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Dear Charging team,

Consultation on new connection charges for the future - England

SSE has a subsidiary company - SSE Water Limited (SSE Water) - that participates in the water 
markets under the New Appointments and Variations (NAV) framework and is sometimes known as a 
“new appointee” or NAV company. Such companies provide competition to existing incumbent water 
companies in the provision of local water and sewerage infrastructure to serve the needs of 
developer customers. 

We very much welcome Ofwat’s attention to the subject of a level playing field for NAV companies in 
their provision of competitive local infrastructure. We have had concerns on this topic for some time
and support the proposal to make formal changes to charging rules to ensure that NAV companies 
will be charged for the connection of developments on exactly the same basis as other parties 
interested in providing local infrastructure to serve the development. We therefore agree with
option 3, which will require incumbent water companies to provide NAV companies with the benefit 
of the same discount calculation that would apply if developers applied directly to the incumbent, 
and would like to see this implemented as soon as possible. 

Our specific responses to the consultation questions are attached as an appendix to this letter and 
We note two general points below.

Firstly, we are keen to see clear, unambiguous definitions for the work that will be covered by 
Infrastructure Charges (which we understand to be covering ‘Network Reinforcement’ work, as 
defined) and by Connection Charges (which we understand to be covering site specific, contestable,
on-site work that incumbent water companies, self lay organisations and NAV companies can all 
undertake and compete with each other to provide to the developer requiring the infrastructure to 
be laid at his development). We have found that NAV companies can be charged for a number of 
capital work cost categories by an incumbent once they have won the contract with a developer to 
provide the onsite infrastructure and would like to be clear that Ofwat’s charging rules will not allow 
any additional type of charging for NAV companies compared to other options open to the developer 
to procure the contestable water infrastructure work associated with his development. We have 
suggested an amendment to the proposed rules to clarify this point in response to question 3.



Secondly, we have a query about how any income offset will be applied to ‘standard’ Infrastructure 
Charges, as published in water company charges schemes, in order to calculate the ‘net’ 
Infrastructure Charges applying to a particular development. 

We understand that incumbent water companies will have flexibility under the new rules to calculate 
income offsets in a manner of their choosing but that these are still expected to be linked to the 
number of premises in a proposed development such that the ‘net’ Infrastructure Charge would still 
apply ‘per premises connected’. If the applicable income offsets are to be calculated uniquely to each 
connecting development, then the question arises as to how NAV companies and others will be 
informed of the net Infrastructure Charge to apply to their competing bid to serve the development, 
such that tender documentation and bulk supply agreements can be finalised in a timely manner. We 
think it would be helpful for incumbent water companies to provide transparency on ‘net’
Infrastructure Charges within set timescales so that potential competitors are in possession of all the 
relevant commercial information about a proposed development within a reasonable timeframe. 
Ultimately, it may be possible for the incumbent water companies to streamline their approach to 
the income offset calculation such that it becomes possible for them to publish ‘Net Infrastructure 
Charges’, which would be helpful in maximising transparency in this area.

The complexities that can arise in the detailed application of the charging rules suggest that there 
will be benefits to all parties in having some experience of the way that Option 3 will work in 
practice, before the revised charging rules come into effect in April 2020.

We hope that these comments are helpful and would be very happy to discuss any points arising 
from Ofwat’s consideration of responses to this consultation in relation to levelling the playing field 
for NAV company provision of competitive local infrastructure for developments.

Yours sincerely

Aileen Boyd
Regulation Manager



Appendix
Consultation Questions

Q1 Do you agree that our Option 3 on the treatment of the income offset/asset payments, has 
merit? If not, please explain your reasoning and provide relevant evidence. If so, how and when 
should this change be brought about? 
Yes. We firmly agree that steps should be taken before April 2020 to put NAVs on a level 
playing field in terms of the totality of incumbent charges applied to them for the connection 
of development sites. We understand that Ofwat has to consider price control effects in 
making changes in how incumbent water company connection charge revenues and costs are 
dealt with mid-price control. However, to avoid the continuation of competitive distortion for 
NAV companies, we agree that incumbent companies should be required to provide the 
equivalent credit associated with ‘income offset’ calculations to NAV companies as soon as 
possible. 

We agree that the bulk supply agreement should be used to do this and consider that Ofwat 
could issue an Information Notice on the topic to bring about the change as soon as it has 
formally decided upon the matter. During the interim period, we believe it would be helpful if 
a channel was established for Ofwat to review how the bulk supply agreements have been 
amended to credit NAV companies with the income offset on application by either a NAV or 
incumbent party to such an agreement. This relatively informal process would allow further 
guidance to be provided by Ofwat if necessary and provide a safeguard that NAVs were 
properly being credited, in an equivalent manner, with the income offset. It could also 
provide Ofwat with useful information on how the new arrangements are operating in 
practice before the amendments to the charging rules come into effect in 2020.

Q2 Do you agree with our draft impact assessment? Can you provide quantitative figures in 
terms of the potential benefits or costs? Is there anything we have missed? 
No comment.

Q3 Do you have any comments on the drafting of the possible future changes to our rules (set 
out in Appendices A3 and A4)? 
As discussed in our covering letter, one area where we would like to ensure that the rules are 
very clear is that of the definition of the boundary between ‘Site Specific’ and ‘Network 
Reinforcement’ costs and charges. We believe that the simplest way to define ‘Site Specific’ 
work is to restrict it to work on the development site up to the site boundary, as this is clear 
in all cases. We acknowledge that work will usually also have to be done outside the site 
boundary to connect into the incumbent network but, in our experience, this is most 
efficiently carried out by the incumbent company as part of the non-contestable work to 
make the actual connection to their live network. Any other definition that allows the 
possibility of off-site work to be considered ‘Site Specific’ would, in our view, bring 
subjectivity and the potential for different designation of charges depending on whether the 
incumbent or third parties were bidding for the development work. Thus, our proposed 
definition for ‘Site Specific’ would read as follows:

refers to work on, or the provision of, water or sewerage structures or 
facilities located on a Development as well as work to provide and connect a 
requested Water Main, Sewer, Communication Pipe or Lateral Drain on, to or 
in the immediate vicinity of, the Development and “Site Specific Work” shall 
be construed accordingly. It does not refer to costs or work required as part 
of Network Reinforcement as defined above. 



The definition we have proposed above would allow any NAV-specific costs that may have 
been charged in the past to be considered as part of the costs covered by Infrastructure 
Charges. They can then be spread across the cost base covered by Infrastructure Charges and 
help to support the principle of a level playing field by being removed from consideration in 
the actual competitive bidding situations for work from developers.

On a more minor note, we suggest that the definition of ‘Income Offset’ that is used in both 
the connection charging rules and the charges scheme rules should be consistent – there is no 
longer use of a term ‘Income Offsetting’ in either set of rules. On a similar typographical 
point, there are many instances where paragraph numbers embedded in the two sets of rules 
after paragraphs have been inserted or deleted need to be re-aligned to the new numbering 
e.g. paragraph 5e) in the draft connection charges rules and paragraph 27 in the draft charges 
scheme rules.

Q4 Do you have any comments on our proposed licence modification to Condition C 
(Infrastructure Charges) for English water companies other than NAVs (including the proposed 
wording set out in Appendix A7)? 
We support the removal of Condition C in the Instrument of Appointment for NAV companies, as 
proposed, and have no comments on the modification to this Condition proposed for companies 
other than NAVs.


