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Dear Casework team

Adoption Agreement discussion paper

SSE has a subsidiary – SSE Water Limited – which participates in the water industry as a ‘new 
appointee’, providing competition to the incumbent water company in the provision and 
ongoing ownership and maintenance of the local water and/or sewerage infrastructure assets 
for new housing developments. As such, SSE Water has no direct experience as yet of offering 
adoption agreements, which are used under the ‘self lay’ option for developers when seeking 
connection of their developments to water company infrastructure, as discussed in the 
consultation. However, we can see situations where new appointees, such as SSE Water, may 
become involved in the adoption agreement process and put forward comments for Ofwat’s 
consideration as they develop codes in this area.

We welcome Ofwat’s acknowledgement in the consultation of the choice that the developer 
customer has to make contractual arrangements with new appointees, rather than deal with 
the relevant incumbent water company directly (and potentially also to make use of ‘self lay’
contractors and have the assets adopted by the incumbent water company). As Ofwat notes, 
the new appointee, once appointed, “is subject to the same statutory provisions regarding the 
provision and/or adoption of new connections infrastructure” that are discussed in the 
consultation. We can indeed foresee situations arising where a new appointee is approached 
under statutory arrangements for infrastructure adoption or requisition going forward, 
particularly where a newly appointed area is relatively large.

Against this background, our comment for Ofwat’s consideration in response to the discussion 
paper is to note that new appointees are a different type and scale of appointee compared to 
the large, price-controlled incumbents. We are concerned that the size of ‘asset payments’ 
typically available under the current framework could not proportionately be supported by 
new appointees, who have entered the market on a competitive basis through contractual 
arrangements with a developer. New appointees do not have the scale of business to absorb 
the upfront discount on connection costs represented by the relevant deficit calculations –
which in turn currently also govern asset payments – particularly when the margin between 



the wholesale costs they are charged by incumbents and the capped retail prices they are 
allowed to charge retail customers is so slim.

We are aware that the current statutory framework around both relevant deficit calculations 
and adoption arrangements is due to be replaced by Ofwat rules and codes, and that Ofwat 
has suggested that other approaches to the trade-offs encompassed in the current relevant 
deficit calculations could find a place in the new framework of charging rules for new 
connections. Our intention in raising this matter is to highlight that the scale of asset payments
available for self-lay organisations from new appointees is likely to be lower than from 
incumbents and  thus, that new appointees should perhaps be seen as a different ‘category of 
person’ in the development of the parts of the proposed codes on asset payments. This may 
help to set expectations for developers and self lay organisations whom they might appoint in 
new appointee areas that different economics are likely to apply compared to self lay 
operations in incumbent water company areas.

In terms of the consultation questions, our comments are in relation to the ‘terms and 
conditions’ section of the document and we set out brief responses to some of these questions 
below, in the context of the discussion above.

Questions 
Q6. Are there certain terms or conditions that should be mandatory for all water and/or 
sewerage adoption agreements? Please outline which and why. 
Q7. Are there particular areas in which it would be unnecessary or unhelpful for the codes to 
set out mandatory terms and conditions? Please outline which and why. 
Q8. Are there certain areas where it would be useful to have standard terms and conditions for 
adoption agreements, even if they were not mandatory? Please outline which and why. 
Q9. Are there particular areas in which it would be unnecessary or unhelpful for the codes to 
set out standard terms and conditions? Please outline which and why. 
Further to the comments in our letter above, we believe it would be unhelpful for Ofwat’s 
codes on adoption to be too prescriptive in how asset payments are to be calculated.

Q10. Are there circumstances in which the code(s) should make different provision for different 
persons? If so, please outline in what circumstances and why.
Further to the comments in our letter above, since new appointees have a different scale and 
economic framework from incumbent water companies, we believe it could be helpful for 
them to be identified as a different type of ‘person’ in relation to any parts of the proposed 
code that deal with principles or details of the calculation of asset payments.

I hope this response is helpful and we would be happy to discuss our comments further, if 
required.

Yours faithfully

Aileen Boyd
Regulation Manager


