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Significant changes in our wholesale charges

2020-21

Draft Wholesale Access Charging Rules, published by the Water Services Regulation Authority (WSRA), under
sections 66Eand 1171 of the Water Industry Act 1991, requirethat if Severn Trent Water intends to make any
significantchanges toits wholesaleaccess charges, itshould provideto the WSRA and publish a statement of
significantchanges nolater than the Julyimmediately preceding the Charging Year for which the changes

would have effect.

Below we set out changes we are makingacross fiveareas:
e  Fixed charges for unmetered customers;
e Non-household charges for water;
e Non-household charges for waste; and
e New appointments andvariations.

We alsonotethat in2020/21 our charges will be updated consistentwith Ofwat’s 2019 Final Determination,
due to be publishedin December 2019. Although this determination does not require any structural changes,
itis useful tonote thatitwill lead to a material change inrevenues between AMP6 and AMP7. Our official K
factors! forall controls will be zero next year, becausewholesale controls havebeen splitinto two wholesale
controls for each service. However, our business plan proposes effective wholesaleK factors of +2.9% for
water and-0.2% for wastewater.

e The positive “K factor” for wholesale water relates partly to the reversal of in-period regulatory
penalties. Water charges for 2019-20 included Outcome Delivery Incentives (ODIs) and a revenue
correction totalling minus £0.2m. These will be reversed in the firstyear of the next AMP.

o Llikewiseg, the slightly negative “K factor” for wastewater is influenced by a reduction inthe level of in-
periodincentives. Wastewater charges for 2019-20 included ODIs and a revenue correction totalling
+£0.1m.

Fixed charges for unmetered customers

Non-household customers inthe Powys area that arestill charged by rateablevalue pay a small fixed charge
for each servicethat they receive (fresh water, foul water and surfacewater). We intend to implement a
gradual increaseinthese charges, in order to reduce the proportion of the overall bill thatis linked to rateable
value.

Unmetered households inthe Powys area currently pay no fixed charge. We will introducea fixed element for
each service.The initial level of the charge will besmall, to avoidincidenceeffects on low bill customers.

Customers in Hafren Dyfrdwy zones B and C (i.e. customers that were previously served by Dee Valley Water)
already pay a higher fixed (standing) charge for wholesalewater. There will be no significantchangeto the
level of this chargeinthe near future.

1 Real change in wholesalerevenues before inflation
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Highway drainage

Where customers pay a wholesalefixed charge for wastewater, this will includethe cost of highway drainage.
Metered non-households will seealsoseea smallincreasein fixed charges for highway drainage (with a
reduction inthe proportion of overall bills paid through other charges). At a wholesalelevel, we will splitthe
costof highway drainagefrom the wastewater standingcharge paid by metered households;there should be
no increaseincharges as there will be a correspondingreductioninthe residual amountthey already pay.

Non-household charges for water

We intend to phase out seasonal charging, which applies to larger customers inthe Powys area. The level of
charge and discounts applied for larger customers should no change as a resultof this measure. Havinglooked
at the pattern of seasonal usageforlargeand intermediate users inour area, we will stagger this change to
avoidsharp changes in bills. Nextyear we will narrow the differential between peak and off-peak charges.

We currently apply Intermediate and Large User Tariffs (IUT and LUT) to any sites within Severn Trent’s original
area where usageexceeds the relevant thresholds (currently 10,000 and 50,000 cubic metres of water
respectively). Ifusage fallsoutsidethe estimate at the beginning of the year, there is a reconciliation atyear
end.

Next year, we intend to make the IUT and LUT availableto customers in our area that were formerly served by
Dee Valley (DVW). Since the metered water charges for these customers arelower than the standardratein
the Powys area, they will need a higher level of usage to benefit from the IUT or LUT.

Accordingly, itwill befor customers (with the advice of their retailers ifthey are eligiblefor the market) to opt
for the IUT or LUT. We will applythesame approach for all sites in the Hafren Dyfrdwy area. We will assume
thatall existing IlUTand LUT customers remain on the tariff unless notified that they wish to change. Once
selected, the rate will apply for the full chargingyear.

For non-households that were previously served by Dee Valley we will apply thesame approach to wholesale
fixed charges as for Powys —charges for customers eligible for the market will includea small chargeto reflect
the associated costs such as fees from MOSL?.

Non-household charges for wastewater

We currently charge for wastewater usinga falling blockapproach, where a lower rate is charged for volumes
above 10,000m3, with a further reduction above 50,000m3. In order to simplify our charges, we will move to
the same method and bandings as we applyto water charges —that is:

e Adiscounted volumetric rate with an intermediate fixed charge; or
e A higherdiscounton the volumetric rate with a higher (largeuser)fixed charge.

2 Market Operator Systems Ltd
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This is a different way of achievingthe same result, so we do not believe this will havesignificantincidence

effects for customers. We will convertthe discountarisingon the falling block approach to providethe same
effective rate.

Customers will need to selectan Intermediate or Large User Tariff (IUT or LUT) for a site. We will assumethat
all sites discharging more than the thresholds based onlastyear’s usage (10,000 cubic metres and 50,000
cubic metres) will electfor the IUT and LUT unless we arenotified that customers do not wishto be charged at
this rate.

This change will notaffect any customer dischargingless than 10,000 cubic metres of waste water.

New Appointments and Variations

The New Appointments and Variations (NAV) tariff will alter to reflect new Ofwat guidance. The “income
offset” relating to the cost of new on-site assets will nolonger be reflected withinthe bulk water chargeand
will be provided separately. This means that the discountincludedinthe NAV tariff will reducein future.

We will notapply these changes retrospectively. The discountfor NAVs which commence before 1 April 2020
will remain atthe existingrate, because they will nothave received the “income offset” as a separate sum.

Stakeholder engagement on tariff changes

Retailers operatingin our area have a dedicated accountmanager, and we have already begun to discussthese
changes with retailers through normal channels. Wehave a team responsible for dealing with NAVs; although
there are no NAV sites inthe Hafren Dyfrdwy area we will discusstheimpact with potential operators.

This document deals with wholesalecharges andis primarilyaimed atretailers, but we'll also be discussing the
impactof these changes with CCWater, the customer representative body. We have regular meetings with
CCWater and arerequired to consultwith them inadvanceof publishing our Scheme of Charges.



