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About this document 

This consultation explores how water companies could use innovation in household charges 
to support affordability, and potentially other sustainability goals including greater water 
efficiency.  

We are calling on water companies to conduct charging trials that are accompanied by 
effective customer engagement and support. The consultation discusses key policy and 
regulatory considerations. We welcome stakeholders' views. 

We have also published a statutory consultation alongside this document proposing to make 
small, complementary changes to our Charges Scheme Rules from 1 April 2023, aimed at 
strengthening the role of affordability and other key charging principles, and clarifying our 
position on charging trials. 

https://www.ofwat.gov.uk/wp-content/uploads/2022/09/20220922_consultation_to_change_Charges_Scheme_Rules_April_2023.pdf
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Executive summary 

Water is a service for which an increasing number of customers are struggling to pay. Last 
year, around 1.5 million households were spending more than 5% of their income (after 
housing costs) on water.1 Earlier this year, our cost of living research found that half of 
customers faced difficulties in paying some household bills.2 The increase in the cost of living 
means it is reasonable to expect these numbers to have risen since. At the same time, big 
challenges like climate change threaten the water we rely on. The sector needs to deploy a 
wide range of tools to tackle these issues. So, there is a strong case for revisiting how 
companies set their charges.  

We are calling on water companies to think more creatively about charges and establish trials 
directed at supporting customers struggling to pay. This could include seasonal charging to 
help lower water bills in the winter. Similarly, customers who use a lot of water, for example 
those with swimming pools, hot tubs or large scale sprinkler systems, could be charged a 
premium for very high use, particularly at times when water is scarce. 

The aim of this consultation is to explore how companies might do that, undertaking high 
quality trials where customers are supported and companies' learning is shared. We also 
consult on what the role of Ofwat and our charging rules should be. Figure 1 illustrates how 
new charging approaches could help with affordability, as well as supporting environmental 
goals. 

Figure 1: Charges to support affordability 

 

 

 

 

 

 

 

  

 
1 CCW (2021), Independent review of water affordability. 
2 Ofwat (2022), Cost of living – water customers' experiences. 

https://www.ccwater.org.uk/affordability-review/affordability-review-recommendations/
https://www.ofwat.gov.uk/publication/cost-of-living-water-customers-experiences/


Consultation on charging innovation to support affordability  

3 

We are encouraged that a number of companies are already researching and developing 
options for charging innovation, with the potential to introduce trials from April 2023. We see 
charging innovation as an important dimension in supporting customer affordability. In our 
PR24 draft methodology we have proposed to incentivise companies to be ambitious in 
supporting and enhancing customer affordability.3  

The scope of this consultation is on charges, rather than social tariffs, the latter being a key 
tool by which companies support customers who are struggling to pay. While charges reflect 
costs and benefits, social tariffs are discounts on charges that are means-tested. The sector 
is currently working with the UK government and Welsh Government on social tariff reform, 
following recommendations of the Consumer Council for Water's (CCW) independent review of 
water affordability review.  

We regulate charges primarily through our charging rules. We propose to update our 
charging rules from April 2023 to clarify the treatment of trials, as well as to highlight the 
importance of key charging principles, including fairness, affordability and the environment. 
We are publishing a separate, statutory consultation to update the Charges Scheme Rules 
alongside this document. 

In our PR24 draft methodology we have proposed to incentivise companies to provide quality 
information on their proposals for customer affordability and acceptability and be ambitious 
in supporting and enhancing customer affordability. We see charging innovation (now as well 
as for 2025 onwards) as an important dimension in supporting customer affordability. 

Responding to this consultation 

We welcome comments on this document, and in particular responses to the consultation 
questions set out in table 1. Please email your responses to charging@ofwat.gov.uk. The 
closing date for this consultation is 3 November 2022.  

 
3 Ofwat (2022) Creating tomorrow, together: consulting on our methodology for PR24 

https://www.ofwat.gov.uk/wp-content/uploads/2022/09/20220922_consultation_to_change_Charges_Scheme_Rules_April_2023.pdf
mailto:charging@ofwat.gov.uk
https://www.ofwat.gov.uk/consultation/creating-tomorrow-together-consulting-on-our-methodology-for-pr24/
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Table 1: Consultation questions 

Nr Question 

Q1 Do you agree that companies should be looking at how they can introduce charging innovation to support 
affordability, as well as supporting environmental goals?  
 

Q2 Do you have any comments on our regulatory framework for protecting customers, in the context of charging 
innovations? 
 

Q3 Do you have any comments on our proposed principles for good practice charging trials? 
 

Q4 Do you have any comments on Ofwat's role in supporting good practice charging trials?  
 

Q5 Do you have any comments on the discussion regarding our charging rules and related regulatory compliance? 
  

If you wish to discuss any aspect of this consultation, or to arrange a conversation on the 
issues we have raised, please contact us at charging@ofwat.gov.uk. 

We intend to publish responses to this consultation on our website at www.ofwat.gov.uk. 
Subject to the following, by providing a response to this consultation you are deemed to 
consent to its publication. 

Information provided in response to this consultation, including personal information, may be 
published or disclosed in accordance with access to information legislation – primarily the 
Freedom of Information Act 2000 (FoIA), the General Data Protection Regulation 2016, the 
Data Protection Act 2018, and the Environmental Information Regulations 2004. For further 
information on how we process personal data please see our privacy policy.  

If you would like the information that you provide to be treated as confidential, please be 
aware that under the FoIA there is a statutory Code of practice which deals, among other 
things, with obligations of confidence. In view of this, it would be helpful if you could explain 
to us why you regard the information you have provided as confidential. If we receive a 
request for disclosure of the information, we will take full account of your explanation, but we 
cannot give an assurance that we can maintain confidentiality in all circumstances. An 
automatic confidentiality disclaimer generated by your IT system will not, of itself, be 
regarded as binding on Ofwat. 

  

mailto:charging@ofwat.gov.uk
http://www.ofwat.gov.uk/
https://www.ofwat.gov.uk/publication/privacy-policy/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/744071/CoP_FOI_Code_of_Practice_-_Minor_Amendments_20180926_.pdf
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1.  Introduction 

Q1: Do you agree that companies should be looking at how they can 
introduce charging innovation to support affordability, as well as supporting 
environmental goals?  

This section provides background information and an overview of the document. 

Current cost of living pressures puts affordability into sharp focus. Our cost of living research 
conducted in March 2022 found that half of water bill payers have struggled to pay some 
household bill over the last year; six in ten bill payers expect their financial situation to get 
worse over the coming year; and two in ten bill payers are concerned about the cost of water, 
compared with six in ten concerned about the cost of gas/heating. 

We think that companies' charges and our charging rules have the potential to be important 
tools to support affordability; and these are the focus of this consultation. We are calling on 
companies to trial new approaches to charging structures for household customers that 
could help support affordability, as well as potentially contribute to other goals such as 
greater water efficiency. 

The scope of this consultation is on charges rather than social tariffs. Social tariffs are a key 
means by which companies support customers who are struggling to afford their water and 
sewerage bills, within the framework of government guidance (see chapter 2). In 2021-22 
around 3% of household customers in England and 9% in Wales paid social tariffs.4  

The focus of this consultation is household charges. However, some of the issues discussed 
can be relevant to wholesale charges, i.e. how non-household customers or retailers are 
charged for water and wastewater services. We see companies reforming their wholesale 
charges as being key for providing non-households with better incentives to support water 
efficiency. Companies may decide to design charging innovations that span both households 
and non-households or apply to each separately. 

We see this consultation as primarily relating to the 17 incumbent water companies in 
England and Wales, and of less relevance to new appointees, which are new entrant water 
companies. This is because when new appointees set their charges, they are typically 
required by their licence to set charges that are not greater than those set by the regional 
incumbent water company. In practice, their charging structures tend to mirror those of the 
incumbent.  

 
4 Ofwat analysis of companies' annual performance reports for 2021-22. 

https://www.ofwat.gov.uk/publication/cost-of-living-water-customers-experiences/
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We have a duty to act in accordance with the statements of strategic priorities (SPS) 
published by UK government and the Welsh Government. Both the UK government SPS and 
the Welsh SPS contain important statements on affordability that Ofwat must act in 
accordance with. We must have regard to relevant charging guidance issued by the UK 
government and Welsh Government when issuing or revising charging rules applying to 
companies in England and Wales respectively, and both are clear on the importance of 
fairness and affordability, as well as the role of charging trials. Our strategy, Time to Act, 
Together, also recognises the important balance of keeping bills affordable for all customers 
and keeping water affordable for those on low incomes. 

The rest of the consultation is structured as follows. 

• Regulatory protection of customers (chapter 2) – we discuss Ofwat's broader work on 
affordability and customer protection. 

• Innovation in charges and other schemes (chapter 3) – we provide examples of charges 
that have been used in other countries or previously trialled or considered in the UK, 
including experience in the energy sector. We also discuss other schemes that could help 
reduce customers' bills. 

• Good practice principles for charging trials (chapter 4) – the section discusses the 
importance of running trials of high standard and proposes principles for design and 
evaluation. 

• Regulatory considerations in the setting of innovative charges (chapter 5) – this section 
discusses regulatory requirements relevant to innovation in charges and trialling new 
approaches. 

We also propose to update the Charges Scheme Rules to better support affordability and 
promote environmental protection and facilitate the use of charging trials. We discuss this in 
chapter 5, and we have published a statutory consultation alongside this document with the 
proposed changes to the rules. 

https://www.ofwat.gov.uk/publication/time-to-act-together-ofwats-strategy/
https://www.ofwat.gov.uk/publication/time-to-act-together-ofwats-strategy/
https://www.ofwat.gov.uk/wp-content/uploads/2022/09/20220922_consultation_to_change_Charges_Scheme_Rules_April_2023.pdf
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2. Regulatory protection of customers  

Q2: Do you have any comments on our regulatory framework for protecting 
customers, in the context of charging innovations? 

Any changes, including new charges aimed at supporting affordability, have associated risks. 
The risks of introducing new charges are best managed by the company, which is responsible 
for setting its charges and for its relationship with its customers. We want to mitigate these 
risks by establishing good practice principles for the companies to adopt and share learning. 
We discuss these principles in chapter 4.  

We protect customers through our regulatory framework. We do this in partnership with CCW, 
the representative body for water consumers in England and Wales. In this chapter we set out 
key tools we use to protect customers that may be relevant to how we protect customers with 
respect to charges, as illustrated in Figure 2. We discuss our charging rules separately in 
chapter 5.  

Figure 2: Driving better outcomes for customer service and support 
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2.1 Insight 

Understanding customers through research and engagement is important for generating 
insights on peoples' needs and identifying areas of good and poor company practice.  

We use customer research – such as recent research on cost of living and sewage in homes – 
to better understand customers' experiences, and to test our own policies, as well as to 
challenge companies about their performance.5   

We also collect insights from companies directly through annual reporting and one-off 
information requests that enable us to monitor company performance, including in relation 
to affordability metrics. These insights help shape our policy priorities and focus areas, as 
well as allowing us to evaluate our effectiveness. 

2.2 Partnerships 

We work closely with CCW to deliver better outcomes for customers, for example by 
collaborating on customer research. CCW's remit includes: 

• handling customer complaints about companies; 
• the provision of advice and research; and  
• engagement with water companies on their charges and social tariffs.  

We engage with other customer organisations and charities to understand customer trends, 
as well as working on cross-regulatory issues and learning from developments in other 
sectors.  

2.3 Financial incentives (C-MeX) 

Our customer measure of experience (C-MeX) is designed to incentivise water companies to 
provide an excellent customer experience for residential customers. C-MeX comprises 
surveys that ask customers how satisfied they are with the service provided and how likely 
they would be to recommend the water company to family or friends.  

C-MeX scores are used to calculate financial incentives.6 In our PR24 draft methodology, we 
highlighted that we are considering increasing the overall incentive size for C-MeX, to further 
focus companies on improving their customer service. We also asked for views on whether C-
MeX needs to adapt to incentivise better service to vulnerable and worse served customers. 

 
5 See Cost of living – water customers' experiences and Customer experiences of sewage flooding. 
6 For more details on our C-MeX methodology, see Customer and developer services experience - Ofwat. 

https://www.ofwat.gov.uk/about-us/customer-research/
https://www.ofwat.gov.uk/publication/cost-of-living-water-customers-experiences/
https://www.ofwat.gov.uk/publication/customer-experiences-of-sewer-flooding-a-joint-report-by-ccw-and-ofwat/
https://www.ofwat.gov.uk/regulated-companies/company-obligations/customer-experience/
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2.4 Reputational incentives 

Alongside our use of financial incentives, we play a role in enhancing reputational incentives, 
for example, by regularly collecting and publishing information on water company 
performance. Our approach is designed to increase the reputational benefits of companies 
delivering improvements in customer service and support.  

One example was the introduction of a common performance commitment on companies' 
Priority Services Registers (PSRs). This was aimed at improving both the size and accuracy of 
the PSR as there was relatively low take up and wide variation across companies. We monitor 
progress closely, with companies providing important data to help us track performance. We 
publish this data as part of our service delivery report, highlighting which companies are 
doing well and not so well in reaching and supporting customers, as well as how the sector is 
performing on average. 

We also use reputational incentives through delivering campaigns. For example, in Listen 
Care Share we provided insight into what water company customers have experienced 
throughout the pandemic. We published examples of water companies quickly adapting to 
the changing circumstances to support customers.  

2.5 Charging rules and revenue control (PR24) 

We set revenue controls through our price review, PR24. This is our primary tool for regulating 
companies to deliver overall affordability and value for money, for current and future 
customers. 
 
Separately, provisions within our charging rules address some aspects of affordability and 
companies already have flexibility to innovate. We have scope and flexibility to change the 
rules to encourage more innovation and increase the focus on affordability.  
 
All water companies currently offer discounted charges for customers struggling to pay, 
typically in the form of social tariffs or through the WaterSure scheme.7 Customers are often 
not aware of this support being available to them as highlighted by our ListenCareShare and 
cost of living research.  
 

 
7 Companies may offer social tariffs, setting the eligibility criteria and tariff design, having regard to government 
guidance. WaterSure caps the metered water bill for eligible customers at the regional average. For social tariff 
guidance, see Defra, ‘Company Social Tariffs: Guidance to water and sewerage undertakers and the Water 
Services Regulation Authority under Section 44 of the Flood and Water Management Act 2010’, June 2012. See 
also, Welsh Government, 'Guidance to water and sewerage companies and the Water Services Regulation 
Authority (Ofwat), in relation to social tariffs under section 44 of the Flood and Water Management Act 2010', 
February 2013.  

https://www.ofwat.gov.uk/listencareshare/
https://www.ofwat.gov.uk/listencareshare/
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From 2025 onwards, arrangements for social tariffs may be reformed. Specifically, the UK 
government and Welsh Government are considering the role for, and potential form of, a 
single social tariff for the water and wastewater sector, following on from the 
recommendation made by CCW in its independent water affordability review.  

2.6 Guidelines and companies' licences  

One of the areas we are taking action to protect consumers is in our work to strengthen our 
expectations of how water companies should treat their customers in financial difficulty.  

In May 2022 we published new guidelines for water companies to help household customers 
across England and Wales pay bills, get help and repay debts. Our Paying Fair guidelines 
underline the importance of water companies supporting customers in financial difficulties 
and other vulnerable circumstances. This includes new expectations underlining the 
importance of services being 'Inclusive by design' and considering how customers' ability to 
pay affects their service experience. 

As part of this work, we have asked water companies to submit revised core customer 
information and compliance information to us by 31 December 2022. We will also be revisiting 
what information we collect through each company's regulatory accounts and annual 
performance reports to build transparency of data in this area in line with our commitment to 
open data. This will include considering the case for whether companies should submit more 
data annually on household customer water debt levels.  

Finally, we are taking forward work to consider additional protections for customers, 
including customers in vulnerable circumstances, through development of a new customer-
focused condition for water companies in their instruments of appointment ("licences").8 
Licence conditions can help increase companies’ customer focus and incentivise the very 
best service, while ensuring that we have the right mix of regulatory tools to effect change 
when service falls short.  

Existing licence conditions contain some protections for customers, such as the requirement 
that companies have guidance for customers who have difficulty paying bills and that 
companies provide a leakage allowance to metered customers under specific circumstances.  

We are currently working closely with customer bodies, water companies and others to co-
creating the new licence condition. We will also publicly consult on changes before we 
introduce them into companies’ licences. 

 
8 For more details, see Customer-focused licence condition - Ofwat. 

https://www.ofwat.gov.uk/regulated-companies/vulnerability/paying-fair-guidelines/
https://www.ofwat.gov.uk/regulated-companies/vulnerability/customer-focused-licence-condition/
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3. Innovation in charges and other schemes 

In this chapter we provide examples of different charging structures and highlight some 
associated research. Our aim is to help companies think more creatively about their charges. 
We have looked for examples that may have potential to: 

• improve overall affordability of bills; but also to  
• incentivise household and non-household customers to reduce discretionary demand for 

water and reduce costs of wastewater disposal and treatment. 

Incentivising customers to reduce their discretionary demand could support affordability: by 
charging more for higher usage, most customers may have lower bills (because companies 
would need to lower these charges to remain within the regulated revenue control). The 
scope for this is illustrated by Figure 3, which shows a distribution of household 
consumption, using Thames Water's smart-meter data. There are households using large 
volumes of water, which is not likely to be for non-discretionary daily use. For this dataset, 
the consumption of the average (median) household is around 350 litres per day. 

Figure 3: Illustrative distribution of annual household consumption 

Source: Thames Water smart meter data for London households, 2021. 
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Table 2 provides a summary of the main examples of alternative charging structures 
discussed in this chapter. It is not a comprehensive assessment and does not endorse a 
particular approach but sets out an indication of the objectives that are more likely to be 
delivered by different types of charges. 

Table 2 – Summary of examples of alternative charging structures 

3.1 Background 

In 2021, through a one-off information request, we reviewed companies' charging structures 
for household customers. We did not find innovative approaches to setting charges. Around 
60% of households were on metered charges, 36% on unmetered charges and 3% on 
assessed charges. About 5% of household customers were on reduced charges (which may 
be metered or unmetered), such as WaterSure or social tariffs. Table 3 explains the main 
types of household charges and the way companies set them in practice. 

  

Charging 
structures 

Overview Desired outcome 

Affordability (re-
distributive impacts) 

Environmental 
(reduction in demand) 

Rising block 
tariffs 

Well-designed RBTs reflect a balance 
between essential and discretionary use. 
They can result in lower bills for customers 
with essential use and incentivise reduction 
in discretionary use. 

✓ ✓ 

Premium 
charges 

Different charges applied under pre-defined 
criteria could provide a more cost reflective 
recovery of costs and could incentivise 
reduction in demand in challenging supply 
conditions. 

 ✓ 

Time-of-use 
charges 

Charges that reflect different patterns of use 
(e.g. seasonal variations) could incentivise 
reduction in usage in peak periods and/or 
recover a greater proportion of revenue from 
customers using more water in those periods. 

✓ ✓ 

Two-part 
charges with 
rebate 

Such charges provide a discount to reward 
certain behaviours, such as reduction in 
household water usage.  ✓ 
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Table 3: Main types of household charges 

Types of 
charges 

Description and requirements under 
the Charges Scheme Rules 

How companies set the  
charges in practice 

Metered (or 
'measured') 
charges 

Charges for services that are based wholly 
or partly on measured quantities of volume. 

Companies use a two-part charging 
structure comprising a fixed annual 
charge and a volumetric charge for water 
and wastewater. For the vast majority, the 
volumetric elements account for most of 
the combined water and wastewater 
annual bill. 

Unmetered 
(or 
'unmeasured') 
charges 

Charges for services that are not based on 
measured quantities of volume to any 
extent. Charges schemes that include any 
unmetered charges must clearly state the 
basis on which those charges are 
determined. 

Companies set unmetered charges based 
on the rateable value of a property. The 
charges are not affected by the amount of 
water used in a given year. 

Assessed 
charges 

For households where it is not practical to 
install a meter, customers may instead pay 
assessed charges.  

Assessed charges should be determined to 
reflect as closely as practicable the likely 
volume of water to be supplied. 

Companies set assessed charges based 
on, for example, occupancy, type of 
property or number of rooms. 

Reduced 
charges 

If the company has decided to offer social 
tariffs, it must set these having regard to 
government guidance. It must explain its 
eligibility criteria. 

WaterSure is charge for customers that are 
in receipt of welfare benefits and either 
have large families or certain medical 
conditions that lead to higher water use.  

All incumbent companies offer social 
tariffs in the form of discounted bills to 
provide support to customers who are 
having difficulties paying their bill. They 
also offer WaterSure. Some companies 
offer additional targeted support for 
certain customer groups – such as 
pensioners. 

Surface water 
drainage 
(SWD) 

Surface water charges are payable for 
rainwater draining from a property into a 
public sewer. Companies are required to 
provide for a cost reflective reduction in 
charges if no surface water from a property 
enters the public sewer. They also must set 
out any reductions in charges if customers 
can demonstrate that they have 
significantly reduced the volume of surface 
water draining to a public sewer from their 
premises or explain why there is no such 
provision. 

Most companies charge fixed annual 
amounts for surface water drainage. Most 
companies set those charges out 
separately in their charges schemes, 
while some include them in their 
wastewater charges. 
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3.2 Rising block tariffs 

A rising block tariff (RBT) charges more per volumetric unit of water for each subsequent 
block of water used.  

Figure 4 illustrates how RBTs work. Each block is associated with a certain amount of water 
and can be designed on a per person basis or a per household basis. Blocks can be set at 
different levels, to reflect essential use, average use and discretionary use, for example. They 
could help lower bills for households with essential water use and increase bills for customers 
with greater discretionary use.  

Figure 4: Illustrative RBT structure 

 

 

 

 

 

 

 

 

RBTs have been used as the basis for some water bills in Australia, Asia, South America, 
Portugal, Spain and the USA. The findings of research into RBTs have not generally been 
positive on the effectiveness of these tariffs to reduce demand.9 However, there is no 
comprehensive analysis available on the distributional impacts of those tariffs.  

The independent review of charging for household water and sewerage services (Walker 
Review, 2009), which was conducted prior to the introduction of social tariffs, did not 
recommend this tariff type to be implemented nationally at the time, but found merit in 
trialling RBTs: 

 
9 For example see: IPART New South Wales (2020) – Review of prices for Sydney Water; Boland, John & 
Whittington, Dale (1997) - Water tariff design in developing countries: disadvantages of increasing block tariffs 
(IBTs) and advantages of uniform price with rebate (UPR) designs; Sibly, H. and Tooth, R (2014) - The 
consequences of using increasing block tariffs to price urban water; Centre for Competition Policy for Anglian 
Water (2017) – Price and behavioural signals to encourage water conservation. 

https://www.gov.uk/government/publications/the-independent-review-of-charging-for-household-water-and-sewerage-services-walker-review
https://www.gov.uk/government/publications/the-independent-review-of-charging-for-household-water-and-sewerage-services-walker-review
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"8.5.13 Notwithstanding some of the theoretical advantages that a rising block 
tariff can deliver, the difficulties of ensuring that in practice the outcome is fair 
are significant. Overall, the review team’s view is that there are benefits of 
rising block tariffs which may merit trial and development in specific water 
company areas. However, without a robust way of establishing occupancy, the 
general adoption of rising block tariffs is unlikely to maximise fairness within 
the charging structure, and would provide everyone with cheaper blocks of 
water, rather than targeting those who really need help.  

8.5.14 The review team does not therefore recommend a rising block tariff as a 
national system of charging now. Most respondents agreed with this view." 

Companies that might be interested in trialling RBTs would need to consider how to avoid 
penalising larger families, for example.  

3.3 Premium charges 

Charges could be set to include higher rates under pre-defined criteria, for example, times of 
severe water stress (low reservoir levels). Premium charges can send stronger price signals 
to incentivise customers to change their behaviour and reduce non-essential water usage. 

The Independent Pricing and Regulatory Tribunal (IPART) in New South Wales, Australia, 
decided to introduce flexible water usage prices for Sydney Water's household customers in 
July 2020, depending on whether dam levels were below 60%, above 70%, or in between.10  

• The standard rate applied when levels were above 70%, and when levels were falling but 
had not reached 60%.  

• Once dam levels fell below 60%, a premium (35%) was applied to the standard rate, which 
remained in place until dam levels recovered to 70%.  

This allowed Sydney Water to recover increased costs in drought and encourage customers to 
conserve water. At the same time, the regulator decided to reduce the fixed charges for 
water and wastewater to give customers greater control over their bills. 

The regulator noted in its decision that flexible prices do not distinguish between essential 
and non-essential use of water and that the cost to produce water was not influenced by its 
end use. Some stakeholders for example noted that large volumes were essential for parks 
and gardens which provide shade. 

 
10 IPART (2020), Final report on the maximum prices for Sydney Water 

https://www.ipart.nsw.gov.au/Home/Industries/Water/Reviews/Metro-Pricing/Prices-for-Sydney-Water-Corporation-from-1-July-2020/16-Jun-2020-Final-report/Final-Report-Review-of-prices-for-Sydney-Water-June-2020
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3.4 Time-of-use tariffs  

Time-of-use charges (ToU) have different volumetric rates depending on when water is used. 
They are similar to premium charges but the charging structure is based on a fixed set of 
time periods, so customers know well in advance when the different rates will apply.  

The time periods can be large, such as different seasons through the year, or narrow, like at 
different times of the day. ToU charges can be designed to recover the same total revenue 
over a year as charges with a single volumetric rate, so customers on ToU charges do not pay 
any more in total than other customers would, for average use.  

ToU charges are applied in many sectors, including public transport where peak fares may be 
higher. They are useful to encourage customers to change their behaviour (in order to reduce 
demand on the network) or to recover costs associated with investing in more capacity to 
meet peak demand.  

There are examples of ToU tariffs for household customers in the energy sector made 
possible by either restricted meters or smart meters. 

3.4.1 Restricted meter tariffs in the energy sector 

There are about 4 million electricity customers in the UK on restricted meters.11 Electricity 
customers with restricted meters are charged different rates at different times of the day and 
typically charged lower rates for off-peak periods. Households on those meters are likely to 
use electricity rather than gas for heating and have higher than average electricity 
consumption. 

Most electricity customers on restricted meters are on Economy 7 or similar type of two rate 
tariff. Economy 7 meters record consumption separately in a 7-hour night time period, during 
which customers are charged a reduced rate for the electricity they use. Another common 
type of restricted meters is Economy 10 – it is similar to Economy 7, but in addition to the 
night hours, the lower rate is also applied to 3 hours during the day (usually in the afternoon). 
The exact hours for the application of lower rates for restricted meters vary by region. 

3.4.2 Smart tariffs in the energy sector 

Ofgem commissioned qualitative research in 2020 to better understand customers' 
experiences and perceptions of ToU smart tariffs.12 At that stage, while smart metering 

 
11 Ofgem (2019) – Review of typical domestic consumption values 2019. 
12 Ofgem (2020) – Energy consumers' experiences and perceptions of smart Time of Use tariffs.  

https://www.ofgem.gov.uk/publications/review-typical-domestic-consumption-values-2019
https://www.ofgem.gov.uk/publications/energy-consumers-experiences-and-perceptions-smart-time-use-tariffs
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infrastructure is more widely available in the energy sector than in the water sector, take-up 
of ToU smart tariffs had been low. The research found that: 

• customers on smart ToU tariffs were typically highly engaged; 
• satisfaction was high among electric vehicle owners, while others were less able to 

capitalise on off-peak periods; 
• ToU tariffs were felt to be more appealing when static13 (easier to fit into a daily routine), 

less complex (2 or 3 rates), and framed in terms of rewards (e.g. discounts for off-peak 
use). 

Smart meters in the energy sector provide opportunities for setting static and dynamic 
charges to incentivise behaviour. For example: 

• Green Energy's TIDE tariff (static) uses different rates for different periods during the day. 
Customers can access the lowest electricity rates from midnight to 7am every night and 
can lower their bill if they avoid using electricity between 4pm and 8pm on weekdays 
(peak times). 

• Octopus Energy's Agile tariff (dynamic) applies updated unit rates between 4pm and 8pm 
every day. The rates of the tariff are updated for the next twenty-four hours based on the 
electricity wholesale market rates. Under this tariff customers can also be paid to use 
energy on some occasions – there are periods when there is more electricity generated 
than consumed, usually as a result of abundant power being generated by renewable 
sources, and wholesale prices become negative. The tariff is intended to encourage 
customers to shift demand. Octopus Energy currently advises that the rates under this 
tariff are higher that its standard tariff, due to the significant increase in wholesale 
prices. 

3.5 Time-of-use charges for water 

There are different ways that ToU charges for water could be structured. Possible approaches 
include the following.  

• Standard seasonal charges – higher rates for all seasonal consumption. For example, 
households are charged higher rates for their consumption in the summer (e.g. between 
June-August) and lower rates for their consumption during the rest of the year (see 
Figure 5). 

• Peak seasonal charges – standard rate for base level of water use all year round (e.g. the 
base level could be the average usage during winter) then peak rate in summer is applied 
to the consumption above the base level. 

 
13 The term static here is used to describe tariffs that include set rates for different time periods and these do not 
vary for the duration of the contract terms. 

https://www.greenenergyuk.com/tideabout
https://octopus.energy/agile/
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• Peak/off-peak charges – a higher rate when water demand is high (such as early 
evening) and a lower rate at other times. 

Figure 5: Seasonal charges – illustration 

 

 

 

 

 

 

Seasonal charges are likely to be more effective when there is a substantial seasonal 
variation in water usage combined with information campaign to participating customers. 
Daily peak charges could incentivise customers to shift their usage during peak times. This 
may require more advanced metering infrastructure, such as smart meters. 

A recent report by Artesia and Frontier Economics examined the benefits and costs of 
Advanced Metering Infrastructure (or smart meters) and identified being able to employ 
innovative tariffs as an additional benefit that smart meters can offer.14 Time-of-use tariffs, 
peak demand tariffs and drought resilience tariffs could be introduced in the future to 
improve resilience and incentivise water conservation. We think there is also potential for 
innovative charges to target households more effectively to improve affordability. 

3.6 Two-part charges with rebate 

Charges could be set to provide a rebate applicable if certain conditions are met (e.g. 
reduced consumption). This approach could incentivise customers to reduce their usage. It 
would be more effective at addressing affordability if companies could target lower income 
groups (e.g. give a higher rebate to such groups). Otherwise households with greater 
discretionary use will have more scope to reduce consumption. 

For example, Thames Water provides a water efficiency incentive to retailers in its 2022-23 
wholesale charging arrangements for interventions resulting in reduction of average usage 

 
14 Unlocking Benefits through data and metering – A case for investment in AMI smart water metering, May 2022. 
https://www.arqiva.com/AMI_Benefits.pdf 
 

 

Summer  

https://www.arqiva.com/AMI_Benefits.pdf
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(such as installation of water saving devices, fixing internal plumbing that reduces wastage). 
The reduction is £0.08 per litre per day for the amount of water saved, which is calculated as 
being the difference between average consumption (litres per day) prior and after the water 
efficiency intervention. 

Some customers perceive charging structures that provide rewards more favourably than 
those that have higher unit rates. Southern Water conducted customer research for its Water 
Resource Management Plans and found this to be the case.15 This highlights the importance 
of effective communication about innovative charging structures. 

3.7 Sewerage services 

Sewerage charges include wastewater drainage charges (which are largely based on water 
demand for metered customers) and surface water drainage charges.  

• Wastewater charges - Incentivising reduction in water demand would result in lower 
water and wastewater charges.  

• SWD charges - Our charging rules include provisions for reductions in surface water 
charges where surface water does not drain into the public sewer. Companies could do 
more to incentivise reduction in surface water drainage through their charging 
structures.  

3.8 Unmetered supplies  

Metering allows for fairer and more cost reflective charging. Innovative charging structures 
usually rely on metering infrastructure being in place, but there is still a large proportion of 
customers with unmetered supplies, which varies across companies and localities.  

Legislation upon privatisation of the water sector in England and Wales allowed companies to 
continue their practice of using 'rateable value' (RV), which is a measure of the value of the 
property in 1990, as the basis for unmetered charges. As of 2021, no company has chosen a 
different basis on which to levy unmetered charges. 

The Walker Review considered other options for unmetered charges, but recommended 
replacing the RV system with metered charges, combined with targeted help (this latter 
recommendation was accepted through the introduction of social tariffs), as a more effective 
and fairer basis for charging.  

Outside water usage can be a significant proportion of a household's total water use. Some 
companies include separate unmetered charges for sprinklers, pools, garden ponds and hot 

 
15 Southern Water (2018), Revised draft resource management plan 2019, Appendix 7. 

https://www.southernwater.co.uk/media/3702/sor-appendices-7-and-8.pdf
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tubs. It is fairer to have separate charges for significant outside usage, rather than applying 
the same unmetered charges to households with and without outside water usage. 

It is important that unmetered customers contribute to a fair share of companies' costs. Our 
Charges Scheme Rules require the average differential between metered and unmetered 
charges to only reflect differences in costs and additional benefits of the provision of one 
service relative to the other. Reflection of both the costs and additional benefits of the two 
services, combined with information campaigns, could motivate more households to opt for 
metering.  

3.9 Other schemes 

There are other approaches that can be used to help customers reduce their bills and reduce 
their non-essential water use. They can be implemented alongside more innovative charges 
to maximise potential customer benefits. 

3.9.1 Water company and CCW pilot schemes to support affordability 

CCW has been working with a group of water companies to trial some of the 
recommendations from its review of water affordability. The pilot schemes explore how 
customers can get financial support and advice more effectively.  

One of the pilot schemes explored forging stronger links between affordability and water 
efficiency. Thames Water studied the impact of its Smarter Home Visits. It found that the 
visits can reduce overall water use by 75-90 litres per day and 10% of visits identified wastage 
issues (such as leaking toilets). The pilot also found that savings are greatest in deprived 
areas and proportionate to household occupancy levels. 

3.9.2 Ofwat Innovation Fund 

In October 2022 we will be launching our next round of the Water Breakthrough Challenge 
which provides an opportunity for water and wastewater companies to submit innovative 
proposals to help meet the key challenges facing the sector.  

This autumn we will also be publishing more information on our new open access 
competition which targets innovators directly and will support early-stage ideas for projects 
lower than £500k in value. This will open in early 2023.  

These competitions offer the sector an opportunity to receive funding for innovation, 
including in the area of charging.  

https://www.ccwater.org.uk/affordability-review/affordability-review-pilot-scheme/
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4. Good practice principles for charging trials 

We think that trials, with a subset of customers, are a good way to test different approaches 
to charging. This is because: 

• it allows the company and others to understand the likely impact of different approaches 
to charging;  

• introducing at smaller scale means that the company is better able to support the 
affected customers and better manage any unintended consequences; and  

• the findings of trials allow companies to refine their approach prior to any wider 
implementation, if they decided that is appropriate.  

In this chapter, we propose good practice principles for charging trials. Where companies 
introduce trials consistent with good practice principles, we propose that Ofwat could provide 
support for those trials, and we discuss the form that support might take. We also discuss 
CCW's role. We see the trial principles in three categories: careful planning and design, 
customer engagement and support, and maximising learning, as shown in Figure 6.  

Figure 6: Good practice principles for charging trials 

Q3:  Do you have any comments on our proposed principles for good 
practice charging trials? 

Q4:  Do you have any comments on Ofwat's role in supporting good practice 
charging trials? 
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We are proposing to change our Charges Scheme Rules from April 2023 by making explicit 
that trials are permitted under the rules: see chapter 5 and our statutory consultation. 

4.1 Careful planning and design 

Good practice trials are carefully planned and designed. We propose these would have the 
following elements.  

• Understanding of customers - Companies will need to design their trials based on an 
understanding of their customers' needs and characteristics. 

• Clear objectives – transparent statement of what the trial is trying to achieve and why. 
• Careful ex-ante charging policy design – this includes ex-ante impact assessment, 

including identifying and planning for any mitigating measures, and plans for engaging 
with and supporting customers.  

• Careful ex-ante trial design – companies need to take a fair and neutral approach to 
setting up, designing, running and evaluating trials to make sure findings are robust and 
unbiased. Trials need to be large enough to provide meaningful results but small enough 
for the companies to manage, especially if they generate significant levels of customer 
interaction. 

• Comparability: Consistent principles in setting and evaluating trials, across companies, 
mean that results are comparable and learning maximised. We recognise that scope for 
this may be limited for 2023-24 implementation.  
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We set out some points on good practice evaluation in Box 1. 

Box 1: Robust evaluation 

Companies will need to give careful thought to how they monitor and evaluate the 
behaviour they observe. Ex-post evaluation is a key part of running a trial and if not 
done properly (or at all) then the benefits of the trial will be much reduced.  

Evaluation should be integrated into the design of the trial from the outset, rather 
than considered at a late stage, as this ensures the trial is as robust as possible and 
reduces the risk of undermining the legitimacy of the trial.  

Good practice in evaluation includes: 

• setting criteria for evaluation and being clear as to how and when these will be 
measured (for example, specific measures to understand how trials impact 
affordability for people on low incomes or struggling to pay bills); 

• a design that does not favour a particular outcome; 
• consideration of how to achieve meaningful comparisons. For example, the use 

of a control group with comparable characteristics to the trial group. 
• using robust evidence to support conclusions. 

4.2 Customer engagement and support 

Charges need to be acceptable overall to the customers in the trial. To achieve this, a 
company will need a considered plan of communication and engagement with customers, 
both before and during the trial.  

An important aspect of achieving customer acceptance is that the charges are seen as being 
reasonable and rationale, and that customers, particularly those in vulnerable 
circumstances, feel supported. This will be as important for any wider implementation as for 
the trial itself.  

The good practice principle of customer engagement and support is underpinned by the 
regulatory framework. We discuss how the regulatory framework protects customers in 
chapter 2 and the role of our charging rules in chapter 5.  

Beyond regulatory compliance, we think this principle has the following elements.  

• Effective engagement - Companies will need to communicate and engage effectively with 
their customers so that customers feel that they have the information they need. 
Explaining the purpose of the trial is important for customer acceptance. Customers need 
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to be informed in good time, particularly if their bill may change significantly, to allow 
them to prepare and / or act to mitigate the effect (for example by using less discretionary 
water).  

• Support for customers struggling to pay – It is important that eligible customers are 
aware of social tariffs, and any other options for discounted charges, and are readily able 
to access these. Informed by ex-ante impact assessment, a company may choose to 
introduce complementary support in the form of reduced tariffs to certain trial-groups. 

• Support for customers to reduce leakage and discretionary water consumption –
Companies are required by their licences to provide some support for customers with 
supply-pipe leakage. For many trials we anticipate that it will be important for companies 
to identify and alert properties that likely have a leak inside or outside of the property, to 
allow the household to take prompt action and to avoid the customer paying high 
charges. We see advice on reducing discretionary water use as also being important.  

• Support for the full diversity of customer needs – Some customers and / or communities 
may have specific needs that need to be supported, for example communication in an 
accessible format or help with meter reading so that they can monitor their water 
consumption.  

4.3 Maximising learning 

We would welcome commitment by companies to collaborate in how they design, implement, 
operate and evaluate their trials. Learning points from individual trials could be more 
powerful if companies work together on the design of the evaluation. Also, a common (or at 
least consistent) approach to trials may have benefits in terms of customer communication 
and understanding about the importance of trials.  

We think that the principle of maximising learning has the following elements. 

• Expert input – the use of experts should be proportionate to the scale of the task and the 
challenge. Expertise will be needed, for example, to design a consistent basis for 
evaluating trials. 

• Collaboration – It is likely to be beneficial for the consistency and robustness of trials for 
companies to work together on the design and evaluation of trials. 

• Sharing learning – It is important that companies share results and findings of trials to 
improve the effectiveness of future trials and wider implementation of more innovative 
charging approaches.  

Companies should also consider the potential benefits of sharing information from previously 
conducted trials. This can help to: 

• inform the design of new trials; 
• avoid repetition of undertaking similar trials; and  
• avoid approaches that have previously been found to be ineffective or detrimental. 
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4.4 Ofwat's role in supporting good practice trials 

We think that Ofwat could support companies introducing charging innovations with the aim 
of achieving a better outcome for customers. We see this as being support for companies that 
are introducing trials consistent with good practice principles, where we agree those 
principles through this consultation process. We propose to support the trials through 
communication and through facilitating shared learning. We discuss each of these in term. 

In addition, in our PR24 draft methodology we have proposed to incentivise companies to 
provide quality information on their proposals for customer affordability and acceptability 
and be ambitious in supporting and enhancing customer affordability. We see charging 
innovation (now as well as for 2025 onwards) as an important dimension in supporting 
customer affordability. 

4.4.1 Ofwat communication 

Where a company is introducing a trial and has assured us that it will follow good practice 
principles, we can support the trial through our communications, to help give customers 
confidence in the aims of the trial. For example, we could establish a web page and other 
communications explaining the aims of companies' trials and answering some frequently 
asked questions.  

Past research of trials (e.g. by Wessex Water in its PR19 business plan16) found scepticism 
among customers regarding a company’s motivations to run such trials. Some customers 
perceived new types of charges as a way for companies to increase revenue. We see a role for 
Ofwat in reassuring customers that this cannot happen due to the way we regulate the water 
sector in England and Wales - as Ofwat determines the maximum revenue water companies 
can recover through their charges as part of our price review. 

4.4.2 Supporting shared learning 

We think that Ofwat may have a role to help to overcome potential tensions between 
companies working together to share good practice and the importance of complying with 
competition obligations. We welcome discussions with companies about how Ofwat might 
facilitate collaboration. 

 
16 Wessex Water (2018), Appendix 1.1.AC – Metering tariff trial. 

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwiQ69Wytbf5AhVUa8AKHUR1Bu0QFnoECAoQAQ&url=https%3A%2F%2Fwww.wessexwater.co.uk%2F-%2Fmedia%2Ffiles%2Fwessexwater%2Fcorporate%2Fstrategy-and-reports%2Fbusiness-plan%2F0101ac--metering-tariff-trial.pdf&usg=AOvVaw3VaSKemYC9TObbB5eJt5WR
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4.5 CCW's role in high quality trials 

CCW has been instrumental in pushing the agenda on water affordability, notably through its 
leadership of the independent water affordability review. With respect to charging 
specifically, CCW has relevant expertise in: 

• representing customers interests in engagement with companies on charging issues; and  
• ensuring potential customer impacts or concerns are identified and, where appropriate, 

mitigated.  

We think it will be valuable for companies to seek early engagement with CCW on proposed 
trials and to work constructively with them in developing and implementing plans. 
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5. Regulatory considerations in the setting of innovative 
charges 

Q5: Do you have any comments on the discussion regarding our charging 
rules and related regulatory compliance? 

Companies will need to comply with relevant regulatory obligations when they introduce 
charges in a trial. All household charges must be levied in accordance with the company's 
charges schemes, to which our charging rules apply. In addition, Condition E of each 
company's licence requires that the company must not set charges in a way which results in 
undue preference in favour of, or undue discrimination against, any of its customers or 
potential customers. 

We are proposing to make two changes to our Charges Scheme Rules from April 2023. We are 
looking at improving the charging rules to promote more explicitly affordability and better 
environmental outcomes and reduce barriers to companies to run charging trials. We have 
published a statutory consultation on updating the Charges Scheme Rules alongside this 
document. 

Subject to these changes, we do not consider there are regulatory barriers to companies 
trialling and implementing more innovative charging structures. Our charging rules, 
including the Charges Scheme Rules for household customers, are high level and allow 
companies flexibility and ability to innovate when setting their charges.  

This chapter sets out the framework within which we set our charging rules and discusses 
key requirements in our charging rules related to the potential trialling and implementation 
of more innovative charging structures for household customers.  

5.1 Ofwat's duties 

Our statutory duties encompass the need to further the consumer objective, including the 
need to have regard to the interests of low-income consumers. A key secondary duty in the 
context of this consultation is to secure that companies do not show undue preference or 
discrimination in fixing charges. 

We have a duty to act in accordance with each government's statement of strategic priorities 
(SPS), both of which were published in 2022.  

The SPS by the UK government states: 

https://www.ofwat.gov.uk/wp-content/uploads/2022/09/20220922_consultation_to_change_Charges_Scheme_Rules_April_2023.pdf
https://www.gov.uk/government/publications/strategic-policy-statement-to-ofwat-incorporating-social-and-environmental-guidance/february-2022-the-governments-strategic-priorities-for-ofwat
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"Ofwat must consider the affordability of bills for the generality of customers, as well 
as requiring that water companies have protections in place to support households 
who struggle with their water bills. 

Water companies must understand the needs of their customers through better 
engagement and the use of data when developing their longer-term outcomes and 
priorities. Business plans should reflect evidence of customers’ expectations, and the 
affordability and acceptability of future bills." 

The Welsh Government SPS states: 

"We expect Ofwat to:  

• Consider affordability for all customers and affordability for customers who are 
struggling to pay their water bill in the design of its regulatory framework." 

When issuing and revising charging rules, we are required to have regard to relevant 
charging guidance. As these proposed trials and innovative charges relate to household 
charges, regulated under the Charges Scheme Rules which apply to companies in both 
England and Wales, both of the UK government and the Welsh Government's guidance are 
relevant. We note in particular the following sections of the sets of guidance: 

The UK government's charging guidance to Ofwat states that: 

"2.9 In this context, the Government recognises that innovative tariff structures can 
send positive price signals and improve economic and environmental efficiency. This 
might involve pricing to reflect seasonal peaks or incentivise collection and use at 
times of lower demand. Rising block tariffs can also have a role in encouraging 
customers to consider their use of water. However, as above, the introduction of such 
tools needs to be properly evaluated including with regard to customer affordability 
and acceptability, especially where costs would be incurred as part of 
implementation. Well-designed small-scale tariff trials can provide important 
evidence to guide decisions on tariff design. A balance will need always to be struck 
with the principles of fairness and affordability and stability and transparency."  

The Welsh Government recognises the role of innovative charging structures to incentivise 
change in customer behaviour in its charging guidance to Ofwat: 

"4.22 In this context, the Welsh Government recognises that innovative tariff 
structures can send positive price signals and improve economic and environmental 
efficiency. For example, rising (fixed and amended) block tariffs, which charge more 
per volumetric unit of water for each subsequent block of water used, can mean a 
lower volumetric rate is charged for essential use and a higher volumetric rate is 
charged for discretionary use. This can provide an incentive to reduce discretionary 

https://gov.wales/written-statement-strategic-priorities-and-objectives-statement-ofwat-sps
https://www.gov.uk/government/publications/water-industry-charging-guidance-to-ofwat
https://senedd.wales/laid%20documents/sub-ld10749/sub-ld10749-e.pdf
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water use whilst still giving access to water for basic needs at low cost. Seasonal 
tariffs and time-of-day tariffs can also tackle peak water uses where these affect the 
required capacity of the system. 
 
4.23 Well designed small scale tariff trials can provide important evidence to guide 
decisions on tariff design, but should always include provisions for potentially 
vulnerable customers within the trials." 

5.2 Introducing charging principles to support affordability 
and better environmental outcomes  

This section explains our proposal to include general charging principles in the Charges 
Scheme Rules and the policy considerations for the proposed change. 

5.2.1 Proposed changes to Charges Scheme Rules 

Introducing general charging principles 

We propose to update the Charges Scheme Rules from April 2023 to include a requirement 
that charges must be determined in accordance with the principle that charges should 
reflect the following: 

• fairness and affordability;  
• environmental protection;  
• stability and predictability; and  
• transparency and customer-focused service. 

This is consistent with the recommendation from CCW's affordability review relating to 
charging: 

"Improving water affordability should be considered by water companies, Ofwat 
and CCW when exploring future options for alternative tariffs and charging 
structures."  

5.2.2 Policy considerations 

We have considered how our charging rules can better support affordability and promote 
environmental protection, while ensuring the rules remain principle-based to allow 
companies flexibility and ability to innovate.  

https://www.ccwater.org.uk/affordability-review/affordability-review-recommendations/
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We propose to include a new charging rule in the Charges Scheme Rules. The new rule will 
introduce general charging principles, which already form part of our other charging rules – 
Wholesale Charging Rules and Charging Rules for New Connection Services (English 
Undertakers).17 Our general charging principles reflect principles set out in Defra's charging 
guidance to Ofwat and in Welsh Government's charging guidance to Ofwat. 

The general charging principles require that relevant undertakers must determine what 
types of charges may or may not be imposed and the amount of any charges that may be 
imposed in accordance with the principle that charges covered by these rules should reflect:  

(a) fairness and affordability;  
(b) environmental protection;  
(c) stability and predictability; and  
(d) transparency and customer-focused service 

We think that the relevant sets of charging guidance are well understood by water 
companies, and they consider the key principles when setting household charges. While 
there are other requirements in our charging framework that requires companies to consider 
bill stability and affordability and consult extensively with stakeholders, including CCW, 
having the above principles in the Charges Scheme Rules formalises our expectations and 
further highlights the importance of considering affordability and fairness in setting charges. 
This will also improve accountability, as each company board need to issue an annual 
statement that the company complies with the charging rules. 

The charging guidance by both the UK Government and Welsh Government also highlights 
the importance of balancing between different principles and objectives. Balancing different 
objectives and principles is a key feature of our charging rules, as they are not too 
prescriptive to allow for flexibility and innovation. Companies need to consider how any new 
charging structures, which try to deliver a certain objective, comply with these principles.  

5.3 Clarifying the role of charging trials  

We propose to update the Charges Scheme Rules to clarify the role of charging trials. This 
section explains our proposal in more detail. 

 
17 The Charging Rules for New Connection Services also include a principle for charges to reflect the costs of the 
relevant service. However, this principle is already contained in the current Charges Scheme Rules section 13 that 
states “Charging structures must reflect the long run costs associated with providing the relevant service.”  
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5.3.1 Proposed changes to the Charges Scheme Rules 

Clarifying the role of charging trials 

We propose to update the Charges Scheme Rules from April 2023 to be clear that there are 
no potential barriers to undertaking trials of new charging approaches.  

We are proposing a clarification of rule 12 (which we propose will become rule 13 following 
the changes which we are consulting on) to be clear that "consistent principles and 
approaches must be applied to the calculation of charges for different classes of customers" 
should not present a regulatory barrier to the running of trials which, by necessity, will be 
likely to involve customers who are otherwise the same paying different charges depending 
upon whether they have been selected for a trial. 

5.3.2 Policy considerations 

Under the current Charges Scheme Rules, rule 12 requires that: 

“Consistent principles and approaches must be applied to the calculation of charges for 
different classes of customers.” 

Several companies have raised concerns that charging trials could be considered a violation 
of this principle as a different approach to calculating charges would be applied to those 
customers in the trial.  

In order to remove this potential barrier, we are proposing a change to this charging rule to 
make it clear that companies can depart from this principle when trialling new charging 
structures.  

More details on this proposed change, as well as how to respond to this statutory 
consultation, can be found in our separate statutory consultation.  

We note the support for trialling new charging approaches by Defra and Welsh Government in 
their charging guidance to Ofwat.  

In order to allow companies to start running charging trials in the next charging year, we 
propose to make this change to the Charges Scheme Rules to come into effect from 1 April 
2023. 



Consultation on charging innovation to support affordability  

34 

5.4 Licence Condition E 

We are not proposing to make any changes to licence condition E, under which companies 
are prohibited from undue preference to or undue discrimination against any class of 
customer in setting their charges.  

This obligation sits alongside the requirement to comply with the charging rules, and to an 
extent is complemented by the requirement to apply consistent principles and approaches to 
the calculation of charges for different classes of customers at current rule 12. Companies 
must assure themselves that there is a sound evidence base to justify any differential in 
charges across customers to ensure that their charges do not infringe against this condition. 

Companies are experienced at assessing the compatibility of their charges with condition E, 
and the Charges Scheme Rules already explicitly provide for charges for different classes of 
customers to differ where this is justified (e.g. in the case of metered and unmetered 
charges, where this is driven by the difference in costs and additional benefits of one service 
relative to the other, or more generally where this reflects a difference in costs to provide the 
relevant service). The analysis required is whether any charging differential is undue or 
whether there are sound reasons for it in line with the regulatory framework.  

Where a trial is robustly designed so as to trial charges aimed at achieving one or more of the 
objectives outlined in chapter 1 of this consultation, it is our view that although customers 
participating in the trial would be paying different charges from those imposed upon 
otherwise similar customers, there would not be any undue discrimination or preference and 
condition E would not be infringed. 

5.5 Other rules on setting different charges for different 
classes of customer 

Our charging rules are high level. For example, they allow for companies to set charges that 
are highly aggregated across a wide group of customers (as is typically the case for most 
household charges) or are more disaggregated (as is currently the case for some wholesale 
charges for retailers). Where there are differences in charges for different classes of 
customers, the rules link these differences to costs and / or benefits (such as environmental 
benefits). Unlike social tariffs, charges do not differ according to customer need.  

We are not proposing to make changes to our charging rules in relation to this issue, and do 
not think that this is a barrier to introducing charging innovation such as charges that vary 
by season or by consumption band.  

Rule 13 (which we propose will become rule 14) of the Charges Schemes Rules and rule 15 of 
the Wholesale Charging Rules requiring that "charging structures must reflect the long run 
costs associated with providing the relevant service" apply to all charges, and sit alongside 
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the requirement that we propose to introduce that charges should reflect principles 
including fairness and affordability. We do not propose to amend current rule 13, because it is 
our view that companies can ensure that the charging structures being trialled are designed 
to reflect long run costs, just as they do with other types of charges. 

Currently some differences in household and non-household charges are explicitly required 
to reflect differences in costs and additional benefits (for example of water saving). We intend 
to retain this approach, to sit alongside the requirement on companies, from April 2023, to 
set their household charges to reflect the four principles as set out in section 5.2. English 
companies are already required to determine their charges for business retailers in 
accordance with those principles under our Wholesale Charging Rules. We think this is worth 
highlighting because we understand that there is some perception within the sector, for 
example in the context of wholesale charges to retailers, that differences in charges are not 
permitted to reflect benefits – to water companies and to wider society and the environment 
– associated with water efficiency, whereas that is not the case. 

Current charges for household customers can be described as single rate charges. 
Customers are charged a single volumetric or rateable value rate and fixed annual charges 
for water and sewerage. Charging structures that include two or more variable rates will 
include a differential between those rates. This differential could be designed to reflect peak 
demand cost differentials, the benefit of water saved (which is a potential cost saving in the 
future) and other approaches that are not limited to an average cost calculation. 

Similarly, the requirements and general principles in the Wholesale Charging Rules for 
business retailers do not prevent companies from developing wholesale charges that 
incentivise water efficiency. One of the general charging principles is environmental 
protection and balancing different principles is a key feature of our charging rules. 

5.6 Provisions to support affordability and protect customers  

There are provisions within the Charges Scheme Rules aimed at supporting affordability. 

• Companies are required to consult with CCW on their charges schemes, which set out 
their household charges.  

• Companies are required to issue a board assurance statement, which include 
confirmation that the board has assessed the effects of the new charges on customers’ 
bills for a range of different customer types, and approves the impact assessments and 
handling strategies developed in instances where bill increases for particular customer 
types exceed 5%. 
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The Charges Scheme Rules also set out publication and information requirements with which 
companies must comply. Companies must publish charges schemes no later than 1 February 
in the year immediately preceding the charging year in relation to which they have effect.18 
This means that companies must set out the charges they will impose under any trials by that 
time. We expect most charges under trials to apply for a full charging year in order for the 
company to assess the effectiveness of the charging structure trialled and in view of the 
principles of stability and predictability. 

Rule A2 requires all companies other than new appointees to publish a statement in advance 
of publishing their charges scheme setting out any significant changes anticipated to 
charges.19 Rule A2 provides that the statement should include: 

• confirmation of any bill increases of more than 5% that the company anticipates for a 
given customer type assuming a constant level of consumption;  

• information in relation to customers likely to be affected and handling strategies; and  
• more generally detailing any significant changes in charging policy from the previous 

year. 

We anticipate that most charges imposed under trials will be among those included in a 
company's statement of significant changes as a significant change in charging policy. In 
many cases, we would expect companies to carry out analysis beyond what is required under 
rule A2. A handling strategy will be particularly important for a trial, as discussed in 
chapter 4.  

 
18 The later date of 22 February applies to new appointees. 
19 No later than 13 January. 
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