy of the minutes of the 

approval.  

9.7 Each Ring-fencing Certificate shall be accompanied by a report prepared by 

the Appointee's Auditors and addressed to the Water Services Regulation Authority, 

stating whether they are aware of any inconsistencies between that Ring-fencing 
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Certificate and either the statements referred to in sub-paragraph 9.3 of condition F 

or any information which the Auditors obtained in the course of their work as the 

Appointee's Auditors and, if so, what they are. 

10 Reporting of Material Issues 

10.1 Where the Board of the Appointee becomes aware of any circumstance that 

may materially affect the Appointee’s ability to carry out the Regulated Activities 

the Appointee must inform the Water Services Regulation Authority as soon as 

possible. 

11 References to Competition and Markets Authority  

11.1 Where the Authority gives notice to the Appointee that a revision is to be made 

to the corporate governance principles referred to in paragraph 2.2 the 

Appointee may, by notice given to the Authority within one month of such a 

notice, require the Authority to make a reference to the Competition and 

Markets Authority for it to determine whether the revision is reasonable and 

appropriate for the purposes of this Condition.  

11.2 Where the Authority has made a reference to the Competition and Markets 

Authority pursuant to paragraph 11.1, the revision which is the subject of the 

reference shall not take effect unless the Competition and Markets Authority 

determines that the revision is to take effect, in which case the revision shall 

take effect on such a date as the Competition and Markets Authority may 

determine. 

Removal of paragraphs from other conditions 

As a consequence of the new ring-fencing condition as Condition P, we also propose 

removing the following paragraphs: 
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Condition F 

1 (4), 1 (6), 6.1, and all paragraphs in 6A 

Condition K 

All paragraphs in 3. 
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Appendix 6 – ring fencing conditions, Dee Valley Water 

Condition A 

We propose adding the following to Condition A: 

2 In construing these Conditions: 

… 

(1) references to a liability shall be taken to include the creation of any 

mortgage, charge, pledge, lien or other form of security of encumbrance, 

the making of a loan and the taking on of a debt; and 

a. references to a loan shall be taken to include the transfer or lending, by 

any means, of any sum of money or rights in respect of that sum. 

3 Unless the context otherwise requires, in these Conditions: 

“Credit Rating Agency” means: 

(a) Standard and Poor’s Ratings Group (or any of its subsidiaries); 

(b) Moody’s Investors Services Incorporated (or any of its subsidiaries); 

(c) Fitch Ratings Limited; or 

(d) any reputable credit rating agency which has been notified to the 

Appointee by the Water Services Regulation Authority as having 

comparable standing to Standard & Poor’s Ratings Group, Moody’s 

Investors Services Incorporated and Fitch Ratings Limited in both the 

United Kingdom and the United States of America; 

“Cross-Default Obligation” means a legal obligation contained in an 

agreement or arrangement where the Appointee’s liability to pay or repay any 
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debt or other sum arises or is increased or accelerated due to the default of 

any person other than the Appointee;    

“Financing Subsidiary” means a subsidiary company of the Appointee: 

(a) which is wholly owned by the Appointee; and 

(b) the sole purpose of which, as reflected in the company’s articles of 

association, is to raise finance on behalf of the Appointee for the 

purposes of the Regulated Activities; 

“Holding Company” has the meaning set out in section 1159 of the 

Companies Act 2006; 

“Investment Grade Rating” means an Issuer Credit Rating recognised as 

investment grade by a Credit Rating Agency; 

“Issuer Credit Rating” means a credit rating assigned to an issuer of 

corporate debt by a Credit Rating Agency;  

“Lowest Investment Grade Rating” means: 

(a) an Issuer Credit Rating of BBB- by Standard & Poor’s Ratings Group or 

Fitch Ratings Limited or an Issuer Credit Rating of Baa3 by Moody’s 

Investors Services Incorporated or such Issuer Credit Rating as may be 

specified from time to time by any of these credit rating agencies as the 

lowest Investment Grade Rating; or    

(b) an equivalent rating from any other Credit Rating Agency;  

 “Ring-fencing Certificate” means a certificate, submitted to the Water 

Services Regulation Authority by the Appointee, which states that, in the 

opinion of the Board of the Appointee: 
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(a) the Appointee will have available to it sufficient financial resources and 

facilities to enable it to carry out the Regulated Activities, for at least the 

twelve month period following the date on which the certificate is 

submitted; 

(b) the Appointee will have available to it sufficient management resources 

and systems of planning and internal control to enable it to carry out the 

Regulated Activities, for at least the twelve month period following the 

date on which the certificate is submitted; and 

(c) all contracts entered into between the Appointee and any Associated 

Company include the necessary provisions and requirements in respect 

of the standard of service to be supplied to the Appointee, to ensure that 

it is able to carry out the Regulated Activities; 

“subsidiary” has the meaning set out in section 1159 of the Companies Act 

2006; 

“Ultimate Controller” means any person which, whether alone or jointly and 

whether directly or indirectly is, in the reasonable determination of the Water 

Services Regulation Authority, in a position to control or in a position to 

materially influence the policy or affairs of the Appointee or any Holding 

Company of the Appointee;  

“United Kingdom Holding Company” means a Holding Company which is 

registered in the United Kingdom and which is not a subsidiary of any 

company registered in the United Kingdom;  

 

Condition P 

We propose to replace Condition P as follows: 
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Condition P: Regulatory ring-fence 

1 Introduction 

1.1 The purpose of this Condition is to ensure that: 

(a) the Appointed Business is conducted as if it is substantially the 

Appointee’s sole business and it is a public limited company separate 

from any other business carried out by the Appointee; 

(b) the Appointee retains sufficient rights and assets and has in place 

adequate financial resources and facilities, management resources and 

systems of planning and internal controls; 

(c) any transfers or transactions entered into by the Appointee do not 

adversely affect the Appointee’s ability to carry out the Regulated 

Activities;  

and 

(d) the Appointee demonstrates that it is complying with the requirements of 

this Condition. 

2 Conduct of the Appointed Business 

2.1 The Appointee must, at all times, conduct the Appointed Business as if the 

Appointed Business were: 

(a) substantially the Appointee’s sole business; and 

(b) a public limited company separate from any other business carried out 

by the Appointee. 

2.2 The Appointee must meet the corporate governance principles issued by the 

Water Services Regulation Authority and revised from time to time.  
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2.3 The Appointee will demonstrate, in an appropriate manner, how it is meeting 

the principles referred to in paragraph 2.2.  

 

3 The Role of the company’s Ultimate Controller and United Kingdom Holding 

Company 

3.1 The Appointee must ensure that, at all times:  

(a) there is an undertaking in place which is given by the Ultimate 

Controller of the Appointee in favour of the Appointee; and 

(b) where the United Kingdom Holding Company of the Appointee is not 

the Ultimate Controller of the Appointee, there is an undertaking in 

place which is given by the United Kingdom Holding Company of the 

Appointee in favour of the Appointee. 

3.2 The Appointee must ensure that any undertaking given pursuant to paragraph 

3.1 provides: 

(a) that the person giving the undertaking must, and must procure that 

each of its subsidiaries other than the Appointee and its subsidiaries: 

(i) provides to the Appointee such information as is necessary to 

enable the Appointee to comply with; and 

(ii) does not take any action which may cause the Appointee to 

breach any of, 

its obligations under the Water Industry Act 1991 or under these Conditions; 

and 

3.3 Where: 
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(a) an undertaking required to be given by a person in accordance with 

paragraph 3.1 is not in place; or  

(b) there has been a breach of the terms of such an undertaking by the 

person that gave it and that breach has not been remedied, 

the Appointee must not enter into any new contract or arrangement with such 

a person or the subsidiaries of such a person other than subsidiaries of the 

Appointee, without the prior written approval of the Water Services Regulation 

Authority. 

3.4 The Appointee must provide to the Water Services Regulation Authority such 

certified copies of any undertaking given pursuant to paragraph 3.1 as are 

requested by the Water Services Regulation Authority. 

3.5 The Appointee must immediately inform the Water Services Regulation 

Authority in writing if the Appointee becomes aware that: 

(a) an undertaking given by a person pursuant to paragraph 3.1 has 

ceased to be legally enforceable; or  

(b) there has been a breach of the terms of such an undertaking by the 

person that gave it. 

4 Assets, rights and resources 

4.1 The Appointee must, at all times, act in a manner which is best calculated to 

ensure that it has in place adequate: 

(a) financial resources and facilities; 

(b) management resources; and 

(c) systems of planning and internal control, 
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to enable it to carry out the Regulated Activities. The above requirements 

must not be dependent upon the discharge by any other person of any 

obligation under, or arising from, any agreement or arrangement under which 

that other person has agreed to provide any services to the Appointee in its 

capacity as a Relevant Undertaker. 

4.2 The Appointee must ensure that, as far as reasonably practicable, it has 

available to it sufficient rights and resources other than financial resources so 

that if, at any time, a special administration order were to be made in relation to 

it, the special administrator would be able to manage the affairs, business and 

property of the Appointee in accordance with the purposes of the special 

administration order. 

4.3 For the purposes of paragraph 4.2, the Appointee is not required to amend the 

terms of any legal obligation which has been transferred to it in accordance with 

a scheme made under Schedule 2 to the Water Industry Act 1991. 

4.4 Where rights and resources which are required to be made available pursuant 

to paragraph 4.2 are made available by a Group Company, the Appointee must 

ensure that if, at any time, a special administration order were to be made in 

relation to it, the rights and resources would be available to the special 

administrator for the purpose set out in paragraph 4.2. 

5 Listing of financial instruments 

5.1 If the Ultimate Controller of the Appointee is not listed on the London Stock 

Exchange or on another exchange that the Water Services Regulation Authority 

agrees is of similar standing the Appointee must comply with paragraph 5.2. 

5.2 The Appointee must use all reasonable endeavours to maintain the listing of a 

financial instrument, whose market price should reflect the financial position of 

the Appointed Business, on: 

(a) the London Stock Exchange; or 
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(b) with prior agreement of the Water Services Regulation Authority, 

another exchange of similar standing, 

unless the Water Services Regulation Authority, following an application by 

the Appointee, determines that market conditions are such that it would be 

inappropriate for the Appointee to maintain the listing of such a financial 

instrument. 

6 Transfer Pricing and Cross-Default Obligations 

6.1 The Appointee must ensure that: 

(a) every transaction between the Appointed Business and any Associated 

Company is at arm’s length, so that neither the Appointed Business nor 

the Associated Company gives a cross-subsidy to the other; and 

(b) the Appointed Business neither gives nor receives any cross-subsidy 

from any other business or activity of the Appointee. 

in accordance with Regulatory Accounting Guideline 5 (Transfer Pricing in the 

Water and Sewerage Industry) published by the Water Services Regulation 

Authority and revised from time to time. 

6.2 The Appointee must provide the Water Services Regulation Authority with any 

information about the costs of an Associated Company which provides services 

to the Appointee which the Water Services Regulation Authority reasonably 

requires. 

6.3 The Appointee must not, without the prior approval of the Water Services 

Regulation Authority: 

(a) give a guarantee in relation to any liability of an Associated Company; 

(b) make a loan to an Associated Company; or 
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(c) enter into an agreement or other legal instrument incorporating a Cross-

Default Obligation. 

6.4 The Appointee must not continue or permit to remain in effect an agreement or 

other legal instrument incorporating a Cross-Default Obligation unless: 

(a) prior approval has been given by the Water Services Regulation 

Authority; or 

(b) the Cross-Default Obligation would only arise on a default by a 

subsidiary of the Appointee and the Appointee ensures that:    

(i) the period for which the Cross-Default Obligation is in effect is 

not extended;  

(ii) liability under the Cross-Default Obligation is not increased; and 

(iii) no change is made to the circumstances in which liability under 

the Cross-Default Obligation may arise. 

6.5   The Appointee shall not, without the consent of the Water Services 

Regulation Authority and otherwise than in compliance with its directions concerning 

the valuation of the asset and the treatment of the consideration in the Appointee's 

accounts, transfer to any Associated Company to which paragraph 6.1 applies any 

right or asset to which paragraph 4.2 applies. 

7 Credit Ratings and “Cash Lock-Up” 

7.1 The Appointee must demonstrate its ability to service its debt obligations by 

complying with paragraph 7.2 other than where the Water Service Regulation 

Authority agrees that the Appointee does not need to comply with paragraph 

7.2, whereupon it must comply with paragraph 7.3. 
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7.2 The Appointee must ensure that it and any Associated Company which issues 

corporate debt on its behalf maintains, at all times, an Issuer Credit Rating 

which is an Investment Grade Rating. 

7.3 Where the Water Services Regulation Authority has agreed that the Appointee 

is not required to comply with paragraph 7.2, the Appointee must no later than 

the date on which the Appointee is required to deliver to the Water Services 

Regulation Authority a copy of each set of accounting statements prepared 

under Condition F submit to the Water Services Regulation Authority a 

certificate which: 

(a) states that in the opinion of the Board of the Appointee, the Appointee 

would be able to maintain an Issuer Credit Rating which is an 

Investment Grade Rating; and 

(b) includes a statement of the main factors, including financial ratios and 

other information, which the Board has taken into account in giving its 

opinion for the certificate. 

7.4 The “Cash Lock-Up” provisions set out in paragraph 7.5 apply in any 

circumstances where: 

(a) the Appointee does not hold an Issuer Credit Rating which is an 

Investment Grade Rating; 

(b) the Appointee holds more than one Issuer Credit Rating and one or 

more Issuer Credit Ratings held by it is not an Investment Grade 

Rating; or 

(c) any Issuer Credit Rating held by the Appointee is the Lowest 

Investment Grade Rating and: 

(i) the rating is on review for possible downgrade or is on “Credit 

Watch” or “Rating Watch” with a negative designation; or 
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(ii) otherwise where the rating outlook of the Appointee as specified 

by the Credit Rating Agency which has assigned the Lowest 

Investment Grade Rating has been changed from stable or 

positive to negative. 

7.5 Where paragraph 7.4 applies, the Appointee must not, without the prior 

approval of the Water Services Regulation Authority, transfer, lease, licence or 

lend any sum, asset, right or benefit to any Associated Company, other than 

where: 

(a) the Appointee makes a payment to an Associated Company which is: 

(i) pursuant to an agreement entered into prior to the 

circumstances referred to in paragraph 7.4 arising, which 

provides for the goods, services or assets to be provided on an 

arm’s length basis and on normal commercial terms; and   

(ii) properly due in respect of the goods, services or assets;  

(b) the Appointee transfers, leases, licenses or lends any sum, asset, right 

or benefit to any Associated Company (excluding a dividend payment, 

a distribution out of distributable reserves or a repayment of capital), 

where: 

(i) the transaction is on an arm’s length basis on normal 

commercial terms; and 

(ii) the value due in respect of the transaction is payable wholly in 

cash and is paid in full when the transaction is entered into; 

(c) the Appointee makes a repayment of, a payment of interest on or 

payments in respect of fees, costs or other amounts incurred in respect 

of: 
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(i) a loan made from a Financing Subsidiary to the Appointee, 

provided that the Financing Subsidiary continues to be an 

Associated Company of the Appointee; or 

(ii) a loan made prior to the circumstances referred to in paragraph 

7.4 arising which is otherwise in accordance with these 

Conditions, provided that payment in respect of such a loan is 

not made earlier than provided for in accordance with its terms; 

or 

(d) the Appointee makes a payment for group corporation tax relief or for 

the surrender of Advance Corporation Tax, calculated on a basis not 

exceeding the value of the benefit received, provided that the payment 

is not made before the date on which the amounts of tax subject to the 

relied would have become due. 

7.6 Where the Water Services Regulation Authority has agreed that the Appointee 

is not required to comply with paragraph 7.2, the “Cash Lock-Up” provisions set 

out in paragraph 7.5 apply in any circumstances where the Appointee has not 

complied with paragraph 7.3 (and in those circumstances the references in 

paragraph 7.5 to paragraph 7.4 have effect as if they were references to this 

paragraph) and do not apply in any other circumstances. 

8 Dividend Policy 

8.1 The Appointee must, at all times, have in place a dividend policy which 

effectively embodies: 

(a) the principle that dividends declared or paid should not impair the ability 

of the Appointee to finance the Appointed Business; and 

(b) the principle that dividends should be an incentive which is expected to 

reward efficiency and the management of economic risk, 
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and has been approved by the Board of the Appointee. 

8.2 The Appointee must ensure that any dividends are declared or paid in 

accordance with the current dividend policy made in accordance with paragraph 

8.1.  

9 Ring-fencing Statement and Certificate 

9.1 The Appointee must publish with its audited accounts for each twelve month 

period a statement as to whether or not (as at the end of the period) the 

Appointee has available to it sufficient rights and resources other than financial 

resources, as required by paragraph 4.2 

9.2 No later than the date on which the Appointee is required to deliver to the Water 

Services Regulation Authority a copy of each set of accounting statements 

prepared under Condition F, the Appointee must submit a Ring-fencing 

Certificate to the Water Services Regulation Authority. 

9.3 Where the Board of the Appointee becomes aware of any activity of the 

Appointee or any Group Company which does not form part of the Regulated 

Activities, and which may be material in relation to the Appointee’s ability to 

finance the Regulated Activities, the Appointee must: 

(a) inform the Water Services Regulation Authority; and  

(b) within fourteen days of becoming aware of the activity, submit a new 

Ring-fencing Certificate to the Water Services Regulation Authority.  

9.4 Where the Board of the Appointee becomes aware of any circumstances which 

would change its opinion such that it would not give the opinion contained in 

the Ring-fencing Certificate, the Appointee must inform the Water Services 

Regulation Authority of this in writing. 

9.5 Whenever the Appointee submits a Ring-fencing Certificate to the Water 

Services Regulation Authority, the Appointee must submit a statement of the 
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main factors which the Board of the Appointee has taken into account in giving 

its opinion for the Ring-fencing Certificate. 

9.6 A Ring-fencing Certificate must be: 

(a) signed by all directors of the Appointee on the date of submission; or 

(b) approved at a meeting of the Board of the Appointee, convened in 

accordance with the Appointee’s articles of association, in which case 

the Ring-fencing Certificate must: 

(i) be signed by a director of the Appointee or the Appointee’s 

company secretary; and 

(ii) have appended to it a certified copy of the minutes of the 

approval.  

9.7 Each Ring-fencing Certificate shall be accompanied by a report prepared by 

the Appointee's Auditors and addressed to the Water Services Regulation Authority, 

stating whether they are aware of any inconsistencies between that Ring-fencing 

Certificate and either the statements referred to in sub-paragraph 9.3 of condition F 

or any information which the Auditors obtained in the course of their work as the 

Appointee's Auditors and, if so, what they are. 

10 Reporting of Material Issues 

10.1 Where the Board of the Appointee becomes aware of any circumstance that 

may materially affect the Appointee’s ability to carry out the Regulated Activities 

the Appointee must inform the Water Services Regulation Authority as soon as 

possible. 

11 References to Competition and Markets Authority  

11.1 Where the Authority gives notice to the Appointee that a revision is to be made 

to the corporate governance principles referred to in paragraph 2.2 the 
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Appointee may, by notice given to the Authority within one month of such a 

notice, require the Authority to make a reference to the Competition and 

Markets Authority for it to determine whether the revision is reasonable and 

appropriate for the purposes of this Condition.  

11.2 Where the Authority has made a reference to the Competition and Markets 

Authority pursuant to paragraph 11.1, the revision which is the subject of the 

reference shall not take effect unless the Competition and Markets Authority 

determines that the revision is to take effect, in which case the revision shall 

take effect on such a date as the Competition and Markets Authority may 

determine. 

Removal of paragraphs from other conditions 

As a consequence of the new ring-fencing condition as Condition P, we also propose 

removing the following paragraphs: 

Condition F 

1 (4), 1 (4A), 1 (6), 6.1, 6.8, 6.9, 6.10, 6.11, 6.12 and all paragraphs in 6A. 

Condition K 

All paragraphs in 3. 

Condition P 

All existing paragraphs (1, 2, 3, 4). 
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Appendix 7 – Supplementary Information 

This supplementary information provides further clarity about our proposed licence 

modifications for Severn Trent Water and Dee Valley Water. It contains details of 

commitments Severn Trent Water and Dee Valley Water made relating to our PR14 

determinations that need restating. It does not introduce any new data to affect the 

proposed licence modifications, but instead provides further information to 

stakeholders. 

Our proposed licence modifications, which replace tables within the price control 

determinations, would be sufficient to ensure that the price controls continue to apply 

to the right customers and the companies would be able to meet their commitment of 

no changes in bills. But, as noted above, there are also other commitments relating 

to our PR14 determinations that need to be restated including: 

o Regulatory capital value (RCV) – Ofwat maintains an RCV for each 

company, split by wholesale water and wholesale wastewater, which is used 

for calculating future price determinations. For Severn Trent Water and Dee 

Valley Water, we need to decide on a split. 

 

o Outcome performance commitments – and outcome delivery incentives 

(ODIs). Both companies made commitments to their customers at PR14, and 

we set out these commitments alongside our determinations. We will hold 

companies to account for these commitments. We also set outcome delivery 

incentives, which can include a payment to the company for out-performance 

or a penalty for under-performance – where customers agreed to these. We 

now need to ensure that these commitments are transferred with customers, 

and the right customers pay for any out-performance or receive the penalty 

payment for under-performance. 

 

o Totex sharing – at PR14, we set out a cost sharing mechanism. Under this 

incentive, the company and customers will share any under-performance or 

out-performance against a ‘totex baseline’ set in advance. This incentivises 

cost efficiency while ensuring that customers benefit from this too. We now 

need to revise the totex baselines and menu choices (see PR14 

determinations). 

In principle, we have said that customers should receive the same bills and service 

through this process. This means that we need to set out how any financial 

adjustments resulting from the performance of Severn Trent Water (in the first three 

https://www.ofwat.gov.uk/regulated-companies/price-review/price-review-2014/final-determinations/
https://www.ofwat.gov.uk/regulated-companies/price-review/price-review-2014/final-determinations/
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years and three months of the period) will be reflected in not just the Severn Trent 

Water determinations at PR19, but also the Dee Valley Water determinations at 

PR19. We will need to set out the equivalent for any financial adjustments resulting 

from the performance of Dee Valley Water, too.  

Regulatory capital value 

Our decision on modifying the areas of appointment included an assessment of 

regulatory capital value (RCV). The table included in that document is replicated 

here. 

Table 2 - Projected RCV allocation of RCV values as at 31 March 2020 based on the 

PR14 Final Determinations (£m, 2012-13 prices) 

 RCV (31 March 2020 2012/13 Prices) 

 Before licence variation 

£m 

Post licence variation £m 

Severn Trent Water 
7,947.9 7,970.0 

Water 
3,834.3 3,858.0 

Wastewater 
4,113.6 4,112.0 

Dee Valley Water 
87.3 65.2 

Water 
87.3 63.6 

Wastewater 
- 1.6 

In addition to RCV, we set pay-as-you-go ratios (PAYG) for companies in our 

determinations at PR14. These were used to calculate the proportion of totex that 

would be assumed to be paid ‘in-year’, rather than added to the RCV. But they are 

also used in our reconciliation of totex under-performance or out-performance. 

For this purpose, we propose using the PAYG stated by Severn Trent Water and 

Dee Valley Water as part of their NAV applications: 

https://www.ofwat.gov.uk/publication/variation-severn-trent-water-limiteds-appointment-include-powys-site-variation-dee-valley-water-limiteds-appointment-include-chester-site/
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Table 3 – PAYG ratios, RCV run-off, and totex additions average life (2018-19 and 

2019-20) 

 PAYG % RCV run-off 

% 

Totex additions 

average life (years) 

Dee Valley – wholesale 
water 

58.2% 4.19% 26 

Dee Valley – wholesale 
wastewater 

81.3% 3.30% 23 

Outcome performance commitments 

We set out our proposed split of outcome performance commitments when we 

consulted on the changes in areas of appointment. We have amended these since 

the consultation to take account of the licence changes which will take effect on 1 

July (3 months into the charging year). This will help to maintain the principle of 

ensuring that these commitments apply to the same customers as when they were 

set at PR14, and that the right customers pay for any outperformance or receive the 

penalty payment for underperformance. 

This still includes the driver for dividing outcome performance commitments, rather 

than the final performance commitments and ODIs. Severn Trent and Dee Valley 

confirmed that they had discussed their approach with their Customer Challenge 

Groups (CCGs). In our final decision document, we have published tables showing 

how Severn Trent Water are proposing to split the PR14 performance commitment 

levels and outcome delivery incentives (ODIs) for Severn Trent Water and Dee 

Valley Water between the two new companies.  

We expect both Severn Trent and Dee Valley to publish, in detail, their new outcome 

performance commitments and ODIs for 2018-19 and 2019-20 – and how they plan 

to report against these after 1 April 2018. This includes the precise targets and ODIs, 

and how they would expect to report back to customers in each of the areas affected 

by the changes in areas of appointment. 

CCWater has challenged Dee Valley to look at how they track their performance 

across Wales, including both Powys and Wrexham. We expect the company to 

engage with CCWater and publish their final plan. 
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Totex sharing 

At PR14, we set allowances for expenditure in each year. We also set a ‘totex 

baseline’, and ask companies to choose a position on our menu for each of water 

and wastewater (see PR14 final determinations for details). This will be reconciled at 

PR19. 

For Severn Trent Water and Dee Valley Water, we have said that we will recalculate 

the totex baselines and menu choices – to separate the first three years and three 

months (under the old companies) and the second one year and nine months (under 

the new companies). This is because: 

1. We want to ensure that customers share the costs incurred on providing their 

service – and that these are appropriately shared across geographical areas; 

and 

2. We want to ensure that neither company is rewarded or penalised for 

efficiency which was not within management control – that is, once assets and 

responsibilities transfer from one company to the other, the first company 

should not have any further part in efficiency incentives. 

Table 7 – totex menu baselines from PR14 final determinations (£m, 2012-13 prices) 

Totex menu 

baseline 

2015-16 2016-17 2017-18 2018-19 2019-20 Menu 

ratio 

Dee Valley Water  
– wholesale water 

20.811 24.750 21.511 15.275 16.036 103.81 

Severn Trent 
Water – 
wholesale water 

501.672 562.427 592.862 587.690 537.593 103.27 

Severn Trent 
Water – 
wholesale 
wastewater 

480.963 558.900 582.786 578.863 535.200 95.12 

After our final determinations, we gave companies a choice to vary their menu 

position from the implied position we used in the final determinations. Dee Valley 

Water chose a position of 100 on the menu, which meant that they were setting 

themselves a more ambitious target than their original business plan. 

We have recalculated the totex menu baselines using an allocation of totex between 

the four regions affected by the changes in area of appointment (Powys, Chester, 

Wrexham, and Severn Trent Water in England). For 2018-19, this includes a split 
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based on the first three months (under the old companies) and the second nine 

months (under the new companies). For Dee Valley Water’s wholesale water menu 

choice, which would otherwise be 103.34 under the implied totex, we have set this 

instead to 100 to reflect their choice after PR14. 

Table 8 – new totex menu baselines for companies from 1 April 2018 (£m, 2012-13 

prices) 

Totex menu baseline 2018-

19 Q1 

2018-

19 Q2-4 

2019-

20 

Menu 

ratio 

Dee Valley Water – wholesale water 3.437 14.598 18.569 100 

Dee Valley Water – wholesale wastewater  4.161 4.963 95.13 

Severn Trent Water – wholesale water 132.230 452.699 535.060 103.28 

Severn Trent Water – wholesale wastewater 130.244 444.458 530.237 95.13 

At PR19, we will use Table 7 to calculate totex adjustments for the first three years of 

the price controls (2015-18) and Table 8 to calculate totex adjustments for the last 

two years (2018-20). 

Service Incentive Mechanism  

We use the Service Incentive Mechanism (SIM) to incentivise good customer service 

from water companies. This compares all companies, and rewards the best 

performing – while penalising the worst performing. In this price control period, SIM 

applies to four years of performance from 2015-16 to 2018-19. 

The SIM is based on relative performance and because of this we cannot calculate 

the incentive payments in advance of knowing the SIM results. It is also important 

that, as for totex, we consider separating the first three years of 2015-16 to 2017-18 

(under the old companies) and the second two years of 2018-19 and 2019-20 (under 

the new companies). This is because: 

1. We want to ensure that customers are compensated appropriately for poor 

customer service; and companies are appropriately incentivised if they 

provide excellent customer service; and 

2. We want to ensure that neither company is rewarded or penalised for 

customer service which was not within its management’s control – that is, 

once customers transfer from one company to the other, the first company 

should not have any further part in customer service incentives. 
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With SIM, this is not entirely possible – we cannot calculate a partial comparison, 

and must do so for the first four years of the control period together. But in practice, 

customer service does remain largely within management control in this particular 

transfer, as most customers will continue to receive their customer service from the 

same source in the first year after the transfer. 

In this case, we propose calculating the SIM score for the four years across each of 

Severn Trent Water and Dee Valley Water. This includes using the surveys and 

customer complaints data in the last nine months of 2018-19 for the new areas of 

appointment – based on a slightly different customer base. 

We will use the ranking of all companies, including these two companies relative to 

the rest of the sector, to make decisions about the percentage of outperformance 

payment or penalty for each company for SIM. This will then be applied to total 

household revenue to calculate a revenue adjustment in £m, based on the new 

companies. 

Finally, this total revenue adjustment for each company will be allocated between 

current and former customers. This means that 75% of the revenue adjustment will 

be allocated between the new Severn Trent Water and Dee Valley Water companies 

according to relative household revenues in each of the first three years of the 

control period. The remaining 25% will remain with the new company. An illustrative 

example is: 

 Let us assume that the SIM mechanism for Dee Valley Water concludes that 

the new company should receive a £4,000 penalty for under-performance.  

 This would be divided into a £1,000 penalty to be applied directly to the new 

Dee Valley Water price controls at PR19, and £3,000 to be allocated between 

the companies. 

 This £3,000 would then be divided according to the relative household 

revenue between all Dee Valley Water customers from 2015-18 – for 

example, approximately 60% of this £3,000 penalty would be retained by Dee 

Valley Water (to reflect the remaining customers in Wrexham), and the 

remaining 40% would be taken by Severn Trent Water (to reflect the 

transferred customers in Chester).  

 Dee Valley Water should also expect a share of the revenue adjustment 

resulting from Severn Trent’s SIM, though this will likely be less than 1% of 

any Severn Trent Water revenue adjustment (reflecting the relative size of 

Severn Trent compared to the Powys area). 
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This approach means that customers share the costs of good customer service 

received – or are compensated for poor customer service – in the first three years of 

the control period, based on their companies at the time. 

Table 9 – estimated allocation of household SIM 2015-16 to 2017-18 (%) 

Retail incentives Driver New Dee 

Valley Water 

New Severn 

Trent Water 

Dee Valley Water – SIM Total HH revenue 58.53% 41.47% 

Severn Trent Water - SIM Total HH revenue 0.50% 99.50% 

Table 8 shows the estimated allocation of household SIM based on revenues. We 

will recalculate this split at PR19. 

For Dee Valley Water, there is also a non-household SIM mechanism. The company 

set a committed performance level of 80 (out of 100) on the SIM measure, which is 

based on the number of complaints. The methodology for any rewards or penalties is 

to be set out by Ofwat.  

We assume that any incentive payment or penalty, if made, would be allocated 

according to non-household revenue. If this was the case, the estimated allocation 

would be: 

Table 10 – estimated allocation of non-household SIM 2015-16 to 2017-18 (%) 

Retail incentives Driver New Dee 

Valley Water 

New Severn 

Trent Water 

Dee Valley Water – non-household 
SIM 

Total NHH revenue 69.15% 30.85% 

In the event that Severn Trent Water chooses to exit the retail market before 2020, 

we would not be able to make any future adjustments to non-household retail 

controls. We propose that we would still calculate the relative revenue adjustments 

due between Severn Trent Water and Dee Valley Water in 2018-19, but the revenue 

adjustment due to Severn Trent Water would not be applied and would be lost in the 

event of retail exit. 

This is appropriate as customers would be able to choose to switch suppliers if they 

were not satisfied with customer service; and if the new supplier was able to offer 

good service then they would likely receive a benefit from increased market share. 
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We do not consider that there is any need for a non-household SIM when customers 

can choose to switch supplier. 

Adjustments at PR19 

In addition to restating our proposed methodology for reconciling outcomes and totex 

from PR14, we also need to allocate the revenue adjustments resulting from these – 

and other mechanisms – between the new Severn Trent Water and Dee Valley 

Water areas. 

In principle, customers should pay no more or less for regulatory incentives than they 

would have done if there had been no change in the boundary. In the table below, 

we set out our proposed drivers for allocating the revenue adjustments for 

mechanisms between 1 April 2015 and 30 June 2018 to the new companies at 

PR19. We will recalculate the precise figures at the time of the determinations. 

Table 11 – estimated allocation of Severn Trent Water wholesale water rewards and 

penalties 1 April 2015 to 30 June 2018 (%) 

Wholesale incentives – water Driver New Dee 

Valley Water 

New Severn 

Trent Water 

Outcome delivery incentives (ODIs) 
paid in revenue 

Wholesale revenue 
- water 

0.58% 99.42% 

Wholesale revenue forecasting 
incentive mechanism (WRFIM) 

Wholesale revenue 
- water 

0.58% 99.42% 

Blind year RCM adjustment Wholesale revenue 
- water 

0.58% 99.42% 

Totex efficiency sharing applied 
through revenue (PAYG element) 

Wholesale revenue 
– water 

0.58% 99.42% 

Outcome delivery incentives (ODIs) 
adjusted through the RCV 

Proportion of water 
RCV 

0.41% 99.59% 

Totex efficiency sharing applied 
through RCV (non PAYG element) 

Proportion of water 
RCV 

0.41% 99.59% 

Table 12 – estimated allocation of Severn Trent Water wholesale wastewater rewards 

and penalties 1 April 2015 to 30 June 2018 (%) 

Wholesale incentives – 

wastewater 

Driver New Dee 

Valley Water 

New Severn 

Trent Water 



Consultation under section 13 of the Water Industry Act 1991 on proposed modification of Severn 
Trent Water Limited’s (Severn Trent Water) licence to include the Powys Site and proposed 

modification of Dee Valley Water Limited’s (Dee Valley Water) licence to include the Chester site 

149 

Outcome delivery incentives (ODIs) 
paid in revenue 

Wholesale revenue 
– wastewater 

0.44% 99.56% 

Wholesale revenue forecasting 
incentive mechanism (WRFIM) 

Wholesale revenue 
– wastewater 

0.44% 99.56% 

Blind year RCM adjustment Wholesale revenue 
– wastewater 

0.44% 99.56% 

Totex efficiency sharing applied 
through revenue (PAYG element) 

Wholesale revenue 
- wastewater 

0.44% 99.56% 

Outcome delivery incentives (ODIs) 
adjusted through the RCV 

Proportion of 
wastewater RCV 

0.03% 99.97% 

Totex efficiency sharing applied 
through RCV (non PAYG element) 

Proportion of 
wastewater RCV 

0.03% 99.97% 

Table 13 – estimated allocation of Dee Valley Water wholesale water rewards and 

penalties 1 April 2015 to 30 June 2018 (%) 

Wholesale incentives – water Driver New Dee 

Valley Water 

New Severn 

Trent Water 

Outcome delivery incentives (ODIs) 
paid in revenue 

Wholesale revenue 
- water 

60.21% 39.79% 

Wholesale revenue forecasting 
incentive mechanism (WRFIM) 

Wholesale revenue 
- water 

60.21% 39.79% 

Blind year RCM adjustment Wholesale revenue 
- water 

60.21% 39.79% 

Totex efficiency sharing applied 
through revenue (PAYG element) 

Wholesale revenue 
– water 

54.84% 45.16% 

Outcome delivery incentives (ODIs) 
adjusted through the RCV 

Proportion of water 
RCV 

54.84% 45.16% 

Totex efficiency sharing applied 
through RCV (non PAYG element) 

Proportion of water 
RCV 

54.84% 45.16% 
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