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Retail-Wholesale Working Group 

Meeting 26 September 2012 

 

Attendees  

Welsh Water   

Yorkshire Water  

Anglian Water  

Sutton and East Surrey  

Independent Water Networks  

Ofwat – Chair  

South East Water 

South West Water  

Thames Water 

Business Stream  

Severn Trent Water 

 

Apologies  

Severn Trent Select      Wessex Water  

Note 

The working group discussed the following areas: 

 charging for wholesale services in a vertically separated industry and tariff 

structure harmonisation; and 

 areas of guidance needed for splitting existing charges into separate retail 

and wholesale charges 

The meeting chair gave an introduction to the meeting and confirmed the agenda. 
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Charging for wholesale services in a vertically separated industry 

and tariff structure harmonisation 

Anglian Water presented a paper on the subject. The key messages were: 

 there has to be a fundamental allocation of duties between retail and wholesale; 

 harmonisation of charges is not desirable; and 

 it might be possible to move to a single charging framework. 

Following a brief overview of the paper the group discussed the issues raised in the 

paper. 

One point that was raised was that wholesale charges should move towards greater 

economic efficiency. This may involve more complicated tariff structures that follow 

the key cost drivers, such as charging for peak usage as well as volume and a 

standing charge. One of the key advantages that the Cave review highlighted about 

retail competition was this increased efficiency in the wholesale business. 

In the electricity market, “deemed” profiles are used for customers in place of 

measurements for certain cost drivers (such as peak usage). Similar profiles could 

be used in the water industry to develop tariffs based on more cost drivers even if 

these drivers could not feasibly be measured. The group questioned how customers 

could be reassured that they fit the deemed profile, and noted that the electricity 

industry has a governing body to build customer profiles. Since all customers are 

profiled in this way no individual customers can be discriminated against. This sort of 

profiling can also encourage customers or retailers to reveal consumption 

information about themselves instead of being charged based on a profile.  

The group members had differing opinions on the benefits and costs of tariff 

structure harmonisation. Most members of the group believe that tariff harmonisation 

has benefits to multi-site national customers. However the group disagreed about the 

impact it would have on retail and wholesale innovation. Some members of the 

group argued that a harmonised tariff structure would make retail innovation and 

retail entry easier, whilst others believed that harmonisation could force wholesalers 

to adopt tariff structures that do not give the correct economic signals and led to 

economic inefficiency. 

The group discussed the possibility of a single tariff structure and some members 

questioned whether companies had significantly different cost drivers. The point was 

raised that there may be a small number of possible tariff structures. 

The point was raised that complex tariff structures could give better economic 

signals whilst harmonisation of cost drivers would mean simpler tariff structures and 
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less cost reflective charges. Some considered that there should be no restrictions on 

wholesale tariff structures since restrictions (such as those used by Ofwat in the past 

in charges approval) have hindered innovation. Not all members agreed with this. 

The point was raised that harmonisation need not mean simpler tariffs or restrictions 

on cost drivers. An example of this is in electricity distribution where all companies 

follow a common methodology with a common set of cost drivers, but companies 

allocate different levels of costs to different cost drivers. 

It was pointed out that historically in the Scottish water market and the electricity 

market the regulator dictated cost drivers and models for the industry to use. It may 

be better for the industry if they take this forward. 

Areas of guidance needed for splitting charges into separate retail 

and wholesale components 

The group was asked to give views on what areas they would need guidance on in 

order to carry out a split of existing charges into wholesale and retail components. 

The areas that were suggested were: 

 how WaterSure and social tariffs should be allocated between wholesale 

and retail contestable/non-contestable; 

 the assumptions that should be made about payment terms and working 

capital;  

 definitions of retail and wholesale; and 

 a few companies want a detailed methodology explaining how to carry out 

the charges split. 

The group discussed these areas and the following points were raised. 

 The price review methodology is expected to have the retail and wholesale 

definitions.  

 At some point payments terms and working capital will be set. 

 The discussion on social tariffs is still on going and it would be useful to have 

guidance on how to allocate these costs.  

 Should the wholesale charges be broken down into contestable and non-

contestable charges ready for upstream and access price changes? 

There was a view that it is not clear how enforceable Ofwat’s ‘guidance’ really is. 

The guidance should show how the obligations (such as supplier of last resort) will 

be divided between the wholesale and retail. This will depend on the Act so it cannot 

be done at this time. 
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Actions and next meeting 

The working group agreed to postpone further meetings after the UKWIR research 

project on wholesale charges and the price review methodology. This will give 

certainty to many of the areas this group covers. There is expected to be a workshop 

to discuss the price review methodology consultation which will give stakeholders the 

chance to discuss the implications of the methodology outside of the group. The next 

meeting will be held in February, but one will be arranged sooner if a workshop is not 

held. 


