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Alex Whitmarsh 
Charging 
Ofwat 
21 Bloomsbury Street 
London WC1B 3HF 
 
charging@ofwat.gsi.gov.uk  
 
3 August 2017 

Direct line:  07919 166339 
Email:   
matt.greenfield@wessexwater.co.uk  
 
 
 
 

 
 
 
Dear Alex 
 
New connection charges for the future – England  
 
Thank you for inviting us to comment on your consultation on ‘new connection charges 
for the future’. 
 
We welcome your proposed change to the rules, which would allow income to be offset 
against the infrastructure charge.  We would rather see a permanent solution rather than 
a temporary fix, which creates complexity and lacks transparency.  Of the options 
canvassed, we favour option 2(a) in preference to option 2(b) since we think there are 
benefits in making this change at the same time as the other changes, and quick 
implementation of this change would result in fewer perverse behaviours.  Option 3 does 
not address the concerns you identify, is unnecessarily complex and could drive an 
increase in requests for determinations and for these reasons we do not believe it 
should be the option taken forward.  
 
We have been working hard to set upfront charges for requisitions but see merit in 
allowing for exceptions to this requirement, particularly where costs are unpredictable 
and companies would be forced to price that risk into their upfront charges.  Allowing for 
exemptions would seem to be a pragmatic resolution to this problem and we favour the 
suggested solution (approach 1) and active monitoring of this.  We would not favour 
approach 2 (in which a predetermined proportion of revenues would be exempt from 
being fixed upfront) for the reasons you identify in your consultation. 
 
Our responses to your questions are given in the appendix to this letter.  We hope you 
find them helpful but, if you have any further questions, please do not hesitate to make 
contact. 
 
 
Yours sincerely, 
 
Matt Greenfield 
Head of Economic Regulation 
 

mailto:charging@ofwat.gsi.gov.uk
mailto:matt.greenfield@wessexwater.co.uk


2 

 

Questions: New connection charges for the future – England  
 
Q1.  Do you agree that our Option 3 on the treatment of the income offset/ asset 

payment has merit?   

 If not, please explain your reasoning and provide relevant evidence.   

 If so, how and when should this change be brought about? 
 
In our view Option 3 has no merit because it is a temporary, overly complex solution that 
would increase uncertainty, increase costs over the next two years, and result in more 
determination requests.  There is no logical reason to give new NAVs the benefit of the 
income offset through a discount on their bulk supply price for a limited period of two 
years and it would be much better to offset income against the infrastructure charges, 
which means that every new connection benefits from this change. 
 
We would therefore strongly urge you to implement option 2(a), and allow income to be 
offset against the infrastructure charge in April 2018, which we believe is the best 
approach using your assessment criteria because it would: 
 

 Promote competition in the provision of site-specific services and benefit 
developers and end-customers, by creating a level playing field (where this 
does not currently exist) that will increase competitive pressures (as NAVs 
compete to supply developers), resulting in lower prices and increased quality 
of service; 

 Enhance efficiency, through clearer signals to developers on the actual cost of 
requisitions and (when zonal infrastructure charges are introduced), the true 
cost of strategic network reinforcements; 

 Be consistent with the principles of better regulation by giving each developer 
the income offset only when new premises are connected, which is an 
approach that is proportionate, targeted, transparent and predictable while 
ensuring reduced implementation (and dispute) costs. 

Against your criterion of consumer protection, you note your concern that option 2(a) 
would have a temporary impact on end-customers’ bills during this price control because 
of differences in the treatment of asset payments and income offsets in the price control.  
We consider that this impact would be very small for our customers and would not 
outweigh the benefits to competition, efficiency and regulatory certainty, particularly if 
you allowed companies the option to smooth their customers’ bills over a period of up to 
three years to minimise the anticipated incidence effects. 
 
Option 2(b) is, in our opinion, a second-best solution since it results in the same benefits 
as option 2(a) but these do not take effect until April 2020.  Option 2(a) is better than 
option 2(b) because it gives companies ownership of their charges and allows them to 
better manage this incidence effects of this change.  Allowing companies the option to 
phase in this change could mean that option 2(a) and 2(b) are broadly equivalent. 
 
Option 3 is the least favourable solution, particularly when considered against your 
assessment criteria: 
 

 It would not stimulate competition since it would level the playing field only in an 
artificial way.  In competing for the market, new NAVs would be given a 
temporary subsidy in the form of the income offset (through the temporary 
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reduction in bulk supply prices) that would mean that they could win business 
from the developer even where their bid is uncompetitive. 

 The subsidy given to new NAVs would give them a limited incentive to be 
efficient, and because the subsidy would only be available to NAVs that require 
bulk supply agreements, this could distort competition between NAVs. 

 End-customers may be unaffected by option 3 but the new NAV’s customers 
will not be protected if their inset appointee was appointed because of a 
temporary subsidy (rather than because it offered developers and end-
customers the best solution). 

 From a consumer protection perspective, it is irrational to use bulk supply 
agreements to give new NAVs (and their end-customers) a subsidy for two 
years, a period that might mean that only a few companies benefit from this 
subsidy,1 and the logic of this approach seems predicated on the fact that bulk 
supply agreements are outside the price control. 

 Option 3 falls short when compared to better regulation principles of 
transparency, predictability and reduced implementation costs since it is a 
temporary solution to a permanent problem. 

 Finally, option3 is a complex solution that would require you to give guidance to 
companies on the methodology to be adopted and its applicability and this 
option would almost certainly increase companies’ costs and the number of 
determination requests to you. 

 
 
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? 

 
We agree in broad terms with your draft impact assessment (Appendix A1) which makes 
clear that, while you recognise the benefits of increased competition and efficiency from 
option 2(a), you are concerned that there will be a temporary impact on customers’ bills 
of adopting this change, and an increase in companies’ short-term implementation costs.   
 
Against this, we would note:   
 

 Your estimates of the temporary impact on customers’ bills of implementing this 
change in April 2018 (Appendix A1) makes clear that the temporary impact on 
customers over the next few years is relatively small, particularly when weighed 
against the benefits to competition, efficiency, and regulatory certainty.  Allowing 
companies the option to smooth the incidence effects on bills would reduce the 
temporary impact on customers. 

 You do not estimate the cost to companies of implementing these new charges 
but, in our view, our implementation costs would increase if we were required 
(under options 2(b) and 3) to make a significant change to our charges in both 
April 2018 and April 2020.   

 You do not estimate the cost to companies and customers of the increase in 
complexity of the charging regime of introducing a temporary, time-limited 
requirement to discount bulk supply agreements for new NAVs but, the example 
given in answer to question 1 is intended to illustrate some of the problems this 
might cause. 

                                                 
1  Of the 70 inset appointments on your register (http://www.ofwat.gov.uk/publication/register-of-new-

appointments-and-variations-granted-to-date/), we note that only nine were agreed in the past two years.  

http://www.ofwat.gov.uk/publication/register-of-new-appointments-and-variations-granted-to-date/
http://www.ofwat.gov.uk/publication/register-of-new-appointments-and-variations-granted-to-date/
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Q3.  Do you have any comments on the drafting of the possible future changes to 
our rules (set out in Appendices A3 and A4)? 

 
The following drafting amendments should be made to the Draft Charges Scheme 
Rules: 
 

(i) Paragraph 5, “Mogden formula” requires the word ‘after’ to be inserted 

between the words ‘sewage’ and ‘one hour’  

 
We have no comments on the Draft Charging Rules for New Connection Services. 
 
 
 
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 have no comments on the proposed wording of the licence modification. 


