67

anglianwater.co.uk

Business Review

Financial Performance

Directors’ Report

Statutory Accounts

Regulatory Accounts















anglianwater.co.uk 133

Glossary of requlatory terms

AMP adjustment — The revision in the real value of fixed assets arising periodically from improved information, notably in
the five-year Asset Management Plan process.

Appointed business — The appointed business comprises the regulated activities of the company which are activities
necessary in order for a company to fulfil the function and duties of a water and sewerage undertaker under the Water
Industry Act 1991.

Arm’s-length trading — Arm’s-length trading is where the company treats the associate companies on the same basis as
external third parties.

Asset Management Plan (AMP) — A plan agreed with Ofwat on a five-yearly basis for the management of water and
wastewater assets. The plan runs for a five-year period. AMP4 covers the investment period April 2005 to March 2010 and
AMP5 covers the investment period April 2010 to March 2015.

Associate company — Condition A of the Licence defines an associate company to be any group or related company.
Condition F of the Licence requires all transactions between the company and its associated companies to be disclosed
subject to specified materiality considerations.

Final determination — This is the conclusion of discussions on the scale and content of the Asset Management Plan for the
forthcoming five-year period. It is accompanied by a determination of the allowable ‘K’ factor for the forthcoming five-year
period.

Financing adjustment — The impact of general inflation (RPI) on the real value of net finance for the business.

K factor — The annual increase, set by Ofwat, in charges that companies in the water industry can make. The amount by
which a company can increase (or must decrease) its charges is controlled by the price limit formula RPI + or — 'K’ + ‘U". RPl is
expressed as the percentage increase in the Retail Price Index in the year to November before the charging year. ‘K" is a
number determined by Ofwat for each company, usually at a price review, for each year to reflect what it needs above or
below inflation in order to finance the provision of services to customers, and ‘U’ is the amount of ‘K’ not taken up by a
company in previous years.

Licence — the Instrument of Appointment dated August 1989 under Sections 11 and 14 of the Water Act 1989 (as in effect
on 1 August 1989) under which the Secretary of State for the Environment appointed Anglian Water Services Limited as a
water and sewerage undertaker under the Act for the areas described in the Instrument of Appointment, as modified or
amended from time to time.

Modern Equivalent Asset (MEA) — The cost of an asset of equivalent productive capability to satisfy the remaining service
potential of the asset being valued if the asset would be worth replacing, or the recoverable amount if it would not. The
gross MEA value is what it would cost to replace an old asset with a technically up to date new asset with the same service
capability allowing for any difference both in the quality of output and in operating costs. The net MEA value is the
depreciated value taking into account the remaining service potential of an old asset compared with a new asset, and is
stated gross of third-party contributions.

Non-appointed business — The non-appointed business activities of the company are activities for which the company as
a water and sewerage undertaker is not a monopoly supplier (for example, the sale of laboratory services to an external
organisation) or involves the optional use of an asset owned by the company (for example, the use of underground assets
for cable television).

Ofwat — The name used to refer to the Water Services Regulation Authority (WSRA). The WSRA acts as the economic
regulator of the water industry.

Periodic Review — The price determination process undertaken by Ofwat every five years. Each water and sewerage
undertaker submits an Asset Management Plan covering the five-year period for which Ofwat will determine prices (the K
factor — see above).

Price limit — This is the name given to the combination of the Retail Price Index (RPI), ‘K" and 'U".

Regulatory Accounting Guidelines (RAG) — The accounting guidelines for regulatory accounts issued, and amended
from time to time, by Ofwat.

Regulatory Capital Value (RCV) — The capital base used in setting price limits. The value of the appointed business that
earns a return on investment. It represents the initial market value (200-day average), including debt at privatisation, plus
subsequent net new capital expenditure including new obligations imposed since 1989. The capital value is calculated using
the Ofwat methodology (i.e. after current cost depreciation and infrastructure renewals accrual).

Reporter — The Reporter to Ofwat is a named individual and independent professional appointed by the company to act as
a commentator and certifier on its regulated activities, in accordance with the company’s licensing condition.

Retail Price Index (RPI) — The RPI is compiled and published monthly by the Office for National Statistics. RPI is an average
measure of change in the prices of goods and services bought for the purpose of consumption by the vast majority of
households in the United Kingdom.

Third-party contributions since 1989/90 — Grants and third-party contributions received in respect of infrastructure
assets and any deferred income relating to grants and third-party contributions for non-infrastructure assets.

Working capital — The aggregate of stocks, trade debtors and trade creditors, if material.

Working capital adjustment — The impact of general inflation (RPI) on the real value of working capital to the business.
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For more information

L_/G. Online
N, Our website has a wealth of information.

Visit www.anglianwater.co.uk

N\. Read our Strategic Direction Statement
We published our Strategic Direction Statement in
December 2007. It details our strategy to deliver
outstanding service, reliability and value for money
for our customers in the period 2010 to 2035. Read
or download our Strategic Direction Statement at
www.anglianwater.co.uk
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