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Summary of our response 
 

 

The charges set by water companies play a critical role in promoting efficiency and delivering the right 

outcomes for customers, society and the environment. In relation to new connections, the charging structure 

plays an important role in (i) promoting competition; and (ii) incentivising behavioural change. 

 

We therefore agree with the need to ensure a level playing field between incumbents, NAVs and self-lay 

organisations. This is why we took the lead in considering the issues and created a separate charge for NAVs. 

However we think Ofwat can achieve this outcome in a more proportionate and targeted manner. In particular 

we think the solution should be principle based and enable companies to retain ownership of charging 

structures so that they can drive the right long term outcomes. This is important because the proposed 

changes would impact two aspects of our charges and we think lead to negative outcomes for customers. We 

discuss this below and present an alternate approach. 

 

Impact on our charges 

We are currently trialling discounts to infrastructure charges to reduce pressure on the network  and better 

understand the impact that different build designs can have. Developers can qualify for the discounts if they 

install certain devices, including SuDS. Initial feedback on the scheme has been very supportive, for example:  

 Home Builders Federation noted that “This is a fantastic initiative and an innovative way to approach 

infrastructure charges. I will notify HBF members accordingly.  Well done Severn Trent!” Stephen 

Wielebski, Chairman National Technical Committee 

 WaterWise - Severn Trent Water's incentive scheme for developers is ambitious and innovative - just 

the kind of thing we need to see from water companies. Everywhere in the UK will have drought in 

coming years - and these droughts will be longer and more intense. We all need to waste less water 

now - and we should not be building homes that waste water! I'm delighted to see Severn Trent 

Water's ground breaking scheme. Nicci Russell, Managing Director, UK water efficiency experts Water 

wise 

 

The proposal as it currently stands would make the continuation of this policy difficult as we understand that 

the infrastructure charge would be discounted to reflect the income offset. Although we could seek to apply 

the discount through the requisition charge this creates a number of issues, notably the charge is not linked to 

offsite reinforcement costs and so the grounds for that discount are limited (we do not charge for offsite 

reinforcement work through the requisition charge). 

 

The second issue with the proposed change is that we do not believe it is proportionate or targeted and could 

reduce company ownership of charging structures and the resulting outcomes. We have already introduced a 

NAV specific charge to ensure that all parties can compete on a level playing field. Although the charges for 

NAVs are different than for self-lays – ie, they do not qualify for an asset payment as there is no transfer of 

asset, we have adjusted the resulting margin to ensure that a NAV could make the same payment to a 

developer and be in the same financial position as the incumbent or self-lay organisation. Requiring an income 

offset to be paid to all parties would require significant changes to our charges. 

 

Alternative solution 

We recognise Ofwat’s concerns about giving confidence that the playing field is level. We think a more 

appropriate solution would be to give companies the flexibility to choose how they address the concerns 

through one of two options:  

 providing NAVs with an income offset (as proposed); or  

 ensuring that the charges to NAVs give them sufficient margin to make the income offset payment. 



  

 
 

 

Companies could also provide additional detail and clarity in the Scheme of Charges to show how the charges 

are fair.  

 

We also note that if Ofwat wants to use an income offset approach for NAVs then there are some important 

design questions. The most fundamental is what income should be used to calculate the offset? Our NAV 

charge is lower than the wholesale charge to reflect the fact that the NAV provides the onsite costs. Any 

income offset needs to be based on the wholesale income received from the respective parties otherwise it 

would not create a level playing field with SLOs.  

  

Finally, we also think the timing of the proposal merits consideration for two reasons:  

 New charging rules have been introduced to create a three stage process to support greater 

transparency. Any significant changes to charges are published in July, indicative charges are 

published in October and final scheme of charges are published in January. The changes put forward 

in the consultation would not allow companies to work within this process (as we did when we 

introduced our NAV specific charge). We do not think bypassing the new charging rules is helpful and 

instead any changes should work within the existing process; and 

 Frontier Economics recently undertook a review of the NAV – self-lay market. We think it would be 

helpful if the results of this review fed into the design of the solution before they are consulted upon. 

This would allow all stakeholders to provide more informed views on the proposals 

 

 

We would welcome the opportunity to discuss these issues with you in more detail. 

 

Regards,  

 

Shane Anderson 

Head of Regulation 

Severn Trent Water 

 

Contacts: 

Shane Anderson Head of Economic Regulation Shane.Anderson@severntrent.co.uk 
Steve Betteridge Head of Developer Services Steve.Betteridge@severntrent.co.uk 
Jim McLaughlin Regulation & Tariffs Manager 

 
James.Mclaughlin@severntrent.co.uk 

Paul Griffiths Regulation & Compliance 
Lead, Developer Services 

Paul.Griffiths@severntrent.co.uk 
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Response to consultation questions 
 

Q1 Do you agree that our Option 3 on the treatment of the income offset/asset payments, has merit? 
I f not, please explain your reasoning and provide relevant evidence. If so, how and when should this 
change be brought about?  
 
We do not think that applying the income offset against the infrastructure charge is the right way forward and 

there are better ways of addressing the issues that Ofwat has identified. In recent guidance, Ofwat has made 

clear that infrastructure charges provide should provide for all off-site reinforcement. Setting payments for on-

site costs against charges for upstream activities undermines this clarity.  

 

This change would also fail to address the problems that Self Lay Organisations perceive in the process 

(uncertainty over the level of payments, lack of transparency and delay).   

 

If the solution is applied to all routes for development, we need to look at the implications for each method: 

 

Incumbent Lay 

 Current approach: company assesses income from 12 years’ charges. If this is greater than on-site costs 

(most cases) the developer does not pay; otherwise the developer contributes the difference. 

 Infrastructure offset: the developer would presumably now pay for the on-site mains. They would 

effectively recoup a discount through a reduction in infrastructure charges. 

 

For this route, the new approach could work, because the net impact on the developer should be the same. 

But we think it is probably more complex and less transparent. At present there is a relatively simple message 

for developers: the incumbent pays for on-site water mains unless they are unusually complex and expensive.  

 

Under the new approach, we would be explaining that although the developers now pay for those mains, they 

are no worse off because their Infrastructure Charges (ICs) will be lower. But the discount will probably be 

applied to a higher IC than developers have been used to, because the new approach to ICs means that they 

are now designed to cover more off-site costs and the cap has been lifted. The IC will be based on an average 

reinforcement costs over a rolling period. While we support this overall approach – which reflects the cost of 

the work - we don’t think it will be particularly transparent to developers.  

 

In our case, we do not charge separately for reinforcement through requisitions. This means that our 

infrastructure charges are currently only £365 for water. Average on site costs might be around £500-£600. In 

order to apply an income offset through the IC, we would need to inflate the charge first othe rwise we would 

end up paying developers to make connections. It would also make our current scheme offering discounts for 

sustainable development very difficult to operate. Given the required changes to maintain the current balance 

between customers and developers we think these changes could undermine trust and confidence.  

 

In terms of application, a discount against infrastructure charges could be:  

 

 Uniform per connection, which would be predictable, but not necessarily transparent. Compared to the 

current approach this would mean typical developments would have an increase in charge and more 
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complex developments would receive a reduction (similar to Anglian’s proposals for a flat-rate 

contribution). 

 Bespoke, based on actual site costs. We could net off the site costs (which we would have incurred and 

provided for free up to the maximum offset under the old system) against aggregate ICs. Developers 

would be no better or worse off than under the current position – but the transactions appear to be more 

complex. There might be delays between developers paying for on-site mains and receiving their discount 

through lower ICs – the mains will be laid sooner than all properties are connected. 

 

From the impact assessment, we infer that the first option is Ofwat’s preferred approach. This breaks the link 

between the income offset for each site and the cost of construction. As Ofwat note, this does mean that 

there are stronger price signals to developers regarding the cost of on-site works – at least where these would 

have fallen below the maximum income offset.  

 

Self-Lay Organisations 

 Current approach: incumbent purchases and adopts SLO-constructed assets. The maximum payment is 

equal to 12 years’ charges. If this is greater than on-site costs (most cases) the developer does not pay; 

otherwise the SLO need the developer to contribute the difference. 

 Infrastructure offset: the developer pays the SLO the value assets. The developer receives a discount for 

the infrastructure charge as properties are connected.  

 

With larger developments, it can take considerable time for all phases to be completed. In our experience, ICs 

will continue to be collected over a period of years. We think that the issues around timing would be more of a 

problem for SLOs compared to receiving a single payment from the incumbent when mains have been laid.  

 

We think this is arguably the most complex position for any of the routes. The issues around distrust could be 

worse than the current approach. In some instances the SLO acts as agent for the developer in respect of 

infrastructure charges, but in others it does not. Under the future arrangement, the SLO would receive its 

payment up-front but the developer will not know how much of this is “covered” by discounts until all 

properties on site are connected. 

 

With a uniform discount, incumbents would be queried and challenged over how they had arrived at the 

average. The discount would be predictable. Payments from the IC would either over-compensate the 

developer for the work done or leave them with a residual cost.  

 

The break with the value of the assets constructed is more problematic with SLOs. Incumbents will be buying 

assets which are recorded in their accounts, but if new connections take time to complete the value will 

change over time as more ICs are received (and potentially more payments are passed to the SLO depending 

on their contractual arrangements with the developer). 

 

New Appointments and Variations 

 Current approach: Severn Trent1 provides a discount from wholesale charges to cover the construction, 

financing, operation and maintenance of the on-site network.  

 Infrastructure offset: We presume that under this route the developer would pay the NAV in full for the 

cost of the on-site mains. Severn Trent would make an income offset through Infrastructure Charges 

                                              
1 In this response we distinguish Severn Trent from other incumbents as we have already adopted the approach 
which the consultation describes as a temporary solution – see p27 of our Wholesale Scheme of Charges 

https://www.stwater.co.uk/content/dam/stw_businesses/our-charges-2017/Wholesale-Charges-Scheme-2017-18.pdf
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collected (again, presumably, to the developer). In effect, we pay for the on-site assets which the NAV will 

own. We also provide a discount from wholesale charges to cover operation and maintenance.  

 

Absent a change to how the income offset is calculated, this new approach would be advantageous to NAVs 

over SLOs as they would not need to finance the initial cost of the local infrastructure. While this appears to be 

aligned to the approach for SLOs, the NAV is retaining ownership of the assets it has constructed (and will earn 

a return on those assets) whilst an SLO is not. We pay SLOs for the assets we adopt, up to the maximum cost 

we would bear under the incumbent lay option. This is not an abstract transaction – physical assets are being 

transferred from one company to another. It is not apparent why a NAV should expect a payment for assets it 

will retain. 

 

We understand Ofwat’s desire to create a solution that results in all parties being on a level playing field. We 

do not think this would be achieved if the income offset was calculated on the current methodology. The 

maximum income offset is currently calculated on the total charge: that is, retail and wholesale. Assuming the 

same balance is maintained (per DEFRA guidance), any IC discount should be of similar magnitude. But NAVs 

will be retaining all of the retail charge and (depending on wholesale discounts) part of the wholesale charge. 

To create a level playing field, and to better reflect the disaggregated price controls the income offset should 

be based on the income receive from the customers (ie, either the  wholesale charge or the NAV charge).  

 

In addition to the general issues around the calculation of an average IC discount, variations in volume and 

timing, the difference between the NAV IC discount and SLO or incumbent lay discount would be the subject of 

further disputes. Applying a discount to the infrastructure charge would be no more transparent than applying 

a reduction to primary charges. 

 

Our approach, which the consultation advocates as a temporary measure, is to provide for NAV local 

infrastructure costs through a discount to the wholesale charge. This provides the NAV – as the owner of the 

assets – with sufficient cash flow to finance the local infrastructure which it will own and operate. The NAV is 

not a SLO – it is a competing water company. The discount is sufficient for a NAV to provide an average 

development free to a developer. If the costs are greater than average, the developer would need to 

contribute the difference to the NAV, in the same way as they would contribute to an incumbent.  

 

If we were to pay for NAV infrastructure up-front (eg option 2A), our existing discount on the NAV charge 

would no longer be justified. We calculate that the discount would need to reduce from 22.5% to 4.2%, 

covering only the operation and maintenance of the assets. To do otherwise would be grossly unfair to SLOs 

because NAVs would receive the value of their assets twice. 

 

Given that the consultation is advocating that other companies should adopt our approach until 2020, we 

would be happy to discuss our method and modelling with Ofwat in more detail. We consider this is a better 

permanent solution than trying to deal with NAVs as if they were SLOs. 

 
 
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?  
 
Under option 2a, Ofwat have assumed that the aggregate value of income offset increases. We presume this is 

because Ofwat think we will not fully rebalance income offsets across infrastructure charges. We think this is 

probably correct but the quantum is based on assumptions. As we cannot see the scale of variance in the 
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calculations it is difficult to provide an alternative. It is likely to benefit smaller developers (who generally 

would not qualify for an income offset under requisitions) at the expense of larger developers who qualify. 

 

In theory the new approach could be easier to administer than current because the income offset would be set 

annually on a per plot basis rather than calculating per scheme. However, the reduction in administration costs 

could equally be achieved through flat rate contributions to on-site charges rather than to the Infrastructure 

Charge. 

 

As noted in response to Q1, attaching the discount to the IC makes it very difficult to incentivise sustainable 

solutions amongst developers. Severn Trent applies a discount to ICs where water efficient measures are 

installed because the benefits will be realised upstream in lower reinforcement costs. Setting contributions to 

on-site costs against upstream charges blurs the distinction and makes a targeted response  more difficult. 

 

We note that within the impact assessment for options 2a, 2b and 3, Ofwat has cited an improvement in 

transparency and a levelling of the playing field as advantages. We think the proposed approach could be 

more predictable for developers. However, as we have set out in response to Q1, we are not convinced: 

 

 that the way the calculation of the average income offset applied to infrastructure charges will be more 

transparent than the current approach; 

 that the outcome would result in a level playing field for NAVs if they received the same discount as other 

options such as SLOs; 

 that the new approach would result in fewer disputes over the value of the discounts applied. 

 

 
Q3 Do you have any comments on the drafting of the possible future changes to our rules (set out in 
Appendices A3 and A4)?  
 

If Option 2a or 2b is selected, the changes would appear to be in line with this approach. However, we cannot 

see how the two year discount for NAVs (bulk supply discount) is given effect within these rules. As Ofwat is 

aware, Severn Trent has already implemented a NAV discount on bulk supplies and we consider it possible to 

do this without changes to the rules, but there is no absolute requirement on companies to do so.  

 

Q4 Do you have any comments on our proposed licence modification to Condition C (I nfrastructure 

Charges) for English water companies other than NAVs (including the proposed wording set out in 

Appendix A7)?  

 

We are content with the proposed modifications to Licence Condition C. As noted in previous sections, we 

support the rolling calculation of infrastructure charges. This should lead to a more reflective method which 

will be fairer to all customers. 

 


